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MONDAY,    FEBRUARY   26,    1934 

United  States  Senate, 
Committee  on  Banking  and  Currency, 

Washington,  D.G. 

The  committee  met  at  2 :  S'O  p.m.,  pursuant  to  call,  in  room  301  of 
the  Senate  Office  Building,  Senator  Duncan  U.  Fletcher  presiding. 

Present:  Senators  Fletcher  (chairman),  Wagner,  Barkley,  Bulk- 
ley,  Gore,  Costigan,  Adams,  Carey,  and  Kean. 

Present  also :  Ferdinand  Pecora,  counsel  to  the  committee ;  Julius 
Silver  and  David  Saperstein,  associate  counsel  to  the  committee,  and 
Frank  J.  Meehan,  chief  statistician  to  the  committee. 

The  Chairman.  The  committee  will  come  to  order.  The  matter 
now  coming  before  the  committee  for  consideration  is  S.  2693j  a  bill, 
which  if  enacted  into  law  will  be  entitled  "  National  Securities  Ex- 
change Act  of  1934." 

These  hearings  now  being  begun  will  continue  day  after  day,  ex- 
cept Saturdays  and  Sundays,  until  we  conclude,  and  those  who  wish 
to  be  heard,  either  for  or  against  the  bill,  will  please  signify  their 
intention  to  Mr.  Sparkman,  the  acting  clerk  of  the  committee,  give 
their  names,  and  generally  if  you  will,  the  subject  which  you  wish 
to  discuss.  In  other  words,  there  is  no  need  of  duplicating  and 
repeating  over  and  over  again  the  same  arguments  and  the  same 
views  on  any  particular  subject. 

We  want  to  speed  the  hearings  as  rapidly  as  we  can,  but  we  do  not 
wish  to  deny  anyone  the  opportunity  to  be  heard  if  he  signifies  a 
wish  to  be  heard.  Those  who  are  not  insistent  upon  being  heard 
orally  may  submit  papers  and  the  committee  will  insert  such  papers 
in  the  record  as  a  part  of  our  hearings. 

I  think  it  proper  to  begin  the  hearings  with  the  printing  of  the 
bill,  and  then  to  have  some  outline  of  the  bill  or  explanation  regard- 
ing certain  provisions  of  the  bill  made  so  that  the  committee  will 
understand  fully  just  what  we  have  before  us;  and  perhaps  we 
should  begin  with  an  appropriate  reference  to  the  economic  back- 
ground of  the  proposed  legislation,  and  for  that  purpose  we  will 
first  hear  from  Dr.  E.  A.  Goldenweiser.  director  of  the  division  of 
research  and  statistics.  Federal  Reserve  i3oard. 

Now,  Dr.  Goldenweiser,  you  may  take  a  seat  where  you  are,  oppo- 
site the  microphone  on  the  committee  table,  and  we  will  be  glad  if 
you  will  give  the  members  of  the  committee  the  benefit  of  your  views 
regarding  the  economic  background  of  the  bill.  I  presume  you  have 
familiarized  yourself  with  the  bill  and  understand  it,  and  we  will 
now  be  very  glad  to  hear  from  you. 
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6422  STOCK    EXCHANGE    PRACTICES 

[S.   1169.':,   Sevonty-tlnrd   Congress,  second   session] 

A  BILL  To  provide  for  the  registration  of  national  securities  exchanges  operating  in  inter- 
state and  foreign  commerce  and  tlirough  the  mails  and  to  prevent  inequitable  and 
unfair  practices  on  such  exchanges,  and  for  other  purposes 

Be  it  enacted  by  the  Senate  and  House  of  Rcijre.scnffitire.s  of   the  United 
States  of  America  in  Congress  assembled, 

SHORT    TITLE 

Spxtion    1.  This   Act   may  be   cited   as   the   "  Natiouiil    Securities   Exchange 
Act  of  19:^.4.'" 

REGDLA'IION    OF   BXCHAXtiES    USING    THE   CHAXNBLS   OF    IXTEKSTATE   COMMERCE   AND 
THE   MAILS    NECESSARY   IN  THE   PUBLIC    INTEREST 

Sec.  2.  Transactions  in  securities  as  commonly  conducted  upon  securities  ex- 
changes by  means  of  the  mails  or  instrumentalities  of  transportation  or  conv 
munication  in  interstate  commercf  are  affected  with  a  national  public  interest. 
Such  transactions  are  carried  on  in  large  volume  liy  the  public  generally  and  by 
persons  engaged  in  the  business  of  dealing  in  securities  in  interstate  commerce. 
The  prices  established  and  offered  in  such  transactions  are  generally  quoted 
and  disseminated  throughout  the  United  States  and  foreign  countries  as  a  basis 
for  determining  and  establishing  prices  at  which  securities  are  bought  and  sold 
oy  investors  in  interstate  conmierce  and  in  the  several  States  and  as  a  basis 
for  establishing  and  determining  the  value  of  securities  for  the  purpose  of  cal- 
culating the  amount  of  taxes  owing  to  the  United  States  and  the  several  Stat^ 
by  owners,  buyers,  and  sellers  of  securities.  Such  transactions  involve  the  use 
vif  credit  and  affect  the  financing  of  trade,  industry,  and  transportation  in  inter- 
state commerce.  Such  transactions  give  rise  at  times  to  a  large  volume  of  spec- 
ulation in  securities,  a  considerable  proportion  of  which  originates  outside  the 
States  in  which  the  exchanges  are  located.  At  times  the  prices  of  securities  on 
such  exchanges  are  susceptible  to  manipulation  and  control  and  the  dissemina- 
tion of  such  prices  gives  rise  to  excessive  speculation.  By  reason  of  such 
manipulation  and  control  and  excessive  speculation,  sudden  and  unreasonable 
fluctuations  in  the  prices  of  securities  on  such  exchanges  occur.  Such  sudden 
and  unreasonable  fluctuations  in  prices  coupled  with  excessive  speculation  and 
manipulation  cause  alternately  unreasonable  expansion  and  unreasonable  con- 
traction of  the  volume  of  credit  available  for  trade,  transportation,  and  industry 
in  interstate  connnerce  and  divert  credits  available  from  their  prt)per  channels. 
Such  unreasonable  fluctuations  binder  the  proper  appraisal  of  the  value  of 
securities  by  investors  in  interstate  connnerce  and  in  the  several  States  and 
the  fair  calculation  of  taxes  owing  to  the  United  States  and  the  several  States 
by  owners,  buyers,  and  sellers  of  securities.  Such  unreasonable  fluctuations 
constitute  obstruction  to  and  a  burden  upon  interstate  commerce  and  upf>n  the 
national  banking  and  Federal  Reserve  System.  Transactions  in  securities  upon 
exchanges  create  a  flow  of  securities  in  interstate  commerce  to  and  from  tlie 
places  where  such  exchanges  are  located.  The  national  credit  and  the  safety 
and  stability  of  investment  are  intimately  related  to  and  affected  by  the  prices 
for  which  seciu'ities  are  sold  and  offered  for  sale  upon  exchanges.  National 
emergencies,  which  produce  wide-spread  unemployment  and  the  dislocation  of 
trade,  transportation,  and  industry  and  which  burden  interstate  commerce  and 
adversely  affect  the  public  welfare  ai'e  precipitated,  intensified,  and  prolonged 
by  manipulation  and  control  of  i>riees  and  excessive  speculation  on  exchanges. 
RegTilation  of  transactions  in  securities  conducted  upon  exchanges  by  means  or 
instrumentalities  of  transixu-tation  and  communication  in  interstate  commerce 
or  of  the  mails  is  imperative  in  the  public  interest  for  the  protection  of  inter- 
state commerce,  and  the  national  banking  and  Federal  Reserve  System. 

DEllNITIONS 

Sec.  3.  When  used  in  thi.s  Act.   unless  the  context  otherwise  requires — 
1.  The  term  "exchange"  means  any  board,  market  iilace.  exchange,  chamber 
of  commerce,  or  association,  whether  organized  or  unorganized,  however  man- 
aged or  conducted,  and  whether  incorporated  or  unincoriiorated.  where,  or  by 
means  of  any  facility  of  which,  contracts  or  offers  for  the  purchase  or  sale  of 
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securities  or  other  transactions  in  sucli  securities  are  made ;  and  includes  tlie 
members  of  an  excliange. 

2.  Tlie  phrase  "  facility  of  an  exchange  "  includes  its  premises,  tangible  or 
intangible  property,  whether  ou  the  premises  or  not,  any  right  to  the  use  of 
such  premises  or  property  or  any  service  thereof,  including,  among  other  things, 
any  system  of  communication  to  or  from  the  excliange.  by  ticker  or  otherwise, 
maintained  by  or  with  the  consent  of  the  exchange,  and  any  right  nf  the 
exchange  to  the  use  of  any  property  or  service. 

3.  The  term  '"member"'  means  any  person  who  is  permitted  or  has  a  right 
to  use  in  person  any  facility  of  an  exchange,  for  the  purpose  of  making  offers 
or  contracts  for  the  purchase  or  sale  of  any  security  thiMeon,  or  any  firm  of 
which  a  member  is  a  partner. 

4.  The  term  ''broker"  means  any  person  engaged  in  a  business  of  effecting 
transactions  in  securities  for  the  account  of  <ithers. 

5.  The  term  "  dealei- "  mans  any  person  engaged  in  a  business  of  buying 
and  selling  securities  for  his  own  account,  through  a  broker  or  otherwise. 

C.  The  term  "  specialist  "  means  any  person  who  v*;pecializes  in  the  execution 
of  orders  in  respect  of  any  security  or  securities  on  an  exchange  and  wlio 
commonly  receives  from  otlier  members  of  the  exchange  orders  for  execution 
in  respect  of  such  secui'ity  or  securities. 

7.  The  term  "  issuer  "  means  an.^-  person  who  issues  or  proposes  to  issue  any 
security  or  who  guarantees  a  security  eilher  as  to  principal  or  income;  except 
that  with  respect  to  certificates  of  deposit,  voting-trust  certifi  ates,  or  collateral- 
trust  certificates,  or  with  respect  to  certificates  of  interest  or  shares  in  an  unin- 
corporated investment  trust  not  having  a  board  of  directors  (or  persons  per- 
forming similar  functions)  or  of  the  fixed,  restricted  management,  or  unit  type, 
the  term  "  issuer"  means  the  person  or  persons  pt-rforming  the  acts  and  assum- 
ing the  duties  of  depositor  or  manager  pursuant  to  tlie  provisions  t)f  the  trust 
or  otbei"  agreement  or  instrument  under  wbicii  si:cli  sei-urities  are  issued,  and 
except  that  with  respect  to  equipment-trust  certificates  or  like  securities,  the 
term  "  issuer  "  means  the  person  by  whom  the  t'quipment  or  property  is  or  is 
to  lie  used. 

8.  The  term  "  customer  "  means  any  per.sou  for  whoso  account  a  broker  or 
dealer  effects  any  transaction  in  iiny  security,  or  from  whom  a  broker  or  dealer 
solicits  such  business,  or  to  wlioni  a  broker  or  dealer  extends  credit  on  any 
security. 

9.  The  term  "  person  ""  means  an  individual,  a  corporation,  a  partnership,  au 
association,  a  joint-stock  company,  a  trust,  any  unincorporated  organization  or 
exchange.  As  used  in  this  paragraph  the  term  "  trust  "  shall  include  only  a 
trust  where  the  interest  or  interests  of  the  beneficiary  or  beneficiaries  are 
evidenced  by  a  security. 

10.  The  term  "  security "  means  any  note,  stock,  treasury  stock,  bond,  de- 
benture, certificate  of  interest  or  participation  in  any  profit-sharing  agreement, 
oil,  gas,  and  other  mineral  royalties  and  deeds,  coUateral-tru.st  certificate,  pre- 
organization  certificate  or  subscription,  transferable  share,  investment  contract, 
voting-trust  certificate,  or  in  general,  any  instrument  commonly  known  as  a 
"  security ".  or  any  certificate  of  interest  or  particii)ation  in,  temporary  or 
interim  certificate  for,  receipt  for,  or  warrant  or  right  to  sub.scribe  to  or  pur- 
chase, any  of  the  foregoing,  but  the  term  "security"  as  used  in  this  Act  shall 
not  include  any  direct  obligation  guaranteed  as  to  principal  or  interest  by  the 
United  States. 

11.  The  terms  "  buy "  and  "  purchase "  each  include  any  contract  to  buy, 
I)urchase.  or  otherwise  acquire,  contract  of  purchase,  attempt  or  offer  to  acquire 
or  solicitation  of  an  ofl'er  to  sell  a  security  or  any  interest  in  a  security. 

12.  The  terms  "  sale  "  and  "  sell "  each  include  any  contract  of  .sale  or  dis- 
position of.  contract  to  sell  or  dispose  of.  attempt  or  offer  to  dispose  of,  or 
solicitation  of  an  offer  to  buy  a  security  or  any  interest  therein. 

13.  The  term  "  communication  "  means  communication  of  any  kind  or  descrip- 
tion, including  written,  oral,  radiographic,  radiophonic.  telegrapliic,  or  tele- 
phonic, or  by  ticker,  television,  or  cablegram. 

14.  The  term  "Commission"  means  the  Federal  Trade  Commission. 

ITi.  The  term  "State"  means  any  State  of  the  United  States,  the  District 
of  ('olumltia.  Alaska,  Hawaii.  I'uerto  Kico.  tlie  Philippine  Islands.  Canal  Zone, 
tlie  Virgin  Islands,  and  tl!(>   insular  possessions  of  the   United   SttUes. 

10.  The  term  "  interstate  conuneri'e  "  means  trade  or  connnerce  in  securities 
or  any   transportation   or  communication   relating   tliereto  among   the   several 
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States  or  between  any  foreign  country  and  any  State,  or  between  any  State 
and  any  place  or  ship  outside  the  United  States. 

For  the  purpose  of  tliis  Act  (but  not  in  anywise  limiting  the  definition  of 
interstate  commerce)  a  transaction  in  respect  of  any  security  shall  be  con- 
sidered to  be  in  interstate  commerce  if  such  transaction  is  part  of  that  current 
of  commerce  usual  in  a  security  transaction  whereby  an  order  to  purchase  or 
to  sell  a  security  originates  from  a  person  in  one  State  with  the  expectation 
that  it  will  or  may  be  consummated  by  the  receipt  on  an  exchange  of  an 
order  to  sell  or  purchase  the  same  security  originating  from  another  person 
in  another  State,  including,  in  addition  to  cases  within  the  above  general 
description,  all  cases  where  it  is  contemplated  that  a  purchase  or  sale  of  any 
security  will  be  preceded  or  followed  by  the  shipment  of  such  security  from 
another  State.  Any  security  transaction  normally  in  such  current  of  com- 
merce shall  not  be  considered  out  of  such  commerce  through  resort  being  had 
to  an3'  means  or  device  intended  to  remove  the  transaction  from  the  provisions 
of  this  Act. 

PROHIBITION-  OF  THE  USE   OF  CHANNELS   OF  INTERSTATE   COMMEKCE  AND   THE   MAILS 
TO  UNREGISTERED  EXCHANGES 

Seo.  4.  Unless  an  exchange  is  registered  as  a  national  securities  exchange 
under  section  5  of  this  Act,  it  shall  be  unlawful  for  any  person,  directly  or  in- 
directly, to  make  use  of  the  mails  or  any  means  or  instrumentality  of  communi- 
cation or  transportation  in  interstate  commerce  for  the  purpose  of  using  any 
facility  of  such  exchange  to  effect  any  transaction  in  a  security  or  to  report  any 
such  transaction. 

REGISTRATION   OF   NATIONAL    SECURITIES   EXCHANGES 

Sec.  5.  (a)  .Any  exchange  may  be  registered  with  the  Commission  as  a  national 
securities  exchange  under  terms  and  conditions  hereafter  provided  by  filing  a 
registration  statement  in  such  form  as  the  Commission  may  prescribe  containing 
the  undertakings,  setting  forth  the  information,  and  accompanied  by  the 
documents  here  below  set  forth : 

(1)  An  undertaking  to  comply  with,  and  to  enforce  so  far  as  is  within  its 
powers  compliance  by  its  members  and  by  issuers  whose  securities  are  regis- 
tered thereon  with  any  provision  of  this  Act  and  any  amendment  thereto  and 
any  rule  or  regulation  made  or  to  be  made  by  the  Commission  thereunder. 

(2)  Such  data  as  to  its  organization,  rules  of  procedure  and  membership, 
and  other  information  as  the  Commission  may  by  rules  and  regulations  require 
as  being  necessary  or  appropriate  in  the  public  interest  or  for  the  protection 
of  investors. 

(3)  Copies  of  its  constitution,  articles  of  incorpoi'ation  with  all  amendments 
thereto,  and  of  its  existing  bylaws  or  rules  or  instruments  corresponding 
thereto,  whatever  the  name,  which  are  hereinafter  collectively  referred  to  as 
the  "  rules  of  the  exchange.'' 

(4)  An  undertaking  to  furnish  to  the  Commission  copies  of  any  amend- 
ments to  the  documents  or  instruments  mentioned  in  clause  (3)  of  this  sub- 
section forthwith  upon  their  adoption. 

(b)  If  it  appears  to  the  Commission  that  the  exchange  applying  for  regis- 
tration is  so  organized  as  to  be  able  to  comply  with  the  provisions  of  this 
Act  and  the  rules  and  regulations  made  by  the  Commission  thereunder  and 
that  the  rules  of  the  exchange  are  just  and  adequate  to  ensure  fair  dealing 
and  to  protect  investors,  the  Commission  shall  cause  such  exchange  to  be 
registered  as  a   national   securities  exchange. 

(c)  The  Commission  shall  enter  an  order  either  granting  or,  after  appro- 
priate notice  and  opportunity  for  hearing,  denying  an  application  for  regis- 
tration as  a  national  securities  exchange  within  thirty  days  after  the  filing 
of  the  application,  unless  the  exchange  applying  for  registration  shall  withdraw 
its  ai)plication  or  consent  to  the  Commission's  deferring  action  on  its  applica- 
ton  for  a  stated  longer  period  after  the  date  of  its  filing.  The  filing  with 
the  Commission  of  an  application  for  registration  by  an  exchange  shall  be 
deemed  to  have  taken  place  upon  the  receipt  thereof.  Amendments  to  an 
application  may  be  made  upon  such  terms  as  the  Commission  may  prescribe. 

(d)  No  registration  shall  be  granted  unless  the  rules  of  the  exchange  pi'o- 
vide  for  the  expulsion  and  suspension  of  a  member  for  conduct  or  proceeding 
inconsistent  with  just  and  equitable  principles  of  trade  and  declare  that  the 
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violation  of  any  provision  of  this  Act  or  any  rule  or  regulation  made  by  tlie 
Commission  thereunder  shall  be  considered  conduct  or  proceeding  inconsistent 
with  just  and  equitable  principles  of  trade. 

(e)  Nothing  in  this  Act  shall  be  construed  to  prevent  any  exchange  from 
adopting  and  enforcing  any  rule  not  inconsistent  with  this  Act  and  the  rules 
and  regulations  of  the  Commission  made  thereunder  and  the  applicable  laws 
of  the  State  in  which  it  is  located. 

(f)  An  exchange  may,  upon  appropriate  application  in  accordance  with  the 
rules  and  regulations  of  the  Commission  and  upon  such  terms  as  the  Com- 
mission may  fix,  withdraw  its  registration. 

MARGIN  REQUIREMENTS  ON  LONG  ACCOUNTS 

Sec.  6.  (a)  It  shall  be  unlawful  for  any  member  of  a  national  securities 
exchange  or  any  person  who  transacts  a  business  in  securities  through  the 
medium  of  any  such  member,  directly  or  indirectly,  to  extend  or  maintain 
credit  or  arrange  for  the  extension  or  maintenance  of  credit  to  or  for  any 
customer  on  any  securities  not  registered  upon  a  national  securities  exchange. 

(b)  It  shall  be  unlawful  for  any  member  of  a  national  securities  exchange 
or  any  person  w^ho  transacts  a  business  in  securities  through  the  medium  of 
any  such  member,  directly  or  indirectly,  to  extend  or  maintain  credit  or 
arrange  for  the  extension  or  maintenance  of  credit  to  or  for  any  customer 
on  any  securities  registered  on  a  national  securities  exchange  in  an  amount 
exceeding  at  any  time  whichever  is  the  higher  of  (1)  80  per  centum  of  the 
lowest  price  at  which  such  security  has  sold  during  the  preceding  three  years; 
or  (2)  40  per  centum  of  the  current  market  price.  The  Commission  may  by 
rules  and  regulations  prescribe  lower  loan  values  as  may  be  deemed  appro- 
priate In  the  public  interest  or  for  the  protection  of  investors  during  any 
stated  period  of  time  or  in  respect  of  any  specified  class  of  securities. 

(c)  It  shall  be  unlawful  for  any  person  to  extend  or  maintain  credit  or 
arrange  for  the  extension  or  maintenance  of  credit  to  any  person  (other  than 
to  a  dealer  to  aid  in  the  financing  of  the  distribution  of  securities  to  customers 
not  through  the  medium  of  an  exchange)  upon  any  security  registered  on  a 
national  .securities  exchange  in  an  amount  exceeding  the  amount  which  it  is 
lawful  for  a  member  of  a  national  securities  exchange  to  lend  to  any  customer 
on  such  securitj',  unless  the  application  for  the  loan  is  accompanied  by  a  state- 
ment by  the  borrower  that  such  security  has  been  acquired  by  the  borrower  and 
paid  for  in  full  more  than  thirty  days  prior  to  the  making  of  the  loan.  Any 
person  who  for  the  purpose  of  obtaining  a  loan  makes  such  a  statement  which 
is  false  in  any  material  respect,  shall  be  deemed  guilty  of  a  violation  of  this 
subsection. 

(d)  The  Commission  sliall  by  rulQs  and  regulations  prescribe  the  times  at 
and  the  specific  methods  by  which  values  shall  be  calculated  for  the  purposes 
of  this  section,  the  time  within  which  initial  and  subsequent  payments  shall  be 
made  by  the  customer,  and  the  notice  to  be  given  and  the  method  to  be  fol- 
lowed in  closing  out  accounts,  and  no  person  who  shall  comply  with  such  rules 
and  regulations  shall  be  deemed  to  have  violated  any  provision  of  this  section. 

EESTBICTIONS   OF  MEMBERS'   BORROWING 

Sec.  7.  It  shall  be  unlawful  for  any  member  of  a  national  securities  exchange 
or  i)erson  who  transacts  a  business  in  securities  through  the  medium  of  such 
member,  directly  or  indirectly — 

(a)  To  borrow  on  any  security  registered  on  a  national  securities  exchange 
from  any  person  other  than  a  member  bank  of  the  Federal  Reserve  System ; 

(b)  To  permit  the  aggregate  indebtedness  of  such  member  or  person  to  all 
other  persons,  including  customers'  deposits,  to  exceed  such  percentage  of 
the  net  current  assets  owned  by  the  borrower  and  employed  in  the  business 
not  exceeding  1,000  per  centum  as  the  Commission  may  by  i-ules  and  regulations 
prescribe ; 

(c)  To  use,  if  a  broker,  the  capital  employed  in  the  business  to  carry  or 
finance  the  carrying  of  securities  for  himself  or  for  others  than  bona  fide 
customers  excluding  any  partner  or  employee  of  such  broker ; 

(d)  To  hypothecate  or  arrange  for  the  hypothecation  of  more  of  any 
securities  carried  for  the  account  of  a  customer  than  is  fair  and  reasonable 
in  view  of  the  indebtedness  of  such  customer ; 
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(e)  To  liyiJotliecate  or  arrange  for  the  hypothecation  of  any  securities  car- 
ried for  the  account  of  a  customer  under  circumstances  that  will  permit  the 
comingling  of  the  securities  of  one  customer  with  those  of  any  other  person, 
without  the  written  consent  of  such  customer ; 

(f)  To  lend  or  arrange  for  the  lending  of  securities  pledged  by  or  carried 
for  the  account  of  any  customer  without  the  consent  of  such  customer  and 
without  crediting  the  interest  received  on  account  of  such  lending  to  the 
JFiccount  of  the  customer. 

PROHIBITION    AGAINST    MAXIPULATIOX     OF    SECURITY    PRICES 

Sec.  8.  (a)  It  shall  be  unlawful  for  any  person,  directly  or  indirectly,  by 
the  use  of  the  mails  or  any  means  or  instrumentality  of  interstate  commerce, 
or  of  any  facility  of  any  national  securities  exchange — 

(1)  To  effect  any  fictitious  transaction  in  any  security  registered  on  a 
national  securities  exchange,  or  any  transaction  which  puiiDorts  to  be  a  sale 
of  any  such,  security  but  involves  no  change  in  the  beneficial  ownership  thereof : 

<2)  To  effect,  or  to  authorize  another  or  others  to  effect  for  such  person's 
account,  transactions  for  the  purchase  and  sale  of  any  security  registered  on  a 
national  securities  exchange  at  substantially  the  same  time  at  substantially 
Ihe  same  price,  whether  such  transactions  of  purchase  and  sale  be  with  the 
same  or  with  different  parties ;  except  trr.nsactions  made  on  the  exchange  as 
a  matter  of  record  only  and  appropriately  recorded  and  reported  as  an 
■"  arranged  transaction  "  ; 

(3)  To  effect,  either  alone  or  in  concert  with  one  or  more  other  persons, 
transactions  for  the  purchase  and  sale  of  any  security  or  securities  registered 
on  any  national  securities  exchange  for  the  puiiiose  of  raising  or  depressing 
the  price  of  such  security  or  securities  or  for  the  purpose  of  creating  or  with 
the  expectation  tiiat  there  will  be  created  a  false  or  misleading  appearance 
of  active  trading  in  such  security  or  securities,  or  a  false  or  misleading  appear- 
ance in  respect  of  the  market  for  such  security  or  securities ; 

(4)  If  a  dealer,  broker,  or  member  or  a  person  in  the  employ  of  a  dealer, 
broker,  or  member,  to  circulate  or  disseminate  in  the  ordinary  course  of  business 
of  Itusiness  information  to  the  effect  th;it  the  price  of  any  security  ov  securifes 
registered  on  a  national  securities  exchange  will  or  is  likely  to  rise  or  fall 
]iartly  or  wholly  because  of  the  market  activity  of  any  one  or  more  persons,  if 
the  person  disseminating  such  information  has  reason  to  ber.eve  th;it  the  circu- 
lation or  dissemination  of  such  information  on  his  part  may  induce  the  purchase 
or  sale  of  any  such  security  in  the  expectation  of  such  market  activity; 

(o)  To  circulnte  or  disseminate  informnt'on  regarding  any  security  registered 
on  a  national  securities  exchange  which  statement  is.  in  the  liglit  of  the  circum- 
stances under  which  it  was  made,  false  or  misleading  in  respect  of  any  matter 
sufficiently  important  to  influence  the  .judgment  of  an  avernge  investor,  if  the 
person  disseminating  such  information  has  reas(ai  to  lielieve  that  the  circulation 
or  dissemination  of  such  information  on  his  part  may  induce  the  purchase  or 
sale  of  such  security,  and  does  not  prove  that  he  acted  in  good  faitli  and  in  the 
exercise  of  reasonable  care  had  no  ground  to  believe  that  the  statement  was 
false  or  misleading: 

(6)  To  pay  or  cause  to  lie  paid  directly  or  indirectly  any  consideration  or 
;iny thing  of  value  to  any  person  to  circulate,  disseminate,  or  finance  the  cost  of 
circulating  and  disseminating,  informafon  to  the  effect  that  the  price  of  any 
security  oi-  securities  registered  on  a  national  securities  exchange  will  or  is 
likely  to  rise  or  fall  iiartly  or  wholly  liecause  of  the  market  activity  of  .my  one 
or  more  persons ; 

(7)  To  engage  in  any  series  of  transactions  or  in  any  operation  for  the 
purchase  and  sale  of  any  security  registered  on  a  national-securities  exchange 
whlcli  has  the  purpose  or  effect  of  pegging,  fixing,  or  stabilizing  the  price  of 
such  security  without  having  prior  thereto  reported  to  the  exchange  authorities 
and  to  the  Commission  such  information  regnrding  the  purpose  and  nature  of 
such  transactions  or  operations,  the  details  thereof,  and  the  person  or  jiersons 
inteiested  therein  ;is  the  Commission  by  rules  and  regulations  may  prescribe 
as  apiiropriate  or  necessary  in  the  public  interest  or  for  the  protection  of 
investors ; 

(5)  To  acquire  substantial  control  of  the  floating  supply  of  any  security 
registered  on  a  national-securities  exchange  for  the  purpose  of  causing  the 
]u-ice  of  such  security  to  rise  on  the  exchange  because  of  such  control  of  Ihe 
floating  supply ; 


STOCK   EXCHANGE   PRACTICES  6427 

(9)   To  effect  by  use  of  the  facility  of  :iuy  national  securities  exchange — 

(i)  any  transaction  in  any  security  whereby  any  party  to  such  transaction 
acquires  any  put,  call,  straddle,  or  other  option  or  privilege  of  buying  a  security 
from  or  selling  a  security  to  another  party  to  the  transaction  without  being 
bound  to  do  so ;  or 

(ii)  any  transaction  in  any  security  witli  relation  to  which  he  has,  directly 
or  Indirectly,  any  interest  in  such  put,  call,  straddle,  option,  or  privilege ;  or 

(iil)  any' transaction  in  any  security  for  account  of  any  person  who,  he  has 
reason  to  believe,  has,  directly  or  indirectly,  any  intei-'est  in  any  such  put,  call, 
straddle,  option,  or  privilege  with  relation  to  such  security ; 
or  if  a  member,  directly  or  indirectly,  to  have  or  guarantee  any  interest  in  any 
put,  call,  straddle,  option,  or  privilege  in  relation  to  any  security  registered  on 
a   national  securities  exchange. 

(b)  Any  person  who  participates  in  any  act  or  transaction  in  violation  of 
su))section  (a)  of  this  section  shall  be  liable  to  any  person  who  shall  purchase 
any  security,  the  price  ot  which  may  have  been  effected  by  such  act  or  trans- 
action, and  the  person  so  injured  may  sue  in  law  or  equity  in  any  court  of 
comi^etent  jurisdiction  to  recover  the  difference  between  the  price  he  paid  for 
such  security  and  the  lowest  price  for  which  such  security  shall  have  sold  on  the 
exchange  during  the  ninety  days  preceding  and  the  ninety  days  following  such 
purchase,  and  such  additional  damages,  if  any,  as  the  person  suing  may  prove 
that  he  sustained  as  a  result  of  any  such  transaction. 

(c)  Any  person  who  participates  in  a  ti'ansaction  or  transaclions  in  violation 
of  subsection  (a)  of  this  section  shall  be  liable  to  any  person  who  shall  have 
sold  a  security,  the  price  of  which  may  have  been  effected  by  such  transaction 
or  transactions,  and  the  persons  so  injured  may  sue  in  law  or  equity  in  any 
court  of  competent  jurisdiction  to  recover  the  difference  between  the  price  for 
which  he  sold  such  security  and  the  highest  price  for  which  such  security  shall 
have  S(jld  on  the  exchange  during  the  ninety  days  preceding  and  the  ninety  days 
following  such  sale,  and  such  additional  damages,  if  any,  as  the  person  suing 
may  pi'ove  that  he  sustained  as  a  result  of  any  sucli  transaction. 

(d)  Every  person  who  becomes  liable  to  make  any  payment  under  ibis  .section 
may  recover  contribution  as  in  cases  of  contract  from  any  person  who,  if  sued 
separately,  would  have  been  liable  to  make  the  same  payment,  unit  ss  the 
person  who  has  become  liable  was,  and  the  other  was  not,  guilty  of  fraudulent 
misrepresentation. 

(e)  No  action  shall  be  maintainetl  to  enforce  any  liability  created  under 
this  section  unless  brought  within  two  years  after  the  discovery  of  the  violation 
upon  which  it  is  based. 

REGUT.ATI0N    OF    THE   USK    OF    M A.MPULATIVE    OKVK'ES 

Sp:c.  9.  It  shall  be  unlawful  for  an.V  person,  directly  or  indirectly,  by  use  of 
any  means  or  instrumentality  of  interstate  commerce  or  of  the  mails  or  of  any 
facilit.v  of  any  national  securities  exchange — 

(a)  To  effect  the  sale  of  any  security  reglstereil  on  a  national  securities 
exchange,  wliich  at  the  time  of  such  sale  was  not  owned  by  such  person  or 
his  principal  except  in  accordance  with  such  rules  and  regulations  as  the  ("om- 
niission  may  prescribe  as  approiJriate  or  necessary  in  tlie  public  interest  or  for 
tlie  protection  of  investors; 

(l»j  To  use  or  employ  or  to  execute  or  accept  for  execution  any  stop-loss 
order  in  connection  with  the  purchase  or  sale  of  any  security  registered  on  a 
national  securities  exchange  excei)t  in  accordance  with  such  rules  and  regula- 
tions as  the  Commission  shall  prescribe  as  appropriate  or  necessary  in  the 
public  interest  or  for  the  prtitection  of  investors ; 

(c)  To  us?  or  employ  in  connection  with  the  purchase  ov  sale  of  any  security 
registered  on  a  national  securities  exchange  any  device  or  contrivance  which, 
or  any  device  or  contrivance  in  a  way  or  manner  which  the  Connnission  may 
by  its  rules  and  regulations  find  detrimental  to  the  public  interest  or  to  the 
pioper  protection  of  investors. 

se<;rk(;ation  and  limitation  of  the  functions  of  broker,  specialist,  and  dealer 

Sec.  10.  It  shall  be  unlawful  for  any  member  of  a  national  securities  exchange 
or  siuy  person  who  as  a  bi'oker  transacts  a  business  in  securities  through  the 
mediinn  of  any  such  niember  to  act  as  a  dealer  in  or  underwriter  of  securities. 
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whether  or  not  registered  on  any  national  securities  exchange.  It  shall  be 
unlawful  for  any  member  of  a  national  securities  exchange  to  act  as  a  specialist 
unless  registered  as  such  with  the  exchange,  subject  to  such  rules  and  regula- 
tions as  the  Commission  may  prescribe,  and  it  shall  be  unlawful  for  anj' 
specialist  on  a  national  securities  exchange  (a)  to  effect  on  the  exchange  any 
transaction  except  on  fixed  price  orders  or  (b)  to  disclose  to  any  other  person 
information  in  regard  to  orders  placed  with  him  which  is  not  available  to  all 
members  of  the  exchange.  An  exchange  may  provide  that  officers  or  employees 
of  the  exchange  may  perform  the  functions  of  specialists  subject  to  such  rules 
and  r?gulations  as  the  Commission  may  prescribe. 

REGISTKATION     REQUIREMENTS    FOR     SECURITIES 

Sec.  11.  (a)  It  shaU  be  unlawful  for  any  person  to  effect  any  transaction  in 
any  security  on  a  national  securities  exchange  unless  a  registration  is  effective 
as  to  such  security  in  accordance  with  the  provisions  of  this  Act  and  the  rules 
and  regulations  made  by  the  Commission  thereunder  and  unless  such  security 
has  been  issued. 

(b)  A  security  may  be  registered  with  a  national  securities  exchange  upon 
application  by  the  issuer,  by  filing  with  such  exchange  and  with  the  Commis- 
sion such  undertakings,  information,  and  documents  as  the  Commission  may 
by  its  rules  and  regulations  require  in  the  public  interest  and  for  tlie  protection 
•of  investors  together  with  such  additional  undertakings,  information,  and 
documents  as  the  excliange  may  require.  If  the  exchange  authorities  certify 
to  the  Commission  that  the  security  has  been  approved  by  the  exchange  for 
listing  and  registration,  the  registration  shall  become  effective  thirty  days 
after  the  filing  of  sucli  certification  with  the  Commission :  Provided,  That  if 
it  appears  to  the  Commission  prior  to  the  expiration  of  such  thirty  days  that 
the  application  for  registration  does  not  comply  with  the  provisions  of  this 
Act  or  the  rules  and  regulations  made  by  the  Commission  hereunder,  it  may. 
after  appropriate  notice  and  opportunity  for  hearing  within  such  period,  enter 
an  order  denying  the  application  for  registration  unless  the  issuer  shall  with- 
di-aw  its  application  or  consent  to  the  Commission's  deferring  action  on  its 
application  for  a  stated  period  longer  than  such  thirty  days. 

(c)  The  rules  and  regulations  of  the  Commission  in  regard  to  registration 
shall  require — 

(I)  An  undertaking  by  the  issuer  to  comply  with  and  so  far  as  is  within 
its  power  to  enforce  compliance  by  its  officers,  directors,  and  stockholders 
with  the  provisions  of  this  Act  and  any  amendments  thereto  and  with  thf- 
rules  and  regulations  made  or  to  be  made  by  the  Commission  thereunder 
and,  mdess  the  issuer  is  a  member  bank  of  the  Federal  Reserve  System,  not 
to  lend  any  funds  in  the  money  market  of  any  exchange  or  to  any  member 
thereof  or  to  any  person  who  transacts  a  business  in  securities  through  the 
medium  of  any  such  member  except  in  accordance  with  such  rules  and  regu- 
lations as  the  Commission  may  prescribe ; 

(II)  Such  information  as  to  the  issuer  and  affiliates  in   respect  of: 

(1)  the  organization,  financial  structure,  and  nature  of  the  business; 

(2)  particulars  regarding  the  terms,  position,  rights,  and  privil(\gos  of  the 
different  classes  of  securities  outstanding ; 

(3)  particulars  regarding  terms  on  which  securities  have  bei>n  or  jire  to 
be  offered  to  the  public : 

(4)  particulars  regaj-ding  the  directors,  officers,  and  princijial  security- 
holders and  miderwriters.  their  remuneration  and  their  interests  in  the  secur- 
ities of  and  nijiterial  contracts  with  the  issuer  and  affiliates: 

(5)  particulars  regarding  remuneration  to  others  than  directors  and  officers 
lexceeding  .$20.00o  per  annum ; 

(6)  particulars  regarding  bonus  and  profit-sharing  arrangements; 

(7)  particidars  regarding  management  and  service  contracts: 

(S)   ]iarticulars  of  options  in  respect  of  securities  existing  or  to  be  created; 

(9)  particulars  regarding  material  contracts  not  made  in  the  ordinary  course 
of  husiness.  and  material  patents  ; 

(10)  balance  sheets  for  preceding  years  certified  by  indei>en(lont  public 
accountants ; 

(11)  profit  and  loss  statements  for  preceding  years  certified  by  independent 
imblic  accountants;  and  such  other  information  as  the  Connnission  may  l)y 
rules  and  regulations  re(iuire  as  necessary  and  approiiriate  in  the  public  interest 
or  for  the  protection  of  Investors. 
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(III)  Copies  of  articles  of  incorporation,  bylaws,  trust  indentures,  or  cor- 
responding documents,  whatever  the  names,  underwriting  arrangements,  and 
other  documents  of  the  issuer  and  aflaiiates  which  the  Commission  by  rules  and 
regulations  may  require  as  necessary  in  the  public  interest  or  for  the  protection 
of  investors. 

A  security  registered  with  a  national  securities  exchange  may  be  withdrawn 
or  stricken  from  listing  and  registration  in  accordance  with  the  rules  of  the 
exchange  and  upon  such  terms  as  the  Commission  may  fix,  upon  application  by 
the  issuer  or  the  exchange  to  the  Commission. 

ANNUAL,  QUAETEBLY,  AND  MONTHLY  EEPOBTS 

Seo.  12.  (a)  Every  issuer  of  a  security  registered  on  a  national  securities 
exchange  shall  file  with  the  exchange  and  with  the  Commission,  in  accordance 
with  rules  and  regulations  to  be  prescribed  by  the  Commission  and  in  such 
form  and  in  such  detail  as  the  Commission  may  by  rules  and  regulations  pre- 
scribe in  the  public  interest  and  for  the  protection  of  investors — 

(1)  Such  information  and  documents  as  the  Commision  may  require  to  keep 
reasonably  current  the  information  and  documents  filed  pursuant  to  section  11 ; 

(2)  Annual  and  quarterly  reports,  including,  among  other  things,  a  balance 
sheet  and  profit-and-loss  statement  certified  by  an  independent  public  ac- 
countant ; 

(3)  Monthly  reports  including,  among  other  things,  a  statement  of  sales 
or  gross  income; 

(4)  Such  other  reports  and  at  such  times  as  the  Commission  may  by  rules 
and  regulations  prescribe  in  the  public  interest  or  for  the  protection  of  investors 
or  with  a  view  to  ensuring  that  the  security-holders'  interests  shall  not  be 
prejudiced  by  the  use  of  information  for  the  advantage  of  any  si>ecial  group 
or  interest. 

(b)  The  failure  of  an  issuer  to  register  information,  documents,  or  reports 
as  required  by  this  section  shall  be  ground  for  the  removal  of  any  of  its  secur- 
ities from  a  national  exchange  by  the  exchange  or  by  the  Commission. 

PROXIES 

Seo.  13.  (a)  It  shall  be  unlawful  for  any  i)erson  by  the  use  of  the  mails 
or  of  any  means  or  instrumentality  of  transportation  or  communication  in 
interstate  commerce  or  of  any  facility  of  any  national  securities  exchange  or 
otiierwise  to  solicit  or  to  permit  the  use  of  his  name  to  solicit  any  proxy  or 
consent  or  authorization  in  respect  of  any  security  registered  on  any  national 
securities  exchange  unless  at  such  time  prior  to  such  solicitation  as  the  Com- 
mission shall  by  rule  or  regulation  prescribe  the  persons  named  to  exercise 
such  proxy,  consent,  or  authorizatiton  shall  file  with  the  Commission  a  state- 
ment, which  shall  be  included  as  a  part  of  every  such  solicitation,  setting 
forth  the  pui-poses  of  the  proxy,  consent,  or  authorization,  the  persons  to 
exercise  it,  their  relations  to  and  interest  in  the  security,  the  names  and  ad- 
dresses of  the  persons  from  whom  similar  proxies,  consents,  or  authorizations 
are  being  solicited,  and  such  further  information,  and  in  such  form  and  detail 
as  the  Commission  may  by  rules  and  regulations  prescribe  in  the  public  interest 
or  for  the  protection  of  investors. 

(b)  It  shall  be  unlawful  for  any  member  of  a  national  securities  exchange 
or  any  person  who  transacts  a  business  in  securities  through  such  member  to 
give  a  proxy,  consent,  or  authorization  in  respect  of  any  security  registered  on  a 
national  securities  exchange  and  carried  for  the  account  of  a  customer  without 
a  specific  written  authorization  from  such  customer. 

OVER-COUNTEE    MARKETS 

Sec.  14.  It  shall  be  unlawful  for  any  person  singly  or  in  concert  with  others 
to  make  use  of  the  mails  or  of  any  means  or  instrumentality  of  communication 
or  transportation  in  interstate  commerce  for  the  purix>se  of  making  or  creating, 
or  enabling  another  to  make  or  create,  a  market  for  any  security,  whether  or 
not  registered  on  a  national  securities  exchange,  without  complying  with  such 
rules  and  regulations  as  the  Commission  may  prescribe  as  appropriate  in  the 
public  interest  or  for  the  protection  of  investors. 
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ti:a.vsactioks  by  directors,  officers,  and  principal  stockholders 

Sec.  15.  (a)  Every  director,  oflBcer,  or  owner  of  securities,  owning  as  of 
record  jind/or  beneficially  more  tlian  5  i^er  centum  of  any  class  of  securities  of 
any  is.suer  any  security  of  which  is  registered  on  a  national  securities  exchange, 
shall  file  with  the  exchange  and  with  the  Commission  at  the  time  of  the  regis- 
tration of  such  security  or  at  the  time  he  liecomes  such  a  director,  officer,  or 
owner  of  securities  the  amounts  of  all  securities  of  such  issuer  of  which  he  is 
the  record  and/or  beneficial  owner,  and  within  ten  days  after  the  close  of  each 
calendar  month,  if  there  has  been  any  change  in  his  record  or  beneficial  owner- 
ship during  such  month,  shall  file  with  the  exchange  and  the  Connnission  a 
statement  indicating  his  ownership  at  the  close  of  the  calendar  month  and  such 
changes  in  his  ownership  as  have  occurred  during  such  calendar  month. 

(b)  It  shall  he  unlawful  for  any  director,  officer,  or  owner  of  securities, 
owning  as  of  record  and/or  beneficially  more  than  5  per  centum  of  any  class 
of  stock  of  any  issuer,  any  security  of  which  is  registered  on  a  national  securi- 
ties exchange — 

(1)  To  purchase  any  such  registered  security  with  the  intention  of  exi^ecta- 
tion  of  selling  the  same  security  within  six  months;  and  any  profit  made  by  such 
person  on  any  transaction  in  such  a  registered  security  extending  over  a 
period  of  less  than  six  months  shall  inure  to  and  be  recoverable  by  the  issuer, 
irrespective  of  any  intention  or  expectation  on  his  part  in  entering  into  such 
transaction  of  holding  the  security  purchased  for  a  period  exceeding  six  months, 
such  suit  may  be  instituted  in  law  or  in  equity  in  any  court  of  competent 
.iurisdiction  by  the  issuer,  or  by  the  owner  of  any  security  of  the  issuer  in 
the  name  and  in  behalf  of  the  issuer  if  the  issuer  shall  fail  or  refuse  to  bring 
such  suit  within  sixty  days  after  request  or  shall  fail  diligently  to  prosecute 
the  same  thereafter.  For  the  purposes  of  this  subsection  the  profit  shall  be 
calculated  (»n  the  sale  or  sales  by  such  person  of  such  security  made  at  the 
highest  price  or  prices  and  on  the  purchase  of  purchases  made  by  such  person 
of  such  security  at  the  lowest  price  or  prices  during  the  six  months'  period, 
irrespective  of  the  certificates  for  such  security  received  or  delivered  by  such 
person  during  such  period. 

(2)  To  sell  any  such  registered  security,  if  the  person  selling  does  not  own 
the  security  sold  or  if  the  person  selling  owns  the  security  but  does  not  deliver 
it  against  sucli  sale  within  five  days  : 

(3)  To  disclose,  directly  or  indirectly,  any  confidential  information  regard- 
ing or  affecting  any  such  registered  security  not  necessary  or  proper  to  be 
disclosed  as  a  part  of  his  corporate  duties.  Any  profit  made  by  any  person, 
to  whom  such  unlawful  discloi^ure  shall  have  been  made,  in  respert  of  any 
transaction  or  transactions  in  such  registered  security  within  a  period  not 
exceeding  six  months  after  such  disclosure  shall  inure  to  and  be  recoverable 
liy  the  issuer  unless  such  person  shall  have  had  no  reasonable  ground  to  believe 
that  the  disclosure  M'as  confidential  or  was  made  not  in  the  performance  of 
(orporate  duties.  Such  suit  may  be  instituted  in  law  or  in  equity  in  any  court 
of  comiietent  jurisdiction  Ity  the  issuer  or  bj^  the  owner  of  any  security  of  the 
Lssuer  in  the  name  and  in  behalf  of  the  issuer  if  the  issuer  shall  fail  to  bring 
.such  suit  within  sixty  days  after  request  or  shall  fail  diligently  to  prosecute  the 
Siime  thereafter.  For  the  purposes  of  this  subsection  the  profit  shall  be  cal- 
culated on  the  sale  or  sales  by  such  person  of  such  security  made  at  the 
highest  price  or  prices  and  on  the  purchase  or  purchases  made  by  such  person 
of  such  security  at  the  lowest  price  or  prices  during  the  six  months"  period 
irresiiective  of  the  certificates  for  such  security  received  or  delivered  to  such 
person  during  such  i^eriod. 

ACCOUNTS     AND    RECORDS,     REPORTS.     EXAMINATIONS     OF    KXCIIANGES.     MK.MHERS,     AND 

OTHERS 

Sec.  It).  Every  national  securities  exchange,  every  mendier  thereof,  every 
l)erson  transacting  a  business  in  securities  through  the  medium  of  such  member, 
every  dealer  making  or  creating  a  market  for  securities  through  the  mails  or 
tln>  use  of  any  means  or  instrumentality  of  interstate  commerce,  shall  make, 
keep,  and  preserve  such  accounts,  correspondence,  memoranda,  papers,  books, 
and  othei-  records  and  make  such  reports  as  the  Commission  by  its  rules  and 
regulations  may  prescribe.  The  accounts,  correspondence,  memoranda,  papers. 
bo(  ks.  and  otlu-r  lecords  of  such  ixn'soiis  shall  be  subject  at  any  time  or  from 
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rime  to  time  to  such  periodic,  special,  or  otlier  examinations  by  examiners  or 
other  representatives  of  the  Commission  as  the  Commission  may  deem  necessary 
or  appropriate,  and  tlie  cost  of  such  examinations,  including  the  compensation 
of  the  examinei's,  shall  be  fixed  by  the  Commission  and  paid  by  the  person 
examined.  Any  representatives  of  the  Commission  designated  by  it  shall  have 
access  to  the  premises  or  any  part  thereof  of  any  national  securities  exchange 
and  the  right  to  attend  any  meeting  or  proceeding  of  the  exchange  or  any 
committee  thereof. 

I.I.VHIMTY     KOi:     :.ilSI.K.\I)IN(l     STATKMEXTS 

Sf:c.  17.  (a)  Any  person  who  sliall  make  or  any  person,  including  any  direc- 
tor, otlicer.  accountant,  or  other  agent  of  such  person,  wlio  shall  lie  responsible 
for  the  making  of  any  statement  in  any  application,  report,  or  document  filetl 
with  tiie  C'lnunission,  which  statement  is.  in  the  light  of  the  circumstances 
under  which  it  was  made,  false  or  misleading  in  respect  of  any  matter  suf- 
ficiently important  to  intluence  the  judgment  of  an  average  investor  shall  be 
liable  to  any  person  (not  knowing  that  such  statement  was  false  or  mislead- 
ing) who  shall  have  purchased  <>r  sold  a  security  the  price  of  whicli  may 
have  been  affected  by  such  statement,  and  the  person  injured  may  sue  in  law 
or  in  equity  in  any  court  of  competent  jurisdiction  f(u-  the  damages  caused  by 
sucli  statement,  unless  the  person  sued  shall  sustain  the  burden  of  proof  that 
he  acted  in  good  faitli  and  in  the  exercise  of  reasonable  care  had  no  ground 
to  Ixdieve  that  such  statement  w;is  fal.se  or  misleading. 

(b)  In  case  the  person  injured  purchased  :i  security  the  price  of  which  was 
affected  by  such  statement,  the  damages  sliall  le  not  less  than  the  difference 
between  the  price  for  which  he  i)urchased  the  security  and  tlie  lowest  price 
for  whicii  it  shall  have  sold  within  ninety  days  preceding  and  ninety  days 
following  such  purchase. 

(c)  In  case  the  person  injured  sold  a  security  the  price  of  which  was  affected 
by  such  statement,  the  damages  .shall  be  not  less  than  the  difference  between 
the  price  for  which  he  sold  such  security  and  the  highest  price  for  whicli  it 
shall  have  sold  within  ninety  days  precedinj^  and  ninety  days  following  such  .sale. 

(d)  Every  pers(>n  who  becomes  liable  to  make  any  payment  under  this  .sec- 
tion nuiy  recover  contribution  as  in  cases  of  contract  from  any  person  who.  if 
.sued  sf^parately,  would  have  been  liable  to  make  the  same  payment,  unless  the 
person  who  has  become  liable  was,  and  the  other  was  not.  guilty  of  fraudulent 
misrepresentation. 

(e)  No  action  .shall  be  maintained  to  enforce  any  liability  created  under 
this  section  unless  brought  within  two  years  after  the  discovery  of  the  viola- 
tion upon  which  it  is  based. 

SPEX'IAL   POWEbs    OF   COMMISSION 

/ 
Sbo.  18.  (a)  The  Commission  shall  have  authority  from  time  to  time  to  make, 
amend,  and  rescind  such  rules  and  regulations  as  it  may  deem  necessary  or 
appropriate  to  carry  out  and  to  implement,  administer,  and  enforce  the  provi- 
sions of  this  Act,  including  rules  and  regulations  governing  the  form  and 
content  of  registration  statements  and  reports  for  various  classes  of  exchanges, 
members,  securities,  and  issuers,  and  defining  accounting,  technical,  and  trade 
terms  used  in  this  Act. 

(b)  The  authority  above  given  the  Commission  shall  include,  among  other 
things,  authority  to  prescribe  the  form  (u-  forms  in  which  recpiired  infoimation 
shall  be  set  forth,  the  items  or  details  to  be  shown  in  the  balance  sheet  .and 
earning  statement,  and  the  methods  to  be  followed  in  the  preparation  of 
accounts,  in  tlie  appraisal  or  valuation  of  assets  and  liabilities,  in  the  deter- 
mination of  depreciation  and  depletion,  in  the  differentiation  of  recurring 
and  nonrecurring  income,  in  the  differentiation  of  investment  and  operating 
income,  and  in  the  preparation,  where  the  Commission  deems  it  necessary  or 
desirable,  of  consolidated  balance  sheets  or  income  accounts  of  any  person 
directly  or  indirectly  controlling  or  controlled  by  the  issuer,  or  any  person  under 
<lirect  or  indirect  connnon  control  with  the  issuer:  but  insofar  as  they  relate 
to  any  common  carrier  subject  to  the  provisions  of  section  20  of  the  Interstate 
Commerce  Act.  as  amended,  the  rules  and  regulations  of  the  Commission  with 
respect  tc  accounts  shall  not  be  inconsistent  with  the  requirements  imposed 
by  rhe  Interstate  Commerce  Comnussion  under  authority  of  such  section  20. 
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(c)  The  autliority  above  given  the  Commission  shall  include,  among  other 
things,  authority  to  prescribe  such  rules  and  regulations  for  national  securities 
exchanges,  their  members  and  persons  transacting  a  business  in  securities 
through  such  members,  in  addition  to  those  specifically  provided  in  this  Act, 
as  it  may  deem  necessary  or  appropriate  in  the  public  interest  or  for  the  pro- 
tection of  investors,  and  may  by  its  rules  and  regulations  more  specifically 
define  the  foi-m  and  procedure  to  be  followed  in  carrying  tlie  provisions  of 
this  Act  into  effect.  The  Commission,  among  other  things,  may  prescribe  the 
time  and  method  of  making  settlements,  payments,  and  deliveries,  the  time 
and  method  of  calculating  margin  requirements,  and  the  time  and  method  of 
closing  out  under-margined  accounts.  The  Commission,  among  other  things, 
may  by  rules  and  regulations  prescribe  rules  for  the  conduct  of  business  on 
exchanges,  for  the  classification  of  members,  for  the  election  of  officers  and 
committees  to  ensure  a  fair  representation  of  the  membership,  for  the  suspen- 
sion, expulsion,  or  disciplining  of  members,  for  the  listing  or  striking  from 
listing  of  any  security  with  right  of  appeal  by  the  issuer  to  the  Commission, 
for  the  reporting  of  transactions  on  the  exchanges  and  upon  tickers  maintained 
by  or  with  the  consent  of  any  exchange,  including  the  method  of  reporting 
short  sales,  sales  of  securities  in  default  in  bankruptcy  or  receivership,  and 
sales  involving  other  special  circumstances.  The  Commission  may  fix  or 
prescribe  the  method  of  fixing  uniform  rates  of  commission,  interests,  and  other 
charges,  may  prescribe  minimum  units  of  trading,  rules  limiting  the  manner, 
method,  and  place  of  soliciting  business,  rules  for  odd-lot  purchases  and  sales, 
rules  regarding  minimum  deposits  on  marginal  accounts,  and  rules  limiting  or 
prohibiting  the  registration  or  trading  in  any  security  within  a  specified 
period  after  the  issuance  or  primary  distribution  thereof,  prescribe  rules 
governing  the  carrying  of  accounts  and  to  prohibit  fictitious  or  numbered 
accounts  and  require  the  disclosure  of  the  real  and  beneficial  owners  thereof. 
The  Commission  shall  have  power  to  fix  the  hours  of  trading,  and,  if  the 
public  interest  in  its  opinion  so  requires,  summarily  to  suspend  trading  in 
any  registered  security  or  upon  any  registered  exchange  for  a  period  not 
exceeding  ninety  days. 

(d)  The  rules  and  regulations  of  the  Commission  shall  be  effective  upon 
publication  in  the  manner  which  the  Commission  shall  prescribe. 

(e)  For  the  purpose  of  all  investigations  which,  in  the  opinion  of  the  Com- 
mission, are  necessary  and  proper  for  the  enforcement  of  this  Act,  any  member 
of  the  Commission  or  any  officer  or  oHicers  designated  by  it  are  empowered  to 
administer  oaths  and  affirmatiuns,  subpena  witnesses,  compel  their  attendance, 
take  evidence,  and  require  the  production  of  any  books,  papers,  correspondence, 
memoranda,  or  other  records  which  the  Commission  deems  relevant  or  material 
to  the  inquiry.  Such  attendance  of  witnesses  and  the  production  of  such 
records  may  be  required  from  any  place  in  the  United  States  or  any  State  at 
any  designated  place  of  hearing.  Such  power  of  subpena  and  examination  shall 
not  abate  or  terminate  by  reason  of  any  action  or  proceeding  brought  by  the 
Commission  under  this  Act.  The  Commission  shall  have  authority  to  investi- 
gate and  in  its  discretion  to  publish  information  concerning  any  facts,  condi- 
tions, or  practices  which  it  may  deem  necessary  and  proper  as  an  aid  in  the 
prescribing  of  rules  and  regulations  or  the  recommendation  of  further  legisla- 
tion concerning  exchanges.  If  any  person  subpenaed  to  attend  any  inquiry  falls 
to  obey  the  command  of  his  subpena  without  reasonable  cause,  or  if  a  person 
in  attendance  upon  such  inquiry  shall  without  reasonable  cause  refuse  to  be 
sworn  or  to  be  examined  or  to  answer  a  question  or  to  produce  any  books, 
papers,  or  correspondence,  memoranda,  or  other  records  when  ordered  so 
to  do  by  the  oflicer  conducting  such  inquirj'',  he  shall  be  guilty  of  a  misdemeanor 
and  punishable  accordingly.  Any  officer  participating  in  such  inquiry  and  any 
person  examined  as  a  witness  upon  such  inquiry  who  shall  disclose  to  any 
person  other  than  a  member  or  officer  of  the  (.\unmission  the  name  of  any 
witness  examined  or  any  other  information  ol)tained  upon  such  inquiry,  except 
as  directed  by  the  Commission  or  an  officer  thereof,  shall  be  guilty  of  a  mis- 
demeanor and  punishable  accordingly. 

LIABILITY    OF    COXTROLI.I.XG    PKRSONS 

Sec.  19.  (a)  Every  person  who.  l)y  or  through  stock  ownership,  agency,  or 
otherwise,  or  who  pursuant  to  or  in  connection  with  any  agreement  or  under- 
standing with  one  or  more  other  persons  by  or  through  stock  ownership,  agency, 
or  otherwise,  controls  any  person  liable  under  ;iny  provision  of  this  Act  or  of 
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any  rule  or  regulation  made  pursuant  thereto  shall  also  be  liable  jointlj-  and 
severally  with  and  to  the  same  extent  as  such  controlled  person  to  any  person 
to  whom  such  controlled  person  is  liable. 

(b)  It  shall  be  unlawful  for  any  person,  directly  or  indirectly,  to  do  any  act 
or  thing  which  it  would  be  unlawful  for  such  person  to  do  under  the  provisions 
of  this  Act  or  any  rule  or  regulation  tliereunder  through  or  by  means  of  any 
other  person  who  is  controlled  by  such  person  by  or  through  stock  ownership, 
agencj',  or  otherwise  or  through  or  by  means  of  any  other  person  who  is  con- 
trolled by  such  person  and  one  or  more  other  persons  by  or  through  stock 
ownership,  agency,  or  otherwise  for  the  pui-pose  of  avoiding  any  provisions  of 
this  Act  or  any  rule  or  regulation  made  thereunder. 

(c)  It  shall  be  unlawful  for  any  director,  officer,  or  security  holder  of  any 
issuer  of  any  security  registered  on  a  national  securities  exchange  to  hinder, 
delay,  or  obstruct  the  making  or  filing  of  any  document  oi;  report  required  to 
be  filed  with  the  Commission  under  this  Act  or  any  rule  or  regulation  there- 
under. 

(d)  If  the  spouse  of  a  person  subject  to  any  provision  of  this  Act  or  of 
any  rule  or  regulation  thereunder,  or  a  child  or  parent  residing  with  such 
jierson.  or  a  person  holding  in  tioist  for  such  i^rson  money  or  property  used 
in  the  transaction  in  question  shall  effect  any  transaction  in  a  security  which 
would  be  a  violation  of  any  such  provision  if  effected  by  such  person  subject 
thereto,  such  person  subject  thereto  shall  be  deemed  to  have  violated  such 
provision  imless  he  shall  sustain  the  burden  of  showing  that  the  transaction 
was  not  effected  with  his  approval  or  was  not  for  the  purpose  of  evading  such 
provision. 

INJUNCTIOXS     AND    PKOSKCUTION    OF    OFFETNSES  :     SUSPENSION     OR    WITHDRAWAL    OF 
REGISTRATION    OF    AN    EXCHANGE    OR    OF    A    SECURITY 

Sec.  20  (a)  Whenever  the  Commission,  either  upon  complaint  or  otherwise, 
shall  be  of  the  opinion  that  in  the  public  interest  it  should  make  an  investi- 
gation to  determine  whether  any  i>erson  has  violated  or  is  about  to  violate 
any  provision  of  this  Act,  or  of  any  rule  or  regulation  thereunder,  it  may 
investigate  such  facts,  and  it  may,  in  its  discretion,  either  require  or  i)ennit 
such  person,  oi'  any  i>ersoii  making  such  complaint,  to  tile  with  it  a  statement 
in  writing,  under  oath,  or  othenvise,  as  to  all  the  facts  and  circumstances 
concerning  the  subject  matter  which  it  believes  to  be  in  tlic  public  interest  to 
investigate. 

(h)  Whenever  it  shall  apiiear  to  the  Commission  that  any  person  is  engaged 
or  about  to  engage  in  any  acts  or  practices  which  constitute  or  will  constitute 
a  violation  of  the  provisions  of  this  Act.  or  of  any  rule  or  regulation  prescribed 
under  authority  thereof,  it  may  in  its  discretion — 

(i)  Bring  an  action  in  any  district  court  of  the  United  States,  United  States 
court  of  any  Territory,  or  the  Supreme  Court  of  the  District  of  Cohunbia  to 
enjoin  such  acts  or  practices,  and  upon  a  proper  showing  a  permanent  or  tem- 
porary injunction  or  restraining  order  shall  be  granted  without  bond.  The 
Commission  may  transmit  such  evidence  as  may  he  available  concerning  such 
acts  or  practices  to  the  Attorney  (.loneral,  who  may,  in  his  discretion,  insti- 
tute the  necessary  criminal  i>ro(ei'dings  under  this  title.  Any  such  criminal 
proceeding  may  be  brought  in  the  district  wherein  the  violation  complained 
of  occurred : 

(iil  After  appropriate  notice  and  opportunity  for  hearing,  make  an  order 
suspending  for  a  period  not  exceeding  twelve  months  or  withdrawing  alto- 
gether the  registration  of  a  national  securities  exchange  if  the  Commission 
finds  that  such  exchange  has  violated  any  provision  of  this  Act  or  of  the  rules 
and  regulations  thereunder  or  has  failed  to  enforce  compliance  therewith  by 
a  member  or  an  issuer  of  a  security  registered  thereon,  or  withdrawing  alto- 
gether the  registration  of  a  security  the  issuer  of  which  has  failed  to  comply 
with  the  provisions  of  this  Act  or  the  rules  and  regulations  made  thereunder : 

(iiit  After  appropriate  notice  and  opportunity  for  hearing,  make  an  order 
suspending  for  a  period  not  exceeding  twelve  months  or  ordering  the  expulsion 
altogether  from  a  national  securities  exchange  any  member  or  officer  thereof 
whom  it  finds  has  violated  any  provision  of  this  Act  or  the  rules  and  regulations 
thereunder  or  has  effected  any  transaction  for  any  other  person  who  he  has 
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reason  to  believe  is  violatiuir  iu  respect  of  such  tr.nisaction  any  provision  o£ 
this  Act  or  the  rules  or  regulations  thereunder. 

(c)  Upon  application  of  the  Commission  the  district  courts  nf  the  L'uitevl 
States,  the  United  States  courts  of  any  Territory,  and  the  Supreme  Court  of 
the  District  of  Oohimbia  shall  also  have  jurisdiction  to  issue  writs  of  man- 
damus commandiu!.'  any  person  to  comply  with  the  provisions  of  this  Act  or 
any  order  of  the  Commission  made  in  pursuance  thereof. 

HEARINGS    BY    COMMISSION 

Sec.  21.  All  hearings  shall  be  public  and  may  be  held  before  the  <Jominission, 
any  member  or  members  thereof  or  an  officer  or  officers  of  the  Commission 
tlesignaied  by  it,  and  appropriate  records  thereof  shall  be  kept. 

PUBLIC    CHARACTER    OF    INFORMATION 

Sec.  22.  The  information  coiUaine<l  in  or  filed  with  any  applicati<->n.  report, 
or  document  shall  be  made  available  to  the  public  under  such  regulations  as 
the  Commission  may  prescribe,  and  copies  thereof,  photostatic  or  otherwise, 
shall  be  furnished  to  every  applicant  at  such  reasonable  charge  as  the  Com- 
mission may  prescribe. 

COURT   RE^^EW    OF   ORDERS 

Sec.  23.  (a)  Any  person  aggrieved  by  an  order  of  the  Commission  may  obtain 
ii  review  of  such  order  in  the  Circuit  Court  of  Appeals  of  the  United  States, 
within  any  circuit  wherein  such  person  resides  or  has  his  principal  place  of 
business,  or  in  the  Court  of  Appeals  of  the  District  of  Columbia,  by  tiling  in 
such  court,  within  sixty  ilays  after  the  entry  of  such  order,  a  written  petition 
praying  that  tlie  order  of  the  Commission  be  modified  or  be  set  aside  in  whole  or 
in  part.  A  copy  of  such  petition  shall  be  forthwith  serveil  upon  the  Commis- 
sion, and  thereupon  the  Commission  shall  certify  and  file  in  the  court  a  tran- 
script of  the  record  upon  which  the  order  complained  of  was  entered.  No 
objection  to  the  order  of  the  Commission  shall  be  considered  by  the  court  unless 
such  objection  shall  have  been  urged  before  the  Commission.  The  finding  of 
the  Commi.ssion  as  to  the  facts,  if  supported  by  evidence,  shall  be  conclusive. 
If  either  party  shall  apply  to  the  court  for  leave  to  adduce  additional  evidence, 
and  shall  show  to  the  satisfaction  of  the  court  that  such  additional  evidence  is 
material  and  that  there  were  reasonable  grounds  for  failure  to  adduce  such 
evidence  in  the  hearing  before  the  Commission,  the  court  may  order  such  addi- 
tional evidence  to  be  taken  before  the  Commission  and  to  be  adduced  upon  the 
hearing  in  such  manner  and  upon  such  terms  and  conditions  as  to  the  court 
may  seem  proper.  The  Commission  may  modify  its  findings  as  to  the  facts,  by 
reason  of  the  additional  evidence  so  taken,  and  it  shall  file  such  modified  or 
new  findings,  which,  if  supported  by  evidence,  shall  be  conclusive,  and  its 
recommendation,  if  any,  for  the  modification  or  setting  aside  of  the  original 
order.  The  jurisdiction  of  the  court  shall  be  exclusive  and  its  judgment  and 
decree,  affirming,  modifying,  or  setting  aside,  in  whole  or  in  part,  any  order  of 
the  Commission,  shall  be  final,  subject  to  review  bj  the  Supreme  Court  of  the 
United  States  upon  certiorari  or  certification  as  provided  in  sections  239  and 
240  of  the  Judicial  Code,  as  amended  (U.S.C,  title  28,  sees.  346  and  347). 

(b)  The  commencement  of  proceedings  under  subsection  (a)  shall  not 
unless  specifically  ordered  by  the  court,  operate  as  a  stay  of  tlu'  Commission's 
order. 

I'KXALTIES 

Si;c.  24.  Any  iierson  who  willfully  violates  any  provision  of  this  A<t  or  any 
rule  or  regulation  made  thereunder,  or  any  person  who  shall  make,  or  any 
per.<oii,  including  a  direitor.  officer,  accountant,  or  agent  thereof  who  will- 
fully is  responsible  for  any  statement  in  any  application.  reix)rt.  or  document 
tiled  with  the  Commission,  which  statcmeid  is,  in  the  light  of  the  circmnstances 
midcr  which  it  was  made,  false  or  misleading  in  any  mattt'r  sufficiently  im- 
liortnnt  to  infinence  the  judgmi-nt  of  an  average  investor,  shall  upon  conviction 
he  fined  not  more  than  .$25,000  or  imprisoned  not  more  than  ten  years,  or  botJi. 
except  that  when  such  person  is  an  exchange,  a  tine  not  exceeding  .$."iOO,000  may 
be  imposed. 
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.TURISDICTION   OP   OFFENSES   AND   SUITS 

Sex!.  25.  (a)  The  district  courts  of  the  United  Stales,  the  United  States 
courts  of  any  Territory,  and  the  Supreme  Court  of  the  District  of  ColumbiMi 
shall  liave  jurisdiction  of  offenses  and  viohitious  under  this  Act  and  <>f  all 
t^uits  in  equity  and  actions  at  law  Itrought  to  enforce  any  liability  or  duty 
created  by  this  Act.  Any  such  criminal  proceeding  may  l)e  brought  either  in 
the  district  wherein  the  exchange  involved  is  operated,  or  in  the  district 
wherein  a  transaction  violating  such  i)rovision  was  consummated,  or  in  the 
district  wherein  an  act  or  agreement  to  act  constituting  such  violation  was 
nffected.  Any  such  civil  suit  or  action  may  be  brought  in  any  such  district  or 
in  the  district  wherein  rhe  defendant  is  found  oi-  is  an  inhaldtant  or  transacts 
business,  and  process  in  such  cases  may  be  served  in  any  other  district  of 
which  the  defendant  is  an  inhabitant  or  wherever  the  defendant  may  be 
found.  Judgments  and  decrees  so  rendered  shall  be  su1)ject  to  review  as 
provided  in  sections  128  and  240  of  the  Judicial  Code,  as  amended  (U.S.C. 
title  28,  sees.  22.j  and  347).  No  costs  shall  be  assessed  for  or  against  tlie 
('ommission  in  any  proceeding  luider  this  Act  brought  by  or  ag.iinst  it  in  the 
Supreme  Court  or  such  other  courts. 

(b)  In  case  of  contumacy  or  refusal  to  obey  a  subpena  issued  to  any  person, 
any  of  the  said  United  States  courts,  within  the  .lui'isdiction  of  which  said 
person  guilty  of  contumacy  or  refusal  to  obey  is  found  or  resides,  npon  applica- 
tion by  the  Commis>sion.  may  issue  to  su<b  person  an  order  requiring  such 
jiersons  to  appear  before  the  Commission,  or  one  of  its  examiners  designateil 
by  it,  there  to  produce  documentary  evidence  if  so  ordered,  or  there  to  give 
evidence  touching  the  matter  in  question:  and  any  failure  to  obey  such  order 
of  the  court  may  be  punished  by  said  cfairt  as  a  contempt  thereof. 

(c)  No  person  siiall  be  excused  from  attending  and  testifying  or  from  pro- 
ducing books.  pai>ers,  contracts,  agri  ements,  and  other  records  before  the  ("om- 
mission,  or  in  obedience  to  the  subpena  of  the  Commission  or  any  member 
thereof  or  any  ofiicer  designated  by  it,  or  in  any  cause  or  proceeding  instituted 
l)y  the  Commission,  on  the  ground  that  the  tcstinmny  or  evidence,  documcntaiy 
or  otherwise,  required  of  him,  may  tend  to  incriminate  him  or  subject  him 
to  a  penalty  or  forfeitnre ;  but  no  individual  shall  be  prosecuted  or  subject 
to  any  penalty  or  forfeiture  f(U-  or  on  account  of  any  transaction,  matter,  oi- 
thing  couceniing  which  he  is  compelled,  after  having  claimed  his  privilege 
against  self-incrimination,  to  testify  or  i.roduce  evidence,  documentjiry  or 
otherwise,  exce?)t  that  such  individual  so  testifying  siiall  not  be  exemiit  from 
]>rosecution  and  punishment  for  rierjury  committed  in  so  testifying. 

EFFECT  OF   EMSTI.XG   1  AW 

Sec.  26.  (a)  The  rights  and  remedies^  jirovided  by  this  A<|  shall  be  in  addition 
to  an.v  and  all  other  riglits  and  remedies  that  may  exist  at  law  or  in  t  qnity. 
except  that  this  Act  shall  supersede  such  laws  of  any  State  as  are  inconsistent 
with  the  provisions  or  jnirposes  of  this  Act  and  such  laws  of  any  State  sis 
l)rovide  for  the  supervision  or  regulation  of  the  administration  or  conduct  of 
business  on  any  exchange  whiclk  is  licensed  by  the  Commi.-sion. 

(b)  Nothing  in  this  Act  sh.ill  be  construed  to  modify  existing  law  with 
regard  to  the  binding;  etfect  on  any  nieml)er  of  any  exchange  of  any  action 
taken  by  the  authorities  of  sudi  exchange  to  settle  disinites  between  members 
or  with  regard  to  the  binding  effect  of  such  action  on  any  person  who  has 
agreed  to  be  bound  thereby  or  with  regard  to  the  binding  effect  on  any  m<>niber 
of  any  disciplinary  action  taken  l>y  tiie  authorities  of  the  exchaiiire  as  a  result 
of  violation  of  any  rule  of  the  exchange,  in.«)far  as  tlie  action  taken  is  not 
inconsistent  with  the  provisions  of  this  Act  or  tht*  rub  s  and  regulations  of  the 
Conmiission   thereunder. 

VALIDITY   OF  C0XTI5.VCTS 

Sbxd.  27.  (a)  Any  condition,  stipnlation.  or  provision  binding  any  jierson  to 
waive  compliance  with  any  provision  (tf  this  Act  or  (tf  any  regulation  promul- 
gated pursuant  thereto,  or  cif  any  rule  required  by  such  regulatiim  shall  be  void. 

(b)  Every  contract  made  in  violation  of,  or  the  performance  of  which 
involves  the  violation  of.  any  provision  of  this  Act  or  of  any  rule  or  regulation 
thereunder  shall  be  void  as  regards  any  cause  of  .iction  arising  after  the 
effective  date  of  such  provision,  regardless  of  whether  the  contract  was  made 
before  or  after  such  effective  date. 
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FOREIGN  EXCHANGES 

Sec.  28.  It  shall  be  iiulawful  for  any  broker  or  dealer,  directly  or  indirectly, 
to  make  use  of  the  mails  or  of  any  means  or  instrumentality  of  transportation 
or  communication  in  interstate  commerce  for  the  purpose  of  effecting  on  an 
exchange  situated  in  a  place  not  subject  to  the  jurisdiction  of  the  United  States 
any  transaction  in  any  security  the  issuer  of  which  is  a  resident  of.  or  is 
organized  under  the  laws  of,  or  has  its  principal  place  of  business  in,  a  place 
subject  to  the  jurisdiction  of  the  United  States  except  in  accordance  witli  such 
rules  and  regulations  as  the  Commission  may  prescribe. 

REGISTKATION    FEES 

Sec.  29.  Every  national  securities  exchange  shall  pay  an  annual  registration 
fee  for  the  privilege  of  doing  business  as  a  national  securities  exchange  during 
the  preceding  calendar  year  or  any  part  thereof.  Such  fee  shall  be  paid  to  the 
Commission  on  or  before  March  15  of  each  calendar  year.  Such  fee  shall  be 
an  amount  equal  to  one  five  hundredths  of  1  per  centum  of  the  aggregate  dollar 
amount  of  the  sales  of  securities  transacted  on  such  national  securities  exchange 
during  the  iireceding  calendar  year. 

EMPLOYEES    OF    FEDERAL    TRADE    COMMISSION 

Sec.  30.  For  the  purposes  of  this  Act  and  of  the  Securities  Act  of  1933, 
tlie  Federal  Trade  (Jonmiission  may  select,  employ,  and  fix  the  compensation 
of  such  employees,  attorneys,  and  agents  as  shall  be  necessary  for  the  trans- 
action of  the  business  of  the  Commission  with  respect  to  such  Acts  without 
regard  to  the  provisions  of  other  laws  applicable  to  the  employment  and 
compensation  of  officers  or  emplyees  of  the  United  States. 

SEPARABILITY  OF  PROVISIONS 

Sec.  31.  If  any  provision  of  this  Act,  or  the  application  of  such  provision 
to  any  person  or  circumstance,  shall  be  held  invalid,  the  remainder  of  this 
Act,  or  the  application  of  such  provision  to  persons  or  circumstances  other 
than  those  as  to  which  it  is  held  invalid,  shall  not  be  affected  thereby. 

EFFECTIVE  DATE  • 

Sec.  32.  This  Act  shall  become  effective  on  October  1,  1934,  except  that 
applications  for  necessary  registrations  under  this  Act  may  be  made  to  the 
Commission  in  accordance  with  its  rules  and  regulations  at  any  time  on  and 
after  July  1,  1934:  Provided,  That  section  30  shall  become  effective  immediately 
upon  the  enactment  of  this  Act. 

STATEMENT  OF  E.  A.  GOLDENWEISER,  ECONOMIST. 
WASHINGTON,  p.C. 

Mr.  GoLDENWEisER,  Mr.  Chairman  and  gentlemen  of  the  commit- 
tee, I  should  like  to  say  to  begin  with  that,  while  I  am  connected 
with  the  Federal  Reserve  Board  as  director  of  its  research  and  sta- 
tistical work,  I  am  not  appearing  here  as  a  representative  of  the 
Board  but  as  an  individual,  and  that  whatever  I  say  presents  my 
own  views  and  not  the  view  of  the  Board. 

The  Chairman.  We  understand  that. 

Mr.  GoLDENWEisER.  When  I  was  asked  to  testify  on  this  bill  I 
was  called  on  particularly  for  the  reason  that  I  am  in  sympathy 
with  the  objectives  which  this  bill  attempts  to  accomplish.  Wliile, 
Mr.  Chairman,  as  you  have  stated,  I  have  read  this  bill,  and  have 
given  it  some  study,  yet  I  am  not  familiar  with  all  of  the  details 
of  it,  and  I  am  not,  in  my  own  opinion,  competent  to  pass  upon 
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specific  points  and  specific  methods  proposed  in  this  bill  for  the 
purpose  of  accomplishing  the  broad  purposes  that  the  bill  is  aimed  at. 

My  interest  in  the  bill  is  from  three  distinct  points  of  view :  I  am 
interested  in  a  bill  for  the  regulation  of  stock  exchanges  because  of 
the  effect  that  stock  exchange  speculation  has  on  the  general  trend 
of  business,  on  the  rise  and  fall  in  business  activity,  by  accentuating 
the  booms,  and  making  depressions  deeper  and  more  disastrous. 

I  am  also  interested  in  this  bill  from  tlie  point  of  view  of  the 
credit  machinery,  and  of  the  banking  machinery.  I  should  like 
later  in  my  testimony  to  say  a  few  words  on  the  relationship  between 
stock  exchange  credit,  or  the  use  of  credit  in  the  stock  exchange,  and 
the  soundness  of  the  banking  situation ;  and,  finally,  I  am  interested 
in  it  from  the  point  of  view  of  protecting  the  public  from  the  dangers 
and  the  losses  caused  to  them  by  participation  in  stock  exchange 
speculation  without  being  in  possession  of  the  necessary  means  of 
information  or  of  finances  to  put  them  in  position  to  cope  with 
situations  that  are  frequently  well  in  hand  by  people  on  the  inside. 

Senator  Gore.  Dr.  Goldenweiser,  do  you  think  that  can  be  done? 

Mr.  Goldenweiser.  I  do  not  know.  Senator.  But  I  think  some 
moves  in  that  direction  are  possible,  and  I  think  that  anj^  moves  that 
are  effective,  that  will  reduce  that  evil,  deserve  the  support  of  those 
interested  in  the  public  welfare. 

The  Chairman.  You  may  proceed. 

Mr.  Goldenweiser.  Taking  the  three  main  lines  of  discussion  up 
one  at  a  time,  it  is  very  clear  that  the  very  wide  fluctuations  in  stock 
exchange  values  have  an  effect  upon  the  development  of  booms  and 
of  depressions.  That  has  always  been  the  case  in  nearly  every  jDeriod 
of  inflationary  development,  and  in  every  depression.  But  it  has 
become  much  more  accentuated  in  recent  years  because  of  the  very 
great  development  of  communications — the  network  of  telephones, 
telegraphs,  and  radio ;  the  gradual  acquaintanceship  with  the  possi- 
bilities of  the  stock  exchange  that  has  reached  greater  and  still 
greater  numbers  of  the  people. 

We  used  to  have  a  relativelv  few  branches  of  stock  exchange 
houses.  In  1910,  there  were  only  500.  In  1929  there  were  1,600. 
There  are  very  few  States  now  that  do  not  have  tickers,  and  most 
of  them  have  a  great  many  tickers.  So  that  access  to  the  stock  ex- 
change has  very  greatly  developed,  and  this  very  fact  has  been  a 
factor  in  making  the  influence  of  this  speculative  development  on 
the  market  much  greater  than  it  was  when  the  activities  of  the  Stock 
Exchange  were  supported  by  a  much  smaller  number  of  people. 

As  an  illustration  of  the  relationship  between  fluctuations  of  secu- 
rity values  and  the  business  situation.  I  might  mention  that  the 
prices  of  stocks  rose  from  60  in  1922.  based  on  the  Standard  Statistics 
average,  to  212  in  1929. 

During  that  same  period  brokers'  loans  increased  from  II/2  billion 
dollars  to  8i/>  billion  dollars,  and  of  this  very  large  increase  of 
brokers'  loans,  5  billions  of  dollars  took  place  in  3  years,  and  1^/^ 
billion  dollars  in  3  months. 

When  the  break  came  in  October  of  1929,  brokers'  loans,  which  had 
reached  that  very  high  level,  collapsed  very  rapidly,  declined  by 
3  billions  of  dollars  in  10  days,  and  by  8  billions  of  dollars  in  3  years, 
while  stocks  declined  from  an  average  of  212  to  an  average  of  35. 
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Now,  the  veiT  rapid  rise  in  securities  values,  with  the  great  volume 
of  brokers*  loans  supporting  them,  which  preceded  1929,  was  a  ver}' 
important  contributing  factor  toward  the  over-expansion  of  business 
activity  and  the  stimulation  of  speculation  in  many  fields.j 

Senator  Gore,  What  was  the  first  part  of  that  sentence.  Dr. 
Goldenweiser  ?     I  did  not  quite  understand  you. 

Mr.  Goldenweiser.  I  say,  this  very  rapid  rise  in  securities"  values 
prior  to  1929  was  a  very  important  factor  in  the  over-expansion  of 
business,  and  the  development  of  the  vast  speculation  going  on 
during  that  period. 

Senator  Kean.  How  much  were  brokers'  loans  in  1929? 

Mr.  Goldenweiser.  They  were  8I/2  billions  of  dollars. 

Senator  Carey.  Do  you  know  what  portion  of  the  loans  of  the 
country  that  represented — I  mean  as  compared  to  the  total  loans? 

Mr.  Goldenweiser.  Well,  offhand  I  should  say  it  w^as  about  one 
fourth  of  the  loans,  from  a  fifth  to  a  fourth  of  the  total  loans. 

Senator  Barkley.  A  fourth  of  what  loans? 

Mr.  Goldenweiser.  Of  all  loans  extended  by  banks.  Is  that  what 
you  meant.  Senator? 

Senator  Carey.  Yes. 

Senator  Barkley.  Do  you  mean  long-time  and  short-term  loans? 

Mr.  Goldenweiser.  I  mean  all  loans  by  banks. 

Senator  Kean.  The  newspapers  published  that  the  Standard  Oil 
Co.  had  loaned  20  billions  of  dollars.  Now,  if  they  had  loaned  20 
billions  of  dollars,  and  the  total  loans  were  only  8i/>  billions  of 
dollars,  it  does  not  seem  to  fit  into  the  picture  very  well.  In  addition 
to  that,  the  Standard  Oil  Co.  testified  that  they  received  for  their 
loans  $4,900,000,  which  would  be  one  quarter  of  1  percent  interest 
on  the  amount  of  20  billions  of  dollars.    How  about  that? 

Mr.  Goldenweiser.  Well,  Senator,  I  do  not  know  about  those 
figures,  but  either  that  figure  is  just  wrong  or  else 

The  ChairMx^n  (interposing).  I  think  it  is  perfectly  well  under- 
stood that  the  amount  they  claimed  to  have  loaned  covered  amounts 
that  had  been  loaned  by  them  temporaril}?-  and  came  back  and  were 
reloaned. 

Mr.  Goldenweiser.  Yes;  no  doubt. 

The  CiiAiKMAN.  The  total  amount  of  their  loans  was  something 
like  70  million  dollars.  I  believe. 

Mr.  Pecora.  The  daily  average  of  their  loans  during  1929,  that 
is  to  say,  their  call  loans,  was  about  69  million  dollars. 

Mr.  Goi,denweiser.  Yes. 

Mr.  Pecora.  That  was  their  dailv  average  of  call  loans  tliroua'hout 
the  year  1929. 

Mr.  Goldenweiser.  Yes,  sir. 

Mr.  Pecora.  Which  indicates  the  real  auiount  of  money  they  had 
outstanding  in  call  loans.  The  figure  of  20  billion  dollars  referred 
to  by  Senator  Kean,  as  having  been  mentioned  by  the  newspapers, 
was  probably  a  totalling  of  the  same  money  reloaned  several  times, 
instead  of  the  69  million  dollars,  which  represented  the  aggregate 
at  any  one  time. 

Senator  Kean.  That  was  in  tlie  newsi)apers.  the  figure  of  20  bil- 
lion of  dollars.  Figuring  the  amount  that  the  Standard  Oil  Co. 
testified  tliev  received  for  these  loans,  it  would  make  them  lending 
their  money  at  one  cjuarter  of  1  peivent. 
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Mr.  Pecora.  But  it  was  made  clear  in  the  hearings  hist  Friday 
with  regard  to  Street  loans  made  by  the  Standard  Oil  Co., 
that  really  Avhat  they  had  outstanding  represented  a  daily  ayerage 
of  69  million  dollars  approximately,  and  that  the  interest  receiyed 
of  nearlj'  5  million  dollars  Avhich  they  receiyed  in  the  aggregate  for 
the  year  on  their  call  loans,  represented  a  rate  of  about  7  percent- 
That  is.  as  an  ayerage  for  that  year. 

Senator  Kean.  All  right. 

The  Chairman.  The  interest  rate  ranged  from  5  percent  to  15  per- 
cent, but  the  ayerage  for  the  year  Ayas  about  7  percent.  You  may 
now  proceed  with  your  statement.  Dr.  GoldeuAveiser. 

Mr.  GoLDENWEisER.  What  I  was  going  to  say  in  this  connection  is, 
ihat  when  there  is  a  prosperous  condition  of  the  country  and  pros- 
pects for  business  success  are  good,  that  in  itself  creates  an  atmos- 
[jhere  in  which  a  great  many  people  wish  to  participate  in  the  pros- 
{)erity  by  buying  stocks,  and  when  they  buy  stocks  they  are  tempted 
bj'  the  facilities  of  the  market,  to  which  I  shall  refer  a  little  later, 
to  buy  not  only  what  their  capital  or  sayings  Ayill  buy,  but  to  buy  as 
much  as  they  can  by  borrowing  the  maximum  amount  that  is  per- 
mitted to  them  to  borrow. 

And  what  does  that  result  in?  These  streamlets  of  speculative 
funds  coming  in  from  all  sections  of  the  country,  oyer  all  the  wires 
and  in  the  mails,  make  the  stream  of  speculation  greatly  swollen  in 
size,  and  contribute  to  the  heights  that  security  prices  can  be  carried 
to.  In  1929  security  prices  had  reached  a  leyel  that  was  not  in  con- 
formity with  any  economic  appraisal,  or  eyen  the  wildest  expecta- 
lions  of  future  prosperity.  Those  securities  were  at  a  leyel  which 
could  be  reached  only  in  circuuistances  where  no  one  bought  securi- 
ties excei)t  in  the  hope  that  lie  would  be  able  to  sell  them  again  in  a 
few  days  to  somecme  who  was  even  more  optimistic  than  himself. 

It  is  when  ])eople  buy  seciu-ities.  not  for  the  pur|)()se  of  iuvesting 
mone3%  nor  eyen  for  the  ])urpose  of  ])rofiting  by  reason  of  the  in- 
creased properity  of  the  industry  in  which  they  are  buying  partici- 
pation, but  are  siui]ily  buying  like  they  Avould  buy  a  lottei-y  ticket 
or  a  number  in  a  nuuiber  game,  that  tlie  situation  becomes  entirely 
vicious  and  socially  and  ecoiioiiiicaily  luidesii-ablc. 

The  stock  exchange  is  fundamentally  an  institution  which  makes 
it  possible  to  collect  ca])ital  for  the  purpose  of  launching  new  enter- 
prises, and  also  makes  it  possible  for  persons  who  own  shares  in  an 
enterprise  to  sell  them  to  each  other  through  organized  machinery 
without  having  to  seek  for  buyers;  it  furnishes  a  market  place,  and 
those  are  the  legitimate  functions  of  a  stock  exchange. 

When,  howevei".  a  stock  exchange  ceases  to  lie,  or  in  addition  to 
being  that,  when  it  develo})s  into  a  ])lace  where  })eople  from  all 
over  the  country,  without  any  particular  knowledge  of  what  they 
are  doing,  are  risking  their  savings  and  incurring  heavy  indebted- 
ness (m  the  chance  of  being  able  to  dispose  of  their  holdings  at 
higher  pi'ices,  then  such  a  stock  exchange  is  not  serving  a  useful 
social  function.  On  the  contrary,  it  i)erforms  a  very  dangerous  part 
in  our  economic  machinery,  and  is  destructive  and  disastrous  to 
many  individuals  and  also  to  the  pi'osperity  of  the  country  as  a 
whole. 

It  is  against  these  excesses  that  measures  need  to  be  taken,  and 
the  bill  under  consideration  here  is  actuated,  as  I  under.stand  it. 
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by  the  desire  to  moderate  and  regulate  the  activities  of  stock  ex- 
changes in  such  a  way  as  to  prevent  a  recurrence  of  the  excesses 
•of  appreciation  in  stocks,  of  fantastic  rises  in  stocks  such  as  occurred 
during  the  period  from  1922  to  1929;  and  also  to  prevent  the  dis- 
astrous drops  in  securities  prices,  with  their  repercussions,  that  have 
happened  since  that  time. 

A  stock  exchange  is  an  extremely  efficient  organization.  As  a 
piece  of  mechanism  I  think  it  is  unsurpassed.  And  it  is  in  its  very 
efficiency  that  lies  the  danger  of  wielding  its  power  at  a  time  of 
rapid  movement,  either  up  or  down,  of  accelerating  the  movement 
to  a  point  where  no  reasonably  conceived  brakes  can  retard  its 
action.  It  is  like  a  16-cylinder  machine  fitted  with  a  brake  derived 
from  an  antediluvial  cart.  The  very  efficiency  of  the  stock  exchange 
mechanism  is  one  of  the  reasons  why  it  plays  such  a  dangerous  part 
in  the  course  of  developments. 

The  borrowing  facilities  for  the  purpose  of  carrying  stocks  on 
speculative  margins  in  this  country  under  the  existing  system  are 
unequaled  anywhere.  One  need  to  have  no  credentials ;  one  need  to 
have  no  line  of  credit;  one  needs  no  introduction  to  a  broker.  All 
that  one  needs  is  a  few  dollai-s  that  can  be  put  up  as  a  margin,  and 
the  rest  of  the  money  required  is  supplied  by  the  broker,  who,  in 
turn,  has  very  easy,  perfect  access  to  the  credit  reservoir  through  the 
banks. 

Often  the  person  who  is  buying  stocks  on  margin  is  not  even 
aware  of  the  fact  that  he  is  incurring  a  liability,  or  that  is  so  at 
least  in  many  cases.  He  simply  thinks  that  he  is  giving  a  broker  a 
certain  amount  of  money  for  the  purpose  of  assuring  him  of  his 
good  will  and  good  intentions,  and  that  if  the  stocks  go  up,  why,  he 
wins,  and  if  the  stocks  go  down  he  loses.  The  fact  that  he  is  really 
signing  up  for  a  very  large  loan,  and  if  the  broker  is  not  able  to 
dispose  of  his  securities  in  time,  he  has  a  liability  to  discharge  may 
not  be  known  to  him,  or  very  frequently  it  is  a  fact  that  is  not 
known  to  the  person  who  is  engaged  in  a  margin  transaction. 

It  is  for  that  reason  that  it  has  occurred  to  some  of  us  that  it 
might  be  a  desirable  thing  to  require  the  customer  who  borrows  on 
margin  to  sign  a  note  and  become  aware  of  the  fact  that  he  is 
incurring  a  liability  as  well  as  buying  himself  the  right  to  partici- 
pate in  any  advance  in  the  stock  that  he  is  buying. 

In  other  countries  the  machinery  employed  for  a  similar  pur- 
pose does  not  function  just  in  that  way.  In  England  a  person  cannot 
borrow  any  amount  of  money  that  he  pleases^just  because  he  may 
happen  to  have  the  necessary  collateral.  There  he  has  to  establish 
a  line  of  credit,  and  when  he  comes  to  borrow  all  that  he  has  to 
show,  so  long  as  it  is  within  his  line  of  credit,  is  that  fact,  and 
no  further  questions  are  asked  of  him.  And  in  establishing  that  line 
of  credit  the  directors  of  the  institution  that  established  it  consider 
his  needs  and  his  financial  responsibility.  And  if  he  wants  to  in- 
crease that  line  he  has  to  go  before  the  board  of  directors,  or  his 
request  goes  before  them,  and  it  must  be  considered  and  has  to  be 
approved.  In  the  meantime,  in  the  matter  of  the  collateral  he  offers, 
he  cannot  borrow  as  a  matter  of  course  an  indefinite  amount. 

I  think  that  is  one  particular  in  which  our  mechanism  is  entirely 
too  easy.    It  seems  to  me  that  an  important  part  of  that  arrange- 
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meiit  is  the  amount  that  brokers  themselves  can  borrow  from  banks. 
Brokei's'  loans  could  not  have  increased  from  li/o  billion  of  dollars 
to  81/2  billions  of  dollars,  if  the  facilities  for  that  purpose  had  Kot 
been  provided. 

Now,  brokers'  loans  are  unusually  liquid  loans.  There  are  very  few 
losses  arising  out  of  brokers'  loans.  Probably  their  record  during 
the  last  few  years  from  the  point  of  view  of  solvency  of  banks  is  as 
good  or  better  than  that  of  any  other  class  of  loans.  Yes ;  I  should 
say  they  are  j^robably  better  than  any  other  class  of  loans.  There 
is  no  money  that  a  bank  can  lend  that  is  usually  as  easih'  repaid  as 
brokers'  loans.  There  is  no  customer  relationship,  no  obligation  to 
see  the  customer  through  and  carry  him  through  a  difficult  situation. 
There  is  no  unpleasantness  about  calling  such  a  loan.  Brokers'  loans 
■can  be  called  by  merely  j)ushing  a  button. 

So  that  it  is  not  a  question  of  the  loan  itself  being  a  bad  loan. 
The  loan  is  good.  But  the  aggregate  amount  of  such  loans  creates 
a  socially  and  economically  dangerous  situation,  because  when  the 
turn  comes  and  the  loans  are  being  liquidated  it  results  in  sales  of 
securities  on  a  vast  scale,  and  while  the  person  who  has  made  the 
loan  gets  his  mone}'  out,  in  the  meantime  the  values  of  the  securities 
which  he  has  dumped  are  declining. 

That  brings  a  lot  of  other  loans  under  Avater,  and  those  securities 
are  dumped,  and  there  is  a  further  decline.  The  result  is  that  there 
is  an  enormous  loss  of  values  that  aifects  not  only  the  people  in  the 
market  but  affects  trust  companies,  savings  banks,  and  insurance 
companies,  and  results  also  in  a  vast  number  of  bank  failures  through 
depreciation  of  their  security  portfolios.  It  is  more  a  matter  of 
depreciation  of  their  security  holdings  than  it  is  a  matter  of  losses 
on  their  loans.  They  may  be  able  to  realize  on  their  loans  by  selling 
the  collateral,  but  the  sale  of  the  collateral  makes  the  portfolio 
decline  to  a  point  where  the  capital  is  impaired  or  wiped  out,  and 
that  has  been  one  of  the  important  causes  of  bank  failures. 

Mr.  Chairman,  I  had  not  intended  to  discuss  at  this  point  the 
banking  part  of  the  situation,  because  I  was  not  quite  through  with 
the  economic  part,  with  the  business  situation,  but  I  think  that  makes 
relatively  little  difference,  I  mean  as  to  the  order  in  which  I  take 
them  up. 

One  reason  why  the  very  rapid  rise  in  securities  values  accentuates 
the  height  to  which  a  boom  may  rise,  is  because  it  encourages  secur- 
ity flotations  at  a  time  when  every  security  is  snatched  up  the 
minute  it  is  issued.  Stories  are  now  current  in  circulation  tliat  there 
were  some  issuing  houses  that  would  announce  a  security  without 
indicating  Avhat  it  Avas  to  be.  and  that  it  was  oversubscribed  before 
the  issuing  house  had  an  opportunity  to  indicate  what  it  was  the}" 
were  going  to  issue.  That  kind  of  situation  was  not  an  infrequent 
occurrence  in  1929.  Everybody's  appetite  for  securities  was  unap- 
peasable, and  their  optimism  was  inexhaustible.  It  was  a  situation 
that,  curiously  enough,  had  been  paralleled  in  history.  There  were 
similar  situations  during  the  John  Law  bubble,  and  the  South  Sea 
bubble.  Once  a  passion  for  speculation  gets  fully  under  w^ay  it  has 
a  capacity  of  resulting  in  blindness  and  dumbness  on  the  part  of 
followers. 

In  addition  to  encouraging  the  flotation  of  securities,  which,  of 
•course,  results  in  an  enormous  amount  of  funds  accumulating  in  the 
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hands  of  business  concerns,  and  overexpansion  of  plant  that  later 
has  serious  consequences,  a  rapid  rise  of  security  prices  in  addition 
means  profits  taken  out  of  the  market  b}^  those  who  sell  as  rises 
occur,  and  results  in  an  enormous  demand  for  a  great  many  kinds  of 
goods  on  the  part  of  those  profit-takers. 

Those  demands,  however,  are  concentrated  to  a  very  large  extent 
in  what  are  generally  known  as  luxury  goods,  and  that  results  in 
an  overexpansion  in  the  production  of  such  goods,  of  plants  which 
cater  to  the  ricli.  or  more  particularly  to  the  newly  rich.  Those 
goods  expand  very  rapidly,  and  result  in  a  very  large  overexpansion 
of  plant  for  the  production  of  those  particular  kinds  of  goods,  while 
the  demands  for  other  goods  are  likely  not  to  be  affected  so  much,  or 
not  to  increase  at  all,  so  that  there  is  a  dislocation  of  industry. 

When,  on  the  other  hand,  the  boom  breaks  and  depression  de- 
velops, there  is  a  very  rapid  decline  in  these  luxury  goods,  followed 
by  ver}'  great  difficulty  on  the  part  of  those  concerns  which  Iniilt 
themselves  up  on  such  trade;  and  there  is  also  an  absolute  drying 
up  of  the  capital  market,  because  whereas  one  year  everyone  would 
buy  almost  everything  blindly,  the  next  year  tliey  would  not  buy 
anything  whatsoever  because  of  two  reasons — for  one  reasons,  be- 
cause their  faith  in  anything  they  might  buy  had  been  forfeited; 
and  for  another  reason,  and  perhaps  the  more  imi)elling  reason,  that 
they  do  not  have  the  means  with  which  to  buy. 

So  that  the  decline  in  business  following  upon  a  collapse  of  tlie 
stock  market  is  also  disastrous,  and  it  accentuates  the  decline  in 
business  activity,  wliich  may  be  due  in  the  first  instance  to  other 
maladjustments  in  our  economic  life. 

It  is  not  my  purpose  here  to  give  the  impression  that  stock- 
exchange  speculation  is  the  only  thing  that  causes  great  changes  in 
our  business  activities.  I  think  it  is  onl}-  one  of  the  factors.  I 
think  it  is.  however,  a  factor  that  does  contribute  to  the  excessive 
rises  at  the  height  of  a  boom  and  to  the  excessive  declines  at  the 
depth  of  a  depression. 

It  is  often  said  that  the  stock  exchange  absorbs  a  very  large 
amount  of  credit.  Strictly  speaking,  that  phrase  is  not  accurate,  be- 
cause the  credit  that  goes  into  the  stock  market  does  not  stay  there. 
If  it  is  used  to  Imy  new  securities,  the  money  goes  to  the  corporation. 
If  it  is  used  in  order  to  pay  the  profits  made  by  speculation,  it  is  dis- 
bui'sed  in  the  })urchase  of  other  securities  or  of  luxury  goods. 

The  stock  market  does  not,  strictly  speaking,  absorb  credit  in 
the  sense  that  is  often  stated.  On  the  other  hand,  it  does  divert 
credit  from  a  very  large  number  of  small  industries  throughout  the 
country.  Funds  which  might  go  to  feed  those  industries  are  drawn 
out  and  put  into  the  general  big  money  market  and  then  are  concen- 
trated in  tlie  laiger  industries. 

So  that  a  rapid  rise  in  brokers"  loans  reflects  a  diversion  of  credit 
from  numberless  little  industries  throughout  the  countrv  into  tlie 
larger  corporations  that  can  utilize  it  in  security  llotations. 

At  the  same  time  it  has  one  other  effect  on  credit,  and  one  that  is 
as  important,  perhaps,  as  the  first.  It  has  the  effect  of  making  credit 
enormously  expensive  during  a  period  like  19'29.  avIumi  there  was  a 
bidding  up  of  credit  going  on  in  the  stock  market,  when  i)aying  15 
or  20  percent  for  money  meant  nothing.     That  is,  paying  la  or  20 
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percent  per  annum  meant  nothing  to  a  speculator,  or  to  a  person  who 
thought  he  was  a  speculator,  whereas  he  probably  was  simply  throw- 
ing his  money  away,  and  yet  he  thought  he  was  putting  his  money 
into  a  market  where  it  might  increase  15  or  20  percent  in  a  clay,  and 
therefore  paying  15  or  20  percent  a  year  for  the  money  he  required 
was  of  very  little  concern  to  him. 

But  all  this  bidding  up  of  the  price  of  money  had  many  conse- 
quences in  the  way  of  making  certain  lines  of  activity,  the  more 
sober  and  quiet  activities  throughout  the  country  more  difficult,  be- 
cause funds  were  not  available  for  them  inasmuch  as  people  were 
able  to  draw  such  large  rewards  in  the  money  market. 

In  addition,  this  bidding  up  of  the  price  of  credit  had  the  effect 
of  attracting  a  verj'  large  amount  of  funds  from  abroad.  Foreign- 
ers sent  monej^  here,  both  for  the  purpose  of  getting  the  benefit  of 
the  high  rates  of  interest  available  for  short  time  money  in  the  mar- 
ket and  in  the  hope  of  participating  in  the  s]:)eculativo  advances  in 
securities. 

The  accuniuhition  of  short-timo  foreign  funds  at  one  time  reached 
tlie  staggering  sum  of  $11000,000,000,  and  that  was  another  factor  that 
accentuated  our  difficulties,  because  after  England  went  off  the  gold 
standard  in  1931,  and  again  in  the  spring  of  1932  there  were  enor- 
mous withdrawals  of  those  balances  in  gold,  and  that  created  panickj' 
conditions  and  contributed  to  the  domestic  hoarding  movement,  and 
therefore  to  the  whole  cycle  of  difficulties,  including  tlie  bank  failures 
;ind  other  consequences. 

So  that  to  sum  up  from  the  credit  point  of  view,  the  difficulty  in 
tiie  first  place  is  tliat  an  accumulation  of  loans,  on  the  scale  that  it 
wa.s  accumulated  during  our  boom  period,  is  very  dangerous,  because 
when  the  turn  comes  and  security  values  drop  very  rapidly,  they 
are  being  dumped,  and  that  affects  a  great  many  institutions  that 
are  anything  but  spi*cuhitive;  on  the  contrary,  institutions  that  con- 
stitute the  backbone  of  the  country's  economic  life,  insurance  com- 
])anies,  banks,  savings  banks,  trust  companies,  and  so  forth,  you  can 
-ee  what  it  means. 

In  the  second  place,  the  situation  is  dangerous  because  it  results 
in  an  over-issue  of  securities,  and  in  a  diversion  of  credit  from  a 
great  many  small  industries,  into  a  few  large  industries,  and  partic- 
ularly into  industries  nuniufacturing  luxury  goods. 

In  the  third  place,  it  is  dangerous  because  it  ten<ls  to  atti'act  fun(K 
from  all  over  the  world,  which  in  the  conditions  that  existed  then, 
became  mortgages  u])on  our  gold,  because  they  were  withdrawable  in 
gold,  and  resulted  in  enormous  runs  on  our  gold,  runs  that  shook  the 
foundations  of  our  economic  and  financial  structure. 

It  is  for  all  of  these  reasons,  both  because  of  the  effect  on  banking, 
which  I  have  outlined  in  some  detail,  and  because  of  the  effect  on 
business  stability,  and  because  of  the  social  desirability  of  protecting 
the  public  from  stock-exchange  manipulation,  that  this  bill  appears 
to  me  to  be  in  the  right  direction  and  to  represent  a  social  advance 
toward  bettei-cont rolled  economy. 

That  is  all  that  I  Avisli  to  say,  Mr.  Chairman. 

The  Chaiuman.  Any  questions  by  members  of  the  committee? 

Senator  Iveax.  I  should  like  to  ask  a  few  questions,  if  everybody 
else  is  through. 

The  Chairman.  Go  ahead.  Senator  Kean. 
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Senator  Keax.  I  should  like  to  ask  you,  Dr.  Goldenweiser,  whether 
voii  were  familiar  with  conditions  in  Germany  before  the  World 
\yar? 

Mr.  (joldexweiseh.  Not  intimately,  Senator. 

Senator  Kean.  Well,  during  their  industrial  development  just 
before  the  World  War,  isn't  it  true  that  money  in  Germany  was 
bringing,  say,  10  to  12  percent? 

Mr.  Goldexweiser.  During  their  industrial  development? 

Senator  Keax.  No.  Just  before  the  World  War,  wasn't  money  iii 
Germany  for  industrial  purposes  bringing,  say,  10  to  12  percent? 

Mr.  GoLDEXWEiSER.  I  am  not  very  certain  about  that.  That  sounds 
very  high  to  me,  but  I  would  have  to  look  it  up  in  order  to  be  sure 
about  it. 

Senator  Kean.  If  you  will  look  it  up  you  will  find  that  every 
exchange  house  in  the  United  States  was  sending  money  to  Germany 
in  order  to  loan  it  at  those  rates. 

Mr.  Goldexweisek.  Do  you  mean  before  1914? 

Senator  Keax^.  Along  about  1912. 

Mr.  Goldenweiser.  Germany  was  undergoing  a  very  rapid  indus- 
trial expansion,  and  presumably  the  demand  for  capital  was  great, 
but  the  height  of  the  interest  rate  surjDrises  me. 

Senator  Kean.  It  was  something  like  10  or  12  percent,  I  think. 
Are  you  familiar  with  the  Paris  Bourse? 

Mr.  GoLDExwEisER.  Again,  not  intimately.  I  do  not  even  know 
the  New  York  Exchange  intimately. 

Senator  Keax.  You  know,  do  you  not,  that  on  the  Paris  Bourse  ai 
large  number  of  the  seats  are  owned  by  the  Government? 

Mr.  Goldenaveiser.  Yes. 

Senator  Kean.  They  control  the  Paris  -Bourse. 

Mr.  Goldenweiser.  Yes. 

Senator  Kean.  And,  owing  to  their  control  of  the  Paris  Bourse^ 
there  is  an  outside  market  which  is  larger  than  the  Bourse  market,, 
is  that  correct  ? 

Mr.  Goldexweiser.  I  think  that  is  correct. 

Senator  Kean.  But  owing  to  the  control  of  the  Government  over 
the  Paris  Bourse,  the  outside  market  is  bigger  than  the  Bourse- 
market. 

Mr.  Goldenweiser.  Yes. 

Senator  Kean.  I  just  wanted  to  get  that  into  the  record.  As  far 
as  brokers  go,  do  not  nearly  all  of  them  require  that  the  customer 
shall  sign  an  agreement  by  which  they  are  allowed  to  pledge  the 
securities  for  the  difference  between  the  amount  he  puts  up  and  the 
amount  of  the  value  of  the  securities  ? 

Mr.  Goldenweiser.  I  think  there  is  such  a  requirement,  but  it  is 
one  that  has  been  complied  with  more  uniA^ersally  in  recent  years 
than  it  was  before  1929,  and  also  one  that  is  very  f requentlj'^  in  a  very- 
inconspicuous  place  on  the  slip  that  the  customer  signs. 

Senator  Kean.  I  think  it  is  printed  in  pretty  large  letters. 

Senator  Bulkley.  Does  it  not  go  even  further  than  that  and  per- 
mit them  to  rehypothecate  generally? 

Senator  Kean.  Yes. 

Senator  Bulkley.  Not  merely  for  the  difference. 

Senator  Kean.  To  rehypothecate  for  the  difference.  That  is  all 
they  are  entitled  to  borrow. 
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Mr.  GoLiDENWEisER.  As  I  say.  I  am  not  fully  familiar  with  the 
details  of  the  exchange  operations. 

Senator  Kean.  That  is  notice  to  the  customer,  is  it  not  ? 

Mr.  GoLDENWEiSER.  It  is  notice  to  the  customer. 

Senator  Ivean.  He  must  read  that  circular,  or  thing  that  he  signs  I 

Mr.  Goldenweiser.  Yes. 

Senator  Kean.  And  that  is  a  notice  to  him  that  they  are  going  to. 
hold  him  liable  for  that  whole  amount,  is  it  not  ? 

Mr.  Goldenweiser.  I  think  you  are  right.  Senator.  I  would  agree 
with  you  in  everything  except  the  verb.  I  think  you  say  he  must.  I 
think  he  should.    I  think  he  very  frequently  does  not. 

Senator  Carey.  How  does  he  sign  it  when  he  wires  in  or  tele- 
phones in  to  sell  a  certain  stock? 

Senator  Kean.  He  would  probably  wire  it  from  a  correspondent, 
and  that  correspondent  has  those  forms,  and  he  signs  it. 

Mr.  Goldenweiser.  He  signs  it  at  the  time  he  makes  his  commit- 
ment, but  he  does  not  sign  it  over  again  when  he  increases  his  com- 
mitment, and  it  is  not  a  vital  part  of  hi,s  understanding  of  the  situa- 
tion. Of  course,  when  I  say  "  his  "  I  do  not  mean  everyone,  because 
there  are  no  doubt  a  great  many  people  who  are  wise  to  the  whole 
situation.  But  I  think  it  is  a  fair  statement  that  a  great  many  do 
not  know. 

Senator  Kean.  Witnesses  who  have  testified  here  on  behalf  of 
several  large  corporations  have  testified  that  they  loaned  very  large 
amounts.  They  also  testified — I  think  I  am  correct  in  the  state- 
ment— that  they  did  not  lose  a  dollar;  is  that  correct? 

Mr.  Pecora.  That  is  my  recollection. 

Mr.  Goldenweiser.  I  think  that  sounds  right. 

Senator  Kean.  So  that  I  do  not  believe,  as  far  as  I  know,  that 
any  bank  or  trust  company  lost  a  dollar  on  brokers'  loans  during  all 
this  depression, 

Mr.  Goldenweiser.  I  think  a  statement  as  absolute  as  that  prob- 
ably could  be  contradicted,  but  I  think  that  it  is  certainly  correct 
in  essence. 

Senator  Kean.  There  is  one  other  question  I  would  like  to  ask, 
and  that  is  this:  Many  people  believe  that  an  important  factor  was 
the  income  tax  allowing  people  to  take  profits  and  losses  on  their 
profits  or  losses  in  the  stock  market.  In  1929,  when  they  had  large 
profits,  they  refused  to  sell,  which  they  otherwise  would,  and  a  large 
part  of  the  floating  stock  was  absorbed  by  people  who  were  speculat- 
ing in  it,  but  who  refused  to  sell  because  their  profits  were  so  large 
that  they  would  not  sell,  and  that  gave  other  people  an  opportunity 
to  put  up  the  prices  to  the  roof.     Do  you  agree  to  that  ? 

Mr.  Goldenweiser.  I  agree  to  the  fact  that  it  was  a  factor.  I  have 
always  been  told  it  was  a  factor.  I  think  it  probably  was  a  factor, 
but  i  should  say,  on  the  basis  of  my  own  opinion,  that  it  was  not  a 
major  factor  in  the  situation. 

Senator  Kean.  Many  people  that  I  know  regard  it  as  a  major 
factor. 

Mr.  Goldenweiser.  Yes.  A  great  many  people  have  considered  it 
as  a  major  factor,  and  they  may  be  right.  But  in  my  humble  opinion 
it  is  relatively  a  small  number  of  people  who  were  in  that  class, 
and  in  the  wave  of  speculation  that  swept  the  country  at  that  time 
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this  particular  factor  was  not  of  major  importance.  It  does  not 
mean  that  there  may  not  be  some  defect  in  the  tax  machinery  that 
ought  to  be  corrected.     I  am  not  a  tax  expert,  either. 

Senator  Gore.  It  works  just  the  other  way  when  the  market  g-oes 
into  reverse.     They  sell  to  take  their  losses. 

Mr.  GoLDEXWEisEK.  It  may  emphasize  sales,  and  it  may  empha- 
size purchases.  It  certainly  has  resulted  in  breaks  toward  the  end 
of  the  year,  when  people  sold  to  establish  losses,  but  I  think,  on  the 
whole.  "tAvo  things  about  that.  Senator,  if  you  will  bear  with  me.  One 
is  that  in  the  situation  of  the  country  as  a  whole,  I  feel  that  is  rela- 
tively minor,  an  dalso  that  it  hits  people  mostly  of  the  type  who 
are  much  better  able  to  take  care  of  themselves  than  the  rank  and 
file  of  the  little  folks  that  lose  their  money  in  the  market. 

Senator  Kean.  Yes;  but  the  point  of  the  thing  is  this:  The  }•.  re- 
fused to  sell  Avhen  the  market  was  going  up. 

Mr.  GoLDENWEisER.  Yes. 

Senator  Kean.  Then,  when  the  market  started  to  go  down,  they 
were  obliged  to  sell,  and  that  increased  the  })ressure  of  sales  on 
the  market. 

Mr.  GoLDEXWEisEi;.   Yes. 

Senator  Keax.  And  if  it  had  not  been  for  that  income  tax,  you 
would  have  had  tbeni  selling  all  the  way  up,  and  blocking  the 
market  from  going  so  high,  and,  on  the  other  hand,  they  would 
not  have  had  anything  to  sell  Avhen  the  market  dropped. 

Mr.  GoLDEX  WEiSEK.  That  is  right.     It  was  a  factor,  unquestionably. 

Senator  AYagxek.  How  did  the  market  go  down,  except  that  there 
niiist  have  l)een  a  wave  of  selling? 

Senator  Keax.  Yes. 

Senator  Wagner.  You  said  they  refused  to  sell. 

Senator  Kean.  They  refused  to  sell  when  the  market  was  going 
Hp,  and  they  were  forced  to  sell  when  the  market  went  down. 

Senator  "\Yagner.  Did  not  the  market  go  down  because  there  was 
less  demand  for  the  commodity  than  there  were  securities  offered  for 
sale? 

Senator  Kean.  It  carried  it  very  much  further. 

Mr.  Goldenweiser.  You  mean,  Avliy  did  it  start  to  go  down  at  all? 
I  suppose  Senator  Kean  would  not  claim  that  that  caused  it  to  turn, 
but  when  it  turned  for  other  reasons,  this  accentuated  the  rapidity 
of  the  decline. 

Senator  Kean.  That  is  what  I  mean  exactly. 

Mr.  Pecora.  Dr.  Goldenweiser,  do  you  knoAv  to  what  extent  new 
securities  were  issued  and  absorbed  by  the  market  in  1929  prior  to 
October  ? 

Mr.  Goldexweiser.  The  volume  of  security  issues? 

Mr.  Pecora.  New  issues;  yes. 

Mr.  Goldenweiser.  Quoting  entirely  from  memory,  I  think  that 
year  there  were  10  billions. 

Mr.  Pecora.  Of  new  issues? 

Mr.  GoLDExnvEiSER.  Ycs,  sir. 

Mr.  Pecora.  Prior  to  October  1929? 

Mr.  Goldexweiser.  Yes;  10  billions  of  new  issues. 

Senator  Wagner.  That  means  that  that  10  billions  went  into  ex- 
panding facilities  for  production,  probably. 
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Mr.  GoLDENWEiSER.  Yes.  I  think  that  needs  to  be  modified,  Sen- 
ator, because  some  of  it  went  into  brokers'  loans.  People  issued  se- 
curities and  made  money,  and  then  used  that  money  to  lend  on  the 
stock  exchange,  because  there  was  a  good  opportunity  to  issue  securi- 
ties, and  then  they  had  idle  funds,  and  they  placed  them  on  the  stock 
exchange.  In  the  very  last  lap  of  that  expansion,  the  securities 
issued  were  those  of  investment  trusts,  which  were  not  using  it  for 
any  purpose  other  than  to  buy  other  securities.  In  other  words,  there 
was  a  pyramiding,  and  sucking  in.  I  could  not  say  offhand  what 
proportion,  but  I  do  know  that  the  last  heights  were  reached  through 
securities  that  were  not  issued  for  any  productive  purpose,  but  were 
issued  either  for  the  purpose  of  benefiting  by  the  easy  money,  or  for 
the  purpose  of  forming  security  companies,  investment  companies. 

Senator  Wagner.  And  during  that  period  was  there  not  invest- 
ment of  a  great  deal  of  excess  profits  in  securities  which  went  into 
the  expansion  of  production  facilities? 

Mr.  GoLDENWEiSER.  Yes,  sir.    That  is  right. 

Senator  Wagner.  That  was  one  of  our  difficulties,  was  it  not? 

Mr.  GoLDENWEiSER.  Oh,  3^es.  I  am  not  minimizing  that.  I  just 
wanted  to  say  that  that  was  not  all.    There  were  also  other  factors. 

Mr.  Pecora.  As  I  recall,  officers  of  certain  of  these  nonbanking 
corporations  who  testified  before  this  committee  last  Friday  stated 
how  much  money  they  loaned  out  on  call  loans  during  1929,  and  they 
stated  that  they  got  a  good  deal  of  that  money  through  the  sale  of 
securities  which  they  issued. 

Mr.  GoLDENWEiSER.  Yes. 

Senator  Gore.  That  was  the  inducoinent  at  the  time,  in  order  to 
make  call  loans.  I  have  been  told  this.  Doctor — and  I  would  like 
to  get  your  reaction — thxit  that  group  was  among  the  first  and  the 
worst  to  withdraw  these  brokers'  loans  when  the  danger  signals  ap- 
peared. 

Mr.  GoLDENWEiSER.  Of  course.  The  so-called  "  loans  for  account  of 
others  ",  the  loans  by  corporations,  were  all  withdrawn  almost  over- 
night when  the  turn  came.  It  is  different  from  bank  money,  in  that 
it  has  a  complete  lack  of  responsibility  toward  the  market,  and  has 
its  entire  responsibility  toward  its  stockholders.  It  was  perfectly 
good,  straightforward  business  for  a  corporation  to  float  securities 
and  get  money  while  it  could  get  it  cheap,  because  it  thought  that 
some  day  it  might  need  it,  and  in  the  meantime  it  could  get  10  or 
12  percent  by  loaning  it  on  the  market.  But  when  the  market  turned 
that  corporation  quite  naturally  tried  to  get  all  that  money  out  just 
as  soon  as  possible,  so  that  almost  overnight  billions  of  dollars  were 
withdrawn,  and  the  New  York  banks  had  to  step  in  and  carry  the 
loans  in  order  not  to  let  the  market  go  into  an  ev^en  worse  collapse 
than  it  had. 

It  was  a  very  critical  situation,  and  the  banks  had  to  borrow  from 
the  Federal  Reserve,  and  the  Federal  Reserve  had  to  help  them, 
because  when  all  those  billions  started  out  of  the  market  in  that 
hurry,  it  had  to  be  supported.  I  think,  with  regard  to  these  loans 
for  account  of  others — I  refer  to  them  by  the  technical  name. 
Partly  because  they  are  entirel}^  irresponsible  money,  irresponsible 
from  the  point  of  view  of  the  money  market,  they  are  a  very  vicious 

175541— 34— PT  15 3 


6448  STOCK    EXCHANGE    PRACTICES 

institution.  They  are  now  prohibited  both  by  the  rules  of  the  clear- 
ing house  exchan<re  and  b}^  the  Bankino^  Act  of  1933. 

Senator  Gore.  Then  the  investment  trust  was  another  thing  that 
accelerated  the  fall,  was  it  not? 

Mr.  GoLDENWEisER.  Investment  trusts? 

Senator  Gore.  Yes;  those  that  bought  securities  at  high  figures. 

Mr.  GoLDENWEiSER.  I  think  there  must  have  been  some  investment 
trusts  that  did.     I  am  not  very  familiar  with  that. 

Senator  Gore.  It  was  charged  at  the  time  that  they  were  dumping 
securities  in  order  to  get  out  of  the  stock  market. 

Mr.  Goldenweiser.  The  poorer  kind  of  investment  trusts,  which 
themselves  borrowed  money  in  order  to  buy,  no  doubt  had  to  dump, 
but  a  properly  conducted  investment  trust  would  not  have  to  dump, 
because  it  would  only  buy  with  money  that  it  received  from  its 
investors,  and  therefore  had  full  equities.  It  might  sell  because  it 
thought  it  was  a  good  thing  to  sell,  but.  it  would  not  be  forced  to 
sell  by  debt. 

Senator  Kean.  There  is  one  question  I  would  like  to  ask  if  I  may. 
You  talked  about  the  development  of  the  stock  business  from  1922, 
or  whenever  it  was,  on.  Is  not  the  reason  there  was  a  large  develop- 
ment of  the  stock  business  owing  to  the  fact  that  the  Government 
went  all  over  this  country  trying  to  sell  Government  bonds,  and 
organized  that  activity,  and  got  people  trading  in  bonds,  and  then 
they  drifted  into  trading  in  other  things? 

Mr.  Goldenweiser.  I  have  often  heard  it  said  that  the  Liberty 
Loan  campaigns  were  the  first  time  that  many  small  folks  around 
the  country  got  acquainted  with  investment  possibilities,  and  that 
that  organization  contributed  to  the  ease  with  which  the  market 
reached  out  all  over  the  country.  It  is  one  of  those  things  that  it 
would  be  very  dilRcult  to  estimate  the  extent  of,  but  it  has  often 
been  considered  a  factor,  and  may  have  been  a  factor. 

The  Chairman.  Nobody  made  any  very  great  profits  on  Liberty 
bonds,  or  fortunes  in  investment  in  Liberty  bonds. 

Mr.  Goldenweiser.  No,  sir. 

Senator  Gore.  Except  those  that  bought  them  at  80  or  84  or  85. 

Senator  Kean.  In  reply  to  the  chairman,  I  would  like  to  show 
him  some  of  the  accounts  of  savings  banks  in  New  York  that  bought 
Liberty  bonds  at  85  and  sold  them  above  par,  and  made  a  pretty  good 
profit  on  them. 

Mr.  Pecora.  Dr.  Goldenweiser,  I  think  you  made  some  reference 
in  the  early  part  of  your  statement  to  the  committee  about  the  tre- 
mendous liquidation  of  these  call  loans  after  the  first  crash  in  Octo- 
ber 1929.  I  do  not  recall  whether  you  told  the  committee  the  extent 
of  that  liquidation. 

Mr.  Goldenweiser.  I  did,  but  I  would  be  very  glad  to  repeat  that. 
From  81/2  billions  it  diminished  by  3  billions  in  the  course  of  10 
days,  and  it  diminished  8  billions  in  the  course  of  3  years,  so  that  at 
the  end  of  3  years,  from  81/0  billions,  it  had  gone  down  to  500  million. 

Mr.  Pecora.  And  that  was  all  attended  by  the  liquidation  of 
securities. 

Mr.  Goldenweiser.  Yes. 

The  Chairman.  What  do  those  lojins  amount  to  now,  Doctor,  do 
you  think? 

Mr.  Goldenweiser.  They  are  about  900  million  now. 
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The  Chairman.  They  have  increased  somewhat? 

]Slr.  GoLDENWEisER.  Yes.  Since  last  spring  there  has  been  a  rise 
in  securities  values,  and  a  rise  in  broker's  loans. 

Senator  Gore.  How  low  did  they  get — about  a  quarter  of  a  billion^ 
or  something  like  that  ? 

Mr.  GoLDENWEisER.  I  think  the  lowest  point  was  around  half  a 
billion,  as  near  as  I  recall.  [After  conferring  with  an  associate.] 
As  low  as  between  300  and  400  million. 

Senator  Gore.  Doctor,  are  there  any  particular  provisions  in  this 
act  which  you  think  are  especially  designed  to  accomplish  the  ends 
you  have  in  mind,  and  which  you  think  we  ought  to  seek,  that  you 
care  to  point  out? 

Mr.  GOLDENWEISER.  I  am  not  intimately  familiar  with  all  the  pro- 
visions. I  think  the  general  object  of  the  bill  is  to  do  away  with 
some  of  those  things  that  I  was  talking  about. 

Senator  Gore.  There  is  no  doubt  ab(nit  that. 

Mr.  GOLDENWEISER.  As  to  the  details  of  the  provisions,  I  really 
am  not  sufficiently  familiar  with  the  stock-exchange  mechanism  to 
be  able  to  make  concrete  suggestions. 

Senator  Gore.  As  I  understood  you,  j'ou  think  the  stock  exchange^ 
as  an  institution,  is  desirable  as  a  market  place  for  the  public  to 
buy  and  sell  securities  when  the  public  wants  to  buy  and  sell  ? 

Mr.  GoLDENWEisER.  Oh.  yes.  There  is  a  very  definite  place  in 
the  economic  organization  for  a  stock  excliange,  because  without  it 
it  would  be  very  difficult  to  raise  capital,  and  it  would  be  very  diffi- 
cult for  capital  to  change  hands. 

Senator  Gore.  You  would  have  to  peddle  every  stock. 

Mr.  Goldenweiser.  Yes. 

The  Chairman.  If  you  have  nothing  further.  Doctor,  we  are  very 
much  obliged  to  you. 

STATEMENT    OF    WOODLIEF    THOMAS.    DIVISION    OF    RESEARCH 
AND  STATISTICS.  FEDERAL  RESERVE  BOARD 

The  Chairman.  Please  state  your  name,  place  of  residence,  and 
occupation. 

Mr.  Thomas.  Woodlief  Thomas ;  I  am  connected  with  the  division 
of  research  and  statistics  of  the  Federal  Reserve  Board.  For  the 
past  12  years  I  have  been  with  the  Federal  Reserve  Board,  or  the 
Federal  Reserve  bank,  of  New  York,  except  for  a  year  and  a  half, 
when  I  was  in  Germany  witli  the  Transfer  Committee  connected 
with  the  office  for  reparations  payments. 

While  at  the  Federal  Reserve  bank  in  New  York,  mostl}^  in  the 
past  3  years,  I  have  attempted  to  make  a  study  of  brokers'  loans 
and  stock-market  credit.  A  tentative  copy  of  that  study.  I  think, 
was  filed  with  Senator  Glass'  subcommittee  when  he  was  working 
on  the  Banking  Act  of  1933. 

In  early  1932,  I  happened  to  be  in  Europe  for  a  few  weeks,  and 
I  made  a  very,  very  casual  and  more  or  less  superficial  inquiry  intf> 
methods  of  financing  stock  market  speculation  in  some  of  the  Euro- 
pean countries.     The  results  of  that  have  never  been  written  up. 

Senator  Gore.  That  is  just  what  I  wanted  to  ask  about. 

Senator  Kean.  AVhere  was  that.  Mr.  Tliomns?  Where  was  the 
study  made? 
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Mr.  Thomas.  I  spent  a  few  days  in  Berlin,  a  couple  of  days  in 
Amsterdam,  2  or  3  in  Paris,  and  3  or  4  in  London,  questioning  stock 
brokers  and  bankers,  and  finding  out  how  stock-market  speculation^ 
or  stock-market  trading,  I  might  say,  was  financed. 

Senator  Gore.  Do  you  Imow  where  that  information  can  be  had  ? 

Mr.  Thomas.  No;  I  do  not  think  it  is  compiled.  I  think  the 
stock  exchange  authorities  themselves,  in  their  library,  have  a  great 
deal  of  information  about  the  operation  of  foreign  stock  markets. 

Senator  Gore.  No  doubt. 

Mr.  Thomas.  I  want  to  limit  my  statement,  more  or  less,  to  ques- 
tions of  detail  in  describing  the  credit  mechanism  as  it  affects  the 
stock  exchange,  supplementing  the  statements  that  Dr.  Goldenweiser 
has  made.  I  will  limit  myself,  as  I  say,  more  largely  to  questions 
of  detail,  without  taking  up  questions  of  general  policy. 

I  should  also  like  not  to  discuss  matters  of  stock-market  manipula- 
tion, or  listing  requirements,  or  questions  of  corporation  reports,  on 
which  I  do  not  feel  that  I  can  say  a  great  deal. 

At  the  beginning  I  might  say  that  most  stock-market  speculation 
is  done  on  credit.  One  can  go  out  and  buy  a  stock  with  the  idea  of 
selling  it,  and  pay  for  it  outright,  but  generally  that  is  not  done. 
Generally  they  borrow. 

I  might  also  say  that  nowhere  else  in  the  world  are  there  such 
easy  facilities  for  advancing  credit  for  purposes  of  stock-market 
speculation  as  there  are  in  the  New  York  money  market. 

There  are  three  types  of  credit,  you  might  say,  employed  in  the 
stock  market. 

First.  A  broker  can  go  to  his  bank  and  borrow,  giving  a  signed 
note,  and  purchase  the  securities  in  his  own  name. 

Second.  A  trader  can  go  to  a  brokerage  commission  house  and 
purchase  and  sell  securities  through  this  house  on  open-book  account. 

Third.  A  brokerage  house,  in  order  to  finance  the  customer's  trans- 
actions, borrows  from  banks  and  others.  These  brokers,  in  doing 
that,  can  sign  promissory  notes  to  the  lenders  and  deposit  collateral 
value  in  excess  of  the  amount  borrowed.  These  are  the  brokers' 
loans. 

Taking  the  first  two  types,  that  is,  the  trader  himself,  there  are 
several  important  differences  between  a  bank  loan  and  a  customer's 
margin  account  with  a  wire  house  or  a  commission  house. 

In  the  case  of  a  loan  from  the  bank  the  trader  has  to  sign  a  note 
for  a  specified  amount,  and  if  his  commitments  are  increased  he 
has  to  sign  a  new  note,  whereas  in  the  case  of  a  brokerage  house, 
long  commitments  are  simply  entered  as  a  debit  in  the  books  of  the 
broker,  and  short  commitments  as  a  credit.  The  principal  require- 
ment in  the  case  of  a  brokerage  house  is  that  the  account  be 
adequately  margined. 

Second.  In  the  case  of  bank  loans,  the  title  to  the  securities 
pledged  remains  with  the  borrower,  whereas  the  broker  generally 
takes  title  to  securities  held  against  customers'  debit  balances. 

Third.  Banks  deal  only  with  their  customers  who  maintain  a  de- 
posit balance  in  addition  to  the  collateral,  and  banks  are  also  likely 
to  require  larger  margins  than  brokers.  I  am  not  so  sure  that  that 
is  always  true,  but  in  general  it  is  probably  true. 
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Fourth.  In  general — although  not  always — it  has  not  always  been 
a  practice  in  the  past,  at  any  rate,  bankers  are  more  particular 
than  brokers  in  arranging  credit  transactions  for  purposes  of  stock- 
market  trading.  More  recently  some  brokerage  houses  are  reported 
to  have  been  a  little  stricter  in  their  selection  of  customers. 

Fifth.  Brokers  keep  a  close  current  check  on  margins  and  do  not 
hesitate  to  sell  out  accounts  that  are  undermargined.  They  may  also 
encourage  customers  to  increase  their  commitments  when  rising 
prices  increase  the  margins  held.  In  other  words,  the  very  nature 
of  a  brokerage  account  encourages  pyramiding.  It  makes  necessary 
rapid  sales  in  case  of  a  declming  market,  and  therefore  adds  to  the 
flexibility  or  the  erratic  character  of  the  market. 

Banks,  on  the  other  hand,  are  not  supposed  to  encourage  exten- 
sions on  speculative  loans,  and  are  likely  to  carry  undermargined 
customers  longer.  The  latter  they  can  afford  to  do,  because  of  the 
note  held,  because  of  the  possession  of  better  information  regarding 
the  customer's  credit  standing,  because  of  the  larger  margin,  and 
because  of  the  additional  security  obtained  from  the  deposit  carried 
by  the  customer. 

We  have  not  any  particular  information  regarding  the  relative 
magnitudes  of  bank  loans  and  brokerage  debit  balances.  At  least, 
we  did  not  have  up  until  the  other  day.  I  think  Mr.  Whitney  gave 
a  figure  of  brokers'  debit  balances  of  about  $1,390,000,000.  Bank 
loans  to  customers  on  securities  at  the  present  time  are  about  three 
and  one  half  billions,  that  is,  their  loans  to  others  than  brokers. 

Of  course,  security  loans  by  member  banks  to  other  than  brokers 
are  not  always  for  stock-market  trading,  by  any  means.  Many  of 
them  are  simply  customer's  loans  wdiich  are  collateraled. 

Those  loans,  at  the  peak  in  1929,  bank  loans  to  customers  on  secur- 
ities, again  representing  both  loans  for  stock  market  trading  and 
loans  for  other  purposes  that  were  collateraled  by  securities, 
amounted  to  something  over  7  billion  dollars,  whereas,  as  Mr.  Gol- 
denweiser  lias  told  you.  brokers'  loans  at  the  same  time  amounted  to 
eight  and  one  half  billion  dollars.  They  were  only  brokers'  loans 
to  the  members  of  the  New  York  Stock  Exchange.  There  were  fully 
1  billion  dollars  of  brokers'  loans  to  members  of  other  exchanges 
made  by  banks. 

In  general  I  have  described  the  relationsliip  of  the  broker  to  his 
customer.  Brokers'  loans  do  not  represent,  as  a  mutter  of  fact,  all 
the  credit  that  is  advanced  for  stock-market  trading.  As  has  been 
pointed  out  in  tlie  press  in  the  last  few  days,  brokers  are  now  bor- 
roAving  some  $900,000,000,  and  their  customers"  debit  balances  are 
nearly  $1,400,000,000.  In  other  words,  there  is  a  great  deal  of 
credit  that  is  advanced  for  stock-market  trading  that  does  not  come 
from  the  banks.  It  comes  through  the  brokers  themselves,  througli 
the  commission  houses.  That  may  represent  brokers'  own  funds  that 
they  jnit  u]).  It  may  represent  customeis'  ci-edit  l)alances  that  they 
maintain. 

Those  customers'  credit  balances  can  be  of  two  kinds.  One  covers 
credit  balances  against  short  sales,  and  the  other,  free  credit  balances, 
which  are  pretty  much  the  same  as  deposits.  In  other  words, 
brokerage  commission  houses,  in  effect,  do  a  banking  business. 
They  make  loans  and  the}^  accept  deposits.    I  think  after  next  July 
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it  will  be  illeo^al  for  them  to  accept  deposits  under  the  Banking 
Act  of  1933.  They  can,  b}^  short  selling,  however,  offset  customers' 
debit  commitments  b}'  corresponding  credit  commitments.  In  a 
system  of  term  settlements,  for  example,  such  as  prevails  abroad, 
for  a  period  of  2  wrecks 

Senator  Kean.  Now  you  are  talking  of  London? 

Mr.  Thomas.  Yes;  London,  Paris,  and  Berlin.  They  all  have  term 
settlements.  For  a  period  of  2  weeks  the  short  sales  exactly  balance 
the  purchases,  because  everybody  who  sells  is  selling  short  for  a 
period  of  2  weeks.  A  man  does  not  have  to  settle  for  that  time.  So 
during  that  period  no  one  borrows  from  a  bank  or  from  anyone  else. 
He  simi'ly  is,  in  effect,  borrowing  from  the  person  to  whom  he  sold. 
That  is  what  Avould  take  place  in  this  country  even  under  a  s^^stem 
of  daily  settlements,  if  you  had  enough  short  sales  to  balance  the 
long  commitments,  the  brokers  woukl  not  have  to  borrow  at  all. 
Of  course,  that  never  exists. 

Senator  Bulkley.  What  facilities  are  there  for  margin  trading  in 
those  European  markets  ? 

Mr.  Thomas.  The  facilities  for  nuirgin  trading  in  London  seem  to 
be  exceediPigly  difficult.  In  fact,  I  could  not  find  a  broker  who 
would  admit  that  he  did  a  margin  business.  They  would  all  tell  me 
"  Well,  you  go  to  the  next  man.  He  does  it."  And  I  would  go  to 
him.  and  he  would  not  admit  it  either.  But  apparently  there  are 
some  houses  that  do  it. 

To  open  an  account  with  a  broker  in  London,  as  far  as  I  could  as- 
certain, one  had  to  show  that  he  was  more  or  less  of  a  gentleman. 
He  had  to  have  a  credit  reference  from  his  bank,  and  he  had  to  show 
that  lie  was  a  person  of  high  credit  standing  who  was  able  to  under- 
take such  commitments  as  he  might  have.  Some  of  the  houses,  as  a 
matter  of  fact,  do  not  require  margins  of  their  customers. 

On  the  question  of  term  settlements,  one  could  buy  with  the  idea  of 
settling  after  two  weeks'  time.  Generally  he  did  not  settle.  He 
sini{)]y  sold  again  before  the  end  of  2  weeks,  and  the  accounts  bal- 
anced, and  he  either  paid  or  received  the  difference.  But  frequently, 
as  I  was  informed,  they  did  not  actually  require  margins.  Gen- 
erally, hoAvever,  brokers  encourage  an  individual  to  go  to  his  bank. 
If  he  wants  to  buy  securities  on  credit  and  hold  them  for  longer  than 
2  weeks,  he  is  encouraged  to  go  to  his  bank  and  borrow. 

Senator  Bulkley.  You  are  speaking  about  London  now? 

Mr.  Thomas.  Yes,  sir. 

Senator  Kean.  Did  you  take  up  the  question  of  carry-over? 

Mr.  Thomas.  Yes,  sir.  I  could  not  find  many  broilers  at  that 
time  who  were  Avilling  to  do  a  carry-over  business. 

Senator  Gore.  There  is  one  point  on  which  I  am  not  entirely 
clear.  They  have  over  there  wdiat  they  (mil  fortnightly  settlements, 
which  you  refer  to  as  term  settlements. 

Mr.  Thomas.  Yes. 

Senator  Gore.  Sup])ose  you  buy  on  the  5th  of  the  month.  Does 
that  mean  that  a  fortnight  from  then  you  settle,  or  are  these  fort- 
nightly settlements  for  a  stated  period  when  everybody  has  to  clear? 

Mr.  Thomas.  Yes.     Everybody  has  to  clear  on  certain  days. 

Senator  Gore.  The  same  date  for  everybody? 

Mr.  Thomas.  The  same  date  for  evervbodv. 
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Senator  Kean.  Is  there  not  a  regular  fixed  rate,  just  the  same 
way  as  the  stock  exchange  makes  a  rate  in  the  morning  for  loans? 

Mr.  Thomas.  Yes. 

Senator  Kean.  That  is  the  rate  for  the  day  for  loans — the  renewal 
rate. 

Mr.  Thomas.  It  is  the  rate  for  the  next  period. 

Senator  Kean.  And  you  get  the  same  rate  to  carry-over;  is  that 
right  ? 

Mr.  Thomas.  That  is  right ;  yes,  sir.  It  is  called  the  "  contango  " 
rate,  and  in  case  there  happens  to  be  more  of  a  demand  for  that 
particular  stock,  or  in  case  short  sales  are  very  heavy  in  that  stock, 
and  more  people  who  have  sold  want  to  carry  over  than  have  bought, 
you  may  have  to  pay  what  is  called  *'  backwardation."  That  is,  the 
siiort  will  pay  rather  than  the  long  trader. 

Senator  Kean.  That  is  the  same  thing  as  a  premium  in  our 
market. 

Mr.  Thomas.  Exactly  the  same  thing  as  a  premium. 

Senator  Gore.  "WHiat  was  the  term  you  used? 

Mr.  Thomas.  Backwardation. 

Senator  Gore,  Suppose  you  spell  that. 

Mr.  Thomas.  B-a-c-k-w-a-r-d-a-t-i-o-n. 

There  is  a  certain  amount  of  borrowing.  Then,  of  course,  in 
London  also  you  have  the  institution  of  the  jobber,  which  corre- 
sponds, in  a  sense,  to  our  specialist,  but  it  is  not  in  a  very  important 
sense,  in  that  the  jobber  is  not  a  broker.  He  deals  only  for  his  own 
account,  but  he  stands  ready  to  buy  or  sell  from  brokers  and  from 
other  jobbers  at  any  time,  at  certain  stated  prices.  A  jobber  may  find 
himself,  at  the  end  of  a  term,  having  bought  or  sold  more  than 
he  can  deliver — not  more  than  he  can  deliver,  but  more  than  he  can 
carry  on  his  own  resources,  so  that  he  has  to  go  to  a  bank  and 
borrow,  but  the  amount  of  loans  that  are  made  by  the  five  big  Lon- 
don joint-stock  banks  to  brokers  and  jobber,  that  is,  to  the  stock 
exchange,  is  a  very  small  figure  compared  with  ours.  I  think  the 
figures  published  in  the  McMillan  report  ranged  from  twenty-five  to 
forty  or  fifty  million  pounds,  which  means  something  less  than  200 
million  dollars,  even  at  the  peak  of  1929  or  1928,  when  they  reached 
their  peak. 

Senator  Gore.  Do  you  have  any  idea  what  all  the  stocks  listed  on 
the  London  Exchange  were  worth  at  that  time? 

Mr.  Thomas.  There  is  no  such  figure  available.  Senator,  I  think. 

Senator  Kean.  If  you  wanted  to  buy  5,000  shares  you  would  go 
to  the  jobber,  and  the  jobber  would  make  a  price  on  5,000  shares. 

Mr,  Thomas.  The  broker  would. 

Senator  Kean.  But  if  you  should  go  direct  to  the  joblxT 

Mr.  Thomas.  Xot  as  individual,  as  I  take  it. 

Senator  Gore.  They  deal  with  brokers  and  other  jobbers;  is  that 
the  idea? 

Mr.  Thomas.  Jobbers  deal  with  brokers  and  other  jobbers.  Brok- 
ers deal  with  the  public  and  with  jobbers.  So  that  the  total  amount 
of  credit  that  is  advanced  by  London  banks  to  the  stock  market  is, 
I  believe,  if  I  remember  correctly,  only  about  1  percent  of  the  total 
loans  advanced  by  those  banks  for  all  purposes,  and  the  important 
part  about  it  is  that  it  fluctuates  very  slightly.     An  advance  to  a 
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broker  or  a  jobber  is  a  customer's  loan.  It  is  not,  as  in  the  case 
of  our  market,  an  open-market  loan.  It  is  a  customer's  loan.  I 
will  explain  how  that  works. 

When  a  jobber  wants  to  borrow  from  his  bank,  as  he  expresses  it, 
he  puts  on  his  top  hat  and  goes  and  makes  a  call.  He  gets  a  line 
of  credit.  If  he  wants  to  increase  that  line  of  credit  he  makes 
another  call. 

In  our  market  if  a  broker  wants  to  borrow,  he  may  call  his  bank 
and  say,  "  I  want  to  increase  my  commitment ",  and  he  can  do  it 
over  the  telephone.  That  may  be  a  perfectly  legitimate  customer's 
transaction,  along  perfectly  normal  lines.  The  bank  may  consider 
that  it  has  advanced  that  broker  a  line  of  credit.  On  the  other 
hand,  if  the  bank  does  not  want  to  lend  to  him  or  increase  his  line 
of  credit,  he  can  go  to  the  money  desk  on  the  stock  exchange,  or  he 
can  go  to  a  money  broker  and  borrow  practically  any  amount  he 
wants,  if  he  is  willing  to  pay  the  market  rate. 

Senator  Gore.  That  is  in  New  York. 

Mr.  Thomas.  That  is  in  New  York;  yes.  That  system  in  New 
York  has  grown  up  because  of  reasons  that  I  think  are  more  or 
less  inherent  in  both  our  stock  exchange  practices  and  our  banking 
practices.  We  have  to  have  call  loans  in  the  New  York  market,  be- 
cause we  have  a  system  of  daily  settlements  in  New  York.  A  broker 
likes  to  be  able  to  pay  off  his  loans  as  soon  as  he  gets  additional 
cash.  The  banks  can  call  their  loans  very  freely,  but  the  banking 
part  I  will  take  up  later. 

The  sj'^stem  of  daily  settlements  practically  required  call  loans,  al- 
though as  I  understand,  in  Amsterdam  they  have  a  system  of  daily 
settlements  and  they  do  not  have  call  loans.  They  borrow  on  a 
monthly  basis,  but  they  manage  to  arrange  their  maturities  so  that 
they  can  always  reduce  or  increase  their  loans  day  by  day,  as  the  case 
may  be. 

Senator  Bulkley.  Is  margin  trading  jDrevalent  in  Amsterdam? 

Mr.  Thomas.  To  a  certain  extent;  yes.  The  Amsterdam  market 
is  very  much  like  our  market  in  many  respects. 

Senator  Kean.  Except  that  they  deal  in  one  share  instead  of  100? 

Mr.  Thomas.  Yes. 

Senator  Kean.  I  M'ould  like  to  ask  you  a  question  about  this  bank- 
ing situation  in  London.  They  do  not  require  collateral  from 
their  customers.     They  give  you   an  open  acount  of  so  much. 

Mr.  Thomas.  On  their  loans  to  the  stock  market  they  generally 
have  collateral,  I  think. 

Senator  Kean.  I  am  talking  about  others. 

Mr.  Thomas.  Yes.  They  have  both,  but  in  general  their  advances 
on  "  current  account  "  are  not  collateraled. 

Senator  Kean.  In  other  words,  in  London  you  do  not  sign  a  note 
or  anything  else.     All  you  do  is  just  draw  on  your  bank. 

Mr.  Thomas.  But  you  have  a  line  of  credit. 

Senator  Kean.  Up  to  so  much. 

Mr.  Thomas.  Yes,  sir.     It  is  a  definitely  limited  amount. 

Another  factor  that  has  made  the  call  money  market  so  important 
in  New  York  has  been  the  nature  of  our  banking  system,  I  think. 
Before  the  Federal  Reserve  System  the  country  banks  kept  their 
reserves  mostly  in  large  cities,  very  largely  in  New  York.     Those 
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reserves  were  callable  on  demand.  The  New  York  banks  had  very 
large  bankers'  balances,  which  they  knew  had  to  be  drawn  out  very 
promptly,  and  they  liked  to  invest  them  in  such  a  way  that  they 
could  get  the  money  promptly.  In  that  way  the  call  money  market 
provided  a  very  efficient  use  of  these  funds,  and  it  has  been  a  very 
important  part  of  our  monetary  and  financial  mechanism. 

Senator  Carey.  What  do  3'ou  think  the  effect  of  that  has  been  on 
the  rest  of  the  country  ? 

Mr.  Thomas.  I  think  Mr.  Goldenweiser  has  answered  that  ques- 
tion. The  call  money  market  is  to  our  money  market  practically 
what  the  bill  market  is  to  the  London  money  market.  Wlien  banks 
have  surplus  funds  they  put  them  in  call  loans  in  this  country.  In 
London  they  put  them  in  bills. 

The  Chairman.  They  send  the  money  from  all  parts  of  the 
country. 

Mr.  Thomas.  They  take  money  from  all  parts  of  the  country. 
When  that  money  gets  to  be  used,  and  speculative  enthusiasm  is 
worked  up  on  the  basis  of  cheap  money,  then  the  banks  decide  that 
they  need  the  money  for  their  own  customers,  and  generallj' — I  may 
say  it  is  quite  generally  true  that  banks  put  their  customers  first. 
They  have  been  quite  free  in  the  past  about  drawing  loans  out  of 
the  call  money  market.  In  1928  and  1929  banks'  loans  to  brokers 
decreased,  actually.  There  was  an  increase  in  business  activity. 
Banks  drew  their  funds  out  of  the  call  money  market,  and  increased 
their  loans  to  their  business  customers.  The  increase  in  brokers' 
loans  in  that  period  was  not  due  to  the  banks.  It  was  due  to  the 
loans  for  others,  which  were  attracted  by  the  high  rates,  which 
were  bid  up  by  the  speculating  and  trading  community.  When  they 
found  they  could  not  get  bank  funds,  they  bid  up  until  they  got 
the  others.  It  is  the  first  time  in  our  history  that  that  has  ever 
happened  to  anything  like  that  extent.  Previously  when  the  bank 
loans  were  withdrawn — at  least  in  many  of  our  previous  crises — as 
bank  funds  were  withdrawn  from  the  stock  market,  in  order  to  make 
loans  to  customers,  the  stock  market  crashed  or  started  down.  In 
1906  the  stock  market  started  down  one  full  year  before  the  crisis 
came,  before  business  really  began  to  show  signs  of  difficulty,  and 
by  1908  the  stock  market  was  fully  liquidated,  funds  came  back 
after  business  had  declined,  money  was  cheap,  there  was  little  busi- 
ness demand  for  funds,  and  they  came  back  into  New  York.  The 
banks  outside  sent  it  in  to  New  York,  and  the  stock  nuirket  was 
ready  to  rise  again.  That  increase  in  stock  market  credit  probably 
did  a  great  deal  to  bring  about  business  revival. 

So  far  as  the  banks  are  concerned,  that  happened  in  this  crisis,  or 
in  this  depression.  The  banks  began,  after  business  declined  and 
customers'  loans  decreased,  to  send  their  money  to  New  York,  but 
the  market  Avas  in  such  condition  that  it  did  not  have  the  demand. 
It  did  not  offer  the  demand  for  the  money,  so  it  was  unused. 

Senator  Gore.  Bank  loans,  then,  ran  up  during  the  crisis. 

Mr.  Thomas.  Bank  loans  to  brokers  reached  the  peak  in  1930.  Of 
course,  that  does  not  mean  that  brokers'  loans  as  a  whole  reached  the 
peak,  because  the  loans  for  others  were  declining. 

Senator  Gore.  The  banks  stepped  in. 

Mr.  Thomas.  The  banks  stepped  in  and  increased  their  loans  dur- 
ing that  period. 
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The  close  relationship  between  our  banking  system,  the  central 
money  market,  and  stock  market  speculation,  brings  about  the  results 
that  Mr.  Goldenweiser  has  already  pictured  to  you.  It  makes  the 
most  iiuid  and  one  of  the  most  important  elements  in  our  credit 
supply  dependent  upon  the  results  of  stock  market  speculation.  If 
speculation  is  active  we  can  get  tremendous  expansion  in  credit.  If 
speculation  is  dull  we  get  a  contraction  of' credit.  If  speculation  is 
declining  we  get  a  contraction  of  credit.  An  expansion  of  credit 
temporarily  increases  j^urchasing  power.  A  contraction  of  credit 
decreases  the  volume  of  purchasing  power,  and  has  an  effect  upon 
the  business  situation. 

Of  course,  all  funds  loaned  on  the  stock  market  are  not  surplus 
funds  of  banks.  Banks  like  to  keep  a  certain  amount  of  funds  in 
liquid  secondary  reserves,  as  they  call  it.  They  like  to  keep  them 
there  always,  so  that  even  in  1928  and  1929  you  had  some  brokers' 
loans  by  banks  because  it  was  a  useful  way  of  keeping  money  tem- 
porarily. Banks  have  from  day  to  day  demands,  and  they  have  to 
withdraw  funds  quickly,  and  that  provides  a  very  useful  market 
for  them.  Then,  also,  the  New  York  banks  have  a  certain  definite 
customer  relationship  to  the  brokers,  sometimes  a  perfectly  under- 
standable and  legitimate  one,  and  they  feel  some  responsibility  for 
the  market.  For  instance,  at  the  end  of  the  month,  the  outside 
lenders,  the  outside  banks  particularly,  will  draw  their  funds  from 
call  loans  in  order  to  meet  certain  end-of-the-month  requirements. 
At  that  period  the  New  York  banks  will  come  in  and  take  the  place 
of  those  loans  and  will,  in  fact,  borrow  from  the  reserve  bank  for  a 
few  days  in  order  to  provide  that  stability  which  is  essential  in  any 
reasonable  market  operation. 

Senator  Gore.  Who  made  the  withdrawals  in  that  case? 

Mr.  Thomas.  Outside  banks.  Outside  banks  generally  have  a  lot 
of  payments  to  make  over  the  end  of  the  month.  They  will  withdraw 
funds  from  brokers'  loans  and  leave  them  on  deposit  for  a  few  days 
with  New  York  banks  so  that  brokers'  loans  with  outside  banks 
will  decline  for  a  few  days  at  the  end  of  the  month,  whereas  bankers' 
balances  held  by  New  York  City  banks  will  increase.  Then,  you 
might  say,  the  New  York  City  banks  will  take  those  funds  deposited 
with  them  and  lend  them  to  brokers.  It  is  simply  a  shift  of  practi- 
cally the  same  funds.  Also,  they  add  a  few  more,  because  brokers 
themselves  need  a  little  additional  money  at  the  end  of  the  month 
to  meet  perfectly  legitimate  and  temporary  end-of-the-month 
demands. 

Senator  Gore.  And  the  banks  meet  those  requirements  ? 

Mr.  Thomas.  The  banks  meet  those  requirements,  and  for  that 
short  period  of  time  will  borrow  from  the  Federal  Reserve  bank  for 
that  purpose. 

Senator  Gore.  These  loans  for  the  account  of  others  have  virtually 
vanished,  have  they  not? 

Mr.  Thomas.  They  have  virtually  vanished ;  yes.  There  are  a  few 
still  made  through  some  stock-exchange  houses — I  think  about 
$100,000,000. 

The  Chairman.  What  are  the  evils  or  vices  or  abuses  that  this  bill 
would  correct? 

Mr.  Thomas.  By  placing  larger  margin  requirements  that  would 
make  the  maro-in  business  more  difficult.     The  secret  of  the  whole 
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importance  of  the  stock  exchange  is  the  fact  that  in  this  country 
more  than  in  any  other  country  it  is  easier  to  trade  on  margin 
through  a  brokerage  house,  and  the  holding  of  this  large  volume 
of  small  margin  accouijts  makes  manipulation  and  pool  operations 
and  short  sellijng  and  ail  those  things  important  and  successful,  be- 
cause a  manipulator  can  go -in  and,  by  bidding  up  the  price  of 
stocks,  will  increase  the^  margins  that  are  held  by  small  traders, 
and  will  also  increase  their  optimism  and  enthusiasm  for  these  par- 
ticular stocks,  and  it  will  be  possible  for  them  to  go  in  and  pyramid 
on  the  basis  of  those  margins,  increasing  their  commitments,  and 
at  the  same  time  on  a  decline  they  can  go  in  and,  by  depressing  the 
price  of  stocks,  deplete  margins,  so  that  it  is  necessary — it  is  not 
voluntary  as  in  the  case  of  a  rise — it  is  absolutely  essential  in  the 
case  of  a  declining  market  for  these  small  traders  to  sell  out,  because 
their  margins  become  depleted,  and  that  intensifies  the  nature  of  the 
movement. 

Senator  Kean.  Yes,  but  if  your  margin  has  to  be  50  percent,  when 
the  customer  gets  to  49  percent  you  are  going  to  sell  him  out  ? 

Mr.  Thomas.  Yes.     A  fixed  margin  requirement 

Senator  Kean  (interposing).  It  is  just  the  same  whether  it  is 
80  percent  or  whether  it  is  50  percent  ( 

Mr.  Thomas.  If  that  is  followed,  that  jjractic-e,  that  v^ould  be 
true. 

Senator  Kean.  But  under  the  law  you  have  got  to  follow  that 
practice. 

Mr.  Thomas.  Not  necessarily. 

The  Chairman.  We  have  not  heard  much  complaint  about  the 
requirement  here  of  60  percent,  because  the  suggestion  generally  is 
that  40  percent  would  be  better,  high  enough. 

Mr.  Thomas.  Forty  percent  margin,  you  mean? 

The  Chaiuman.  Yes. 

Mr.  Thomas.  Well,  it  makes  some  difference,  because  of  the  amount 
of  cash  that  has  to  be  ])ut  up.  But  Senator  Kean  is  correct  that  a 
fixed,  inflexible  margin  requirement  would  force  selling  in  the 
same  way.  But  if  this  requirement  is  applied  at  the  time  the  loan 
is  made,  the  commission  can  no  doubt  nudve  certain  i-egulations  re- 
garding what  time  the  customer  should  be  sold  out.  It  gives  him 
a  much  larger  cushion  than  lie  had  before. 

Senator  Kean.  Yes,  but  the  point  of  this  business  is  that  today 
we  have  testimony — and  I  think  it  is  practically  true — that  ail 
through  this  decline  there  has  not  been  a  dollar  lost  on  stock  ex- 
change collateral  loans. 

Mr.  Thomas.  Oh,  yes. 

The  Chairman.  Yes. 

Mr.  Thomas.  There  has  not  been  a  dollar  lost. 

Mr.  Pecora.  Has  not  been  a  dollar  lost  on  call  loans. 

Senator  Kean.  That  is  what  I  mean. 

Mv.  Thoimas.  There  has  not  been  a  <lollar  lost  on  brokers'  loans. 

Senator  Kean.  Therefore,  increasing  tlie  margin  has  been  ample 
as  far  as  protecting  the  banks. 

Mr.  Thomas.  Yes;  that  is  exactly  true,  so  far  as  the  protection  is 
concerned. 
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Senator  Barkley.  Of  course,  that  comes  about  in  part,  if  not  in 
whole,  by  reason  of  the  fact  that  before  the  margin  is  exhausted  a 
broker  sells  a  man  out  and  he  uses  the  money  to  pay  the  bank. 

Senator  Kean.  Of  course. 

Mr.  Pecora.  It  protects  the  bank,  but  it  does  not  protect  the  in- 
vestor. 

Mr.  Thomas.  There  are  two  points  that  I  can  make  on  that.  Sen- 
ator :  One  is  that  the  very  safety  of  the  brokers'  loans  is  responsible 
for  the  lack  of  safety  of  some  of  the  bank  loans.  Suppose  the  banks 
which  had  a  certain  amount  of  collateral  loans  to  their  customers 
and  also  sold  out  their  customers  at  the  same  time  the  brokers  did 
with  the  same  impunity;  the  brokers  would  not  have  come  out  so 
fortunately. 

Senator  Kean.  Maybe  not. 

Mr.  Thomas.  It  is  the  very  fact  that  the  brokers  do  build  up  these 
large  margin  requirements  and  sell  them,  out  so  quickly  that  en- 
dangers the  whole  situation. 

And  the  second  point  that  I  would  make  is  that  the  thing  we 
would  want  to  safeguard  against  is  the  building  up  of  these  tremen- 
dous margin  commitments  to  the  position  where  they  become  impor- 
tant. A  certain  amount  of  margin  trading  is  not  unsound.  It  is  the 
rapid  expansion  and  contraction  of  these  margin  commitments  which 
is  unsound,  and  if  the  customer  has  a  fairly  safe  cushion  of  protec- 
tion, the  broker  will  not  be  so  quick  about  selling  him  out,  and  it 
will  provide  some  stability  to  the  market. 

Senator  Kean.  I  am  not  sure  but  what  the  broker  under  those  cir- 
cumstances would  not  be  liable  for  the  losses. 

Mr.  Thomas.  There  would  not  be  any  losses  to  the  customer. 

Senator  Kean.  Oh,  yes;  there  would. 

Mr.  Thomas.  Unless  the  margin  was  fully  depleted. 

Senator  Kean.  Suppose  a  man  bought  a  hundred  shares  of  New 
York  Central  and  put  up  50  percent  margin  and  New  York  Central 
was  selling  at  par,  and  he  put  up  50  percent  margin,  and  the  require- 
ments were  50  percent  margin,  and  then  it  went  to  49  and  he  did 
not  sell  him  out  and  it  went  to  40.  Why  wouldn't  the  customer  have 
a  claim  there  ? 

Mr.  Thomas.  I  should  not  think  so. 

Senator  Kean.  I  should. 

Senator  Barkley.  I  was  just  going  to  ask  you  this  question,  which 
you  partly  answered  by  stating  that  you  think  a  certain  amount  of 
marginal  trading  is  not  unsound :  Do  you  think  that  any  amount  of 
pyramiding  is  unsound,  or  what  is  your  reaction  to  that?  For  in- 
stance, if  a  man  buys  a  hundred  shares  of  stock  selling  at  50  and 
he  is  required  to  put  up  50  percent,  which  is  $2,500,  and  it  goes  up, 
we  will  say,  to  70.  and  as  it  goes  up  he  jn-otects  himself  by  stop-loss 
orders.  Do  you  think  that  in  a  case  like  that  he  ought  not  to  be 
permitted  to  use  his  profits  to  buy  more  stock  if  he  wanted  to? 

Mr.  Thomas.  Well,  personally  I  haven't  any  objection  to  that  prac- 
tice as  a  single  case.  I  am  not  trying  to  deal  with  that  particular 
aspect  of  the  situation.  But  what  I  am  saying  is  that  a  general 
movement  in  that  direction  is  unsound,  since  it  rapidly  increases 
the  credit  supply  of  the  country  in  such  a  way  as  to  give  a  false 
stimulus  to  business  and  to  such  an  extent  that  it  must  be  liquidated 
sooner  or  later. 
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Senator  Gore.  Speculative  profits  are  pretty  easily  used  in  further 
speculation  ? 

Mr.  Thomas.  Yes,  sir. 

Senator  Barkley.  Presumably,  the  increase  in  the  market  require- 
ments is  intended  to  keep  the  little  felloAv  out,  protect  him  against 
the  putting  in  of  a  little  dab  of  mone}^  and  losing  it.  Of  course,  if 
he  has  got  enough  to  buy  anything  at  all  he  can  still  deal  when  he 
would  buy  less;  instead  of  buying  200  shares  he  might  buy  100. 

Mr.  Thomas.  Yes. 

Senator  Barkley.  The  only  way  to  keep  the  small,  man  out  of 
the  market  is  to  require  him  to  pay  cash.  If  he  hasn't  got  the  cash 
enough  to  pay  for  the  amount  of  stock,  why,  he  would  not  be  able 
to  go  in. 

Mr.  Thomas.  He  could  borrow  from  his  bank. 

Senator  Barkley.  He  might  borrow  from  his  bank — that  is,  he 
"  used  to  could."  [Laughter.]  I  don't  know  how  long  it  is  going 
to  be  before  he  will  be  able  to  do  it  again. 

Senator  Gore.  Let  me  ask  you  this  in  connection  with  what  Sen- 
ator Barkley  has  just  asked  you :  "What  I  have  in  mind  is  the  eight- 
eenth amendment.  Suppose  Ave  make  this  margin  requirement  60 
percent.  A  man  cannot  buy  on  a  big  or  small  scale  unless  he  puts 
up  60  percent  margin.  Is  there  anything  in  this  bill  to  prevent 
some  fellow  from  hovering  around  in  the  shadows  and  operating  as 
an  intermediary'^  between  the  little  fellow  who  wants  to  buy  on  a 
10  or  15  percent  margin  and  the  big  fellow  who  wants  to  buy  on  a 
margin  according  to  the  laAv.  Would  there  be  bootlegging  around 
the  corner?     Can  you  stop  that? 

Mr.  Thomas.  I  am  not  sure  about  that,  Senator.  I  have  not 
looked  into  the  bill  carefully  enough  to  see  that  that  could  be  done. 

Senator  Gore.  I  do  not  see  how  it  could  be  possible.     It  may  be. 

Mr.  Thomas.  Well,  the  thing  is  that  the  bootlegger  would  not 
have — ^.should  not  have — as  free  access  to  the  banking  system  as  a 
reputable  brokerage  house  has  now- 

Senator  (tore.  That  is  true.  Some  men  have  a  good  deal  of  re- 
sources of  their  own,  who.  with  a  good  margin  of  surplus,  might 
operate  in  that  fashion — like  these  rackets  that  are  organized. 

Mr.  Thomas.  Yes,  but  probably  you  could  not  get  it  up  to  any- 
thing like  as  large  proportion  as  it  has  been. 

Senator  Gore.  I  sometimes  donbt.  Mr.  Thomas,  whether  yoii  can 
j)rotect  the  fool  against  his  foil)'. 

Mr.  Thomas.  Yes,  sir.  I  liave  an  idea  that  is  true,  Senator,  and 
for  that  reason 

Senator  Gore  (interposing).  He  will  do  it  somehow. 

Mr.  Thomas.  For  that  reason  I  would  attempt  to  control  the  mag- 
nitude and  the  wide  fluctuations. 

Senator  Gore.  You  mean  the  number  of  the  fools  and  the  extent 
to  which  thej^  are  permitted  to  operate.  If  you  do  that,  you  are 
striking  at  the  root  of  the  evil. 

Mr.  Tho]mas.  Yes. 

Senator  Barkley.  In  normal  times  my  observation  has  been,  by 
watching  the  papers  and  keeping  fairly  well  informed  about  the 
movement  of  securities,  that  there  are  certain  very  large  number  of 
stocks,  I  would  say  the  majority,  that  do  not  have  wide  fluctuations 
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from  day  to  day  but  are  fairly  well  stabilized,  and  my  information  is 
that  New  York  Stock  Exchange  houses  require  a  smaller  margin  in 
those  cases  because  there  is  less  liability  of  having  to  sell  out  a 
customer  in  order  to  protect  themselves,  and  they  require  a  larger 
margin  in  case  of  volatile  shares  that  are  liable  to  go  up  10  or  down 
10  ])oints  a  day  or  Avithin  a  week.  Would  you  leave  any  flexibility 
in  the  laAv  so  as  that  the  Stock  Exchange  could  continue  to  fix  some 
relative  margin,  depending  upon  the  character  of  the  stock? 

Mr.  Thomas.  That,  Senator,  I  think,  is  the  beauty  of  the  par- 
ticular margin  provision  in  this  bill,  that  with  stocks  that  are  rela- 
tively stable  or  which  have  not  fluctuated  very  widely,  you  can 
borrow  up  to  80  percent  of  which  might  be  up  to  very  close  its 
present  value  in  the  market.  On  those  more  volatile  stocks  they 
can  borrow  only  up  to  40  percent  of  the  market  or  80  percent  of  the 
lowest  price,  which  does  provide  a  larger  cushion  in  the  case  of  the 
more  volatile  stocks.     It  is  an  automatic  thing. 

Senator  Barkley.  In  the  case  of  a  stock  which  had  gone  down 
to  $20  a  share  within  the  last  3  years,  if  a  man  wanted  to  put  up  a 
margin  on  that  under  this  bill,  he  could  buy  that  stock  by  putting 
up  $4  a  share,  although  it  is  selling  now  at  40? 

Mr.  Thomas.  If  it  has  been  to  $20,  yes;  he  could  buy  it  with  $4. 

Senator  Barkley.  He  could  borrow  within  80  percent  of  the 
lowest  price? 

Mr.  Thomas.  Yes. 

Senator  Barkley.  Which  would  be  $16  a  share,  although  that 
stock  is  now  selling  at  40  or  50  ? 

Mr.  Thomas.  Well,  if  it  is  selling  at  50  he  could  borrow  $20  on 
it ;  if  it  is  selling  at  40,  he  could  borrow  exactly  the  same.  He  could 
borrow  $16  on  it  if  the  lowest  price  is  20  and  its  market  is  40.  If 
it  goes  up  above  40,  he  can  borrow  an  increasing  amount  on  it. 

Senator  Barkley.  Of  course,  that  would  not  necessarily  tend  to 
keep  the  little  fellow  out. 

Mr.  Thomas.  No. 

Senator  Barkley.  If  he  could  put  up  $4  a  share  on  a  stock  that 
had  been  down  to  as  low  as  20  and  was  up  at  40  now.  He  really 
would  be  able  to  buy  it  on  a  smaller  margin  than  he  can  now,  accord- 
ing to  the  regulations  of  the  stock  exchange. 

Mr.  Thomas.  It  would  decrease  the  amount  of  credit  expansion 
that  you  could  get  on  the  basis  of  a  given  amount  of  stocks,  and 
also  decrease  the  rate  of  increase  in  that  credit  as  prices  rose.  A 
man  would  have  to  put  up  more  money  constantly. 

Senator  Kean.  What  would  he  have  to  put  up  if  the  stock  went  to 
70  ?  According  to  Senator  Barkley  he  could  buy  it  for  $4  now,  on  a 
$4  margin,  if  it  is  selling  at  40.    Is  that  right? 

Mr.  Thomas.  He  could  buy  it  by  borrowing  $16  on  it  selling  at  40. 
Selling  at  70  he  could  borrow  $28  on  it,  which  would  give  him  a 
margin  of  42. 

Senator  Kean.  I  am  talking  about  the  margin  the  customer  would 
have  to  put  up. 

Mr.  Thomas.  Yes.     Giving  him  a  margin  of  42  selling  at  70. 

Senator  Kean.  Have  to  put  up  42? 

Mr.  Thomas.  Have  to  put  up  $42. 

Senator  Kean.  For  each  share,  you  mean? 

Mr.  Thomas.  For  each  share;  yes. 
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Senator  Kean.  Then  if  it  went  up,  why,  he  could  not  afford  to 
hold  it, 'could  he? 

Mr.  Thomas.  Well,  he  would  not  have  to  put  up  any  more  if  it 
went  up.    That  gives  him  more  margin,  if  it  went  up. 

Senator  Barklet.  Of  course,  if  it  went  up  he  would  not  have  to 
put  up  any  more  money. 

Mr.  Thomas.  He  can  borrow  always  40  percent.  He  could  borrow 
money  on  it.    He  could  draw  some  out. 

The  Chairmax.  Is  there  anything  else,  Mr.  Thomas? 

Senator  Gore.  I  wish  you  would  state  a  case  a  little  more  in  detail, 
carry  it  through  under  those  operations. 

Mr.  Thomas.  Exactly  how  these  margin  provisions  would  operate? 

Senator  Gore.  Yes,  sir;  that  you. have  just  been  discussing. 

Senator  Barkley.  Of  the  bill. 

Senator  Gore.  Yes ;  get  it  in  the  record  in  a  completed  3tatement. 

Mr.  Thomas.  Maybe  someone  who  is  more  familiar  with  com- 
mission-house practice  could  do  it  better  than  I. 

Senator  Gore.  Oh,  yes;  all  right. 

Mr.  Thomas.  I  could  give  you  a  general  picture  of  it. 

The  Chairman.  We  are  much  obliged  to  you,  Mr.  Thomas.  We 
will  wait  until  tomorrow  to  call  Mr.  Corcoran.  The  committee  will 
now  take  a  recess  until  10  o'clock  tomorrow  morning. 

(Accordingly,  at  4 :  25  p.m.,  the  committee  adjourned  until  10 
o'clock  on  the  following  morning.) 
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TUESDAY,  FEBRUARY  27,    1934 

United  States  Senate, 
Committee  on  Ranking  and  Currency, 

Washington^  D.C. 

The  committee  met  at  10  a.m.,  pursuant  to  adjournment  on  yes- 
terday, in  room  301  of  the  Senate  Office  Building,  Senator  Duncan 
U.  Fletcher  presiding. 

Present:  Senatoi"s  Fletcher  (chairman),  Barklev,  Bulkley,  Gore, 
Reynolds,  Byrnes,  McAdoo.  Goldsborough,  Carey,  and  Kean. 

Present  also :  Ferdinand  Pecora,  counsel  to  the  committee ;  Julius 
Silver  and  David  Saperstein,  associate  counsel  to  the  committee, 
and  Frank  J.  Meehan.  chief  statistician  to  the  committee;  also 
Roland  L.  Redmond,  counsel  to  the  Xew  York  Stock  Exchange. 

The  Chairman.  The  committee  will  come  to  order.  Now,  Mr. 
Corcoran,  will  you  please  state  your  name,  place  of  residence,  and 
occupation. 

STATEMENT  OF  THOMAS  GARDINER  CORCORAN,  IN  THE  OFFICE 
OF  COUNSEL  FOR  THE  RECONSTRUCTION  FINANCE  CORPORA- 
TION, WASHINGTON,  D.C. 

Mr.  Corcoran.  My  name  is  Thomas  Gardiner  Corcoran.  I  am 
in  the  office  of  counsel  for  the  Reconstruction  Finance  Cor^joration 
here  in  AVashington.  but  I  w}i,nt  it  fully  understood  that  I  do  not 
speak  for  the  Reconstruction  Finance  Corporation. 

The  Chairman.  We  understand  that.  Are  you  familiar  with  the 
bill  the  committee  has  under  consideration,  S.  2693? 

Mr.  Corcoran.  Yes;  Senator  Fletcher.  I  am  one  of  the  persons 
whom  Mr.  Landis  called  in  to  help  on  the  drafting  of  the  bill  after 
you  requested  of  him  that,  in  cooperation  with  Mr.  Pecora  and 
members  of  his  staff,  a  bill  be  prepared  for  you. 

Mr.  Pecora.  Mr.  Chairman,  might  I  interrupt  Mr.  Corcoran  for 
just  a  moment? 

The  Chairman.  Certainly. 

Mr.  Pecora.  Mr.  Redmond,  can  you  have  available  for  us  here  in 
the  next  day  or  two  the  minute  books  of  the  committee  on  business 
conduct  the  confei-ence  committee,  the  governing  committee,  and  the 
law  committee  of  the  New  York  Stock  Exchange? 

Mr.  Redmond.  We  will  produce  them  here  if  you  wish? 

Mr.  Pecora.  All  right,'  please  do  so.  And  the  balance  sheets  and 
operating  statements  of  the  New  York  Stock  Exchange  for  the  last 
3  years. 

Mr.  Redmond.  For  what  term? 
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Mr.  Peccra.  For  the  last  3  years,  of  the  New  York  Stock  Exchange 
and  its  affiliated  and  associated  corporations. 

Mr.  Redmond.  I  do  not  know  whether  such  balance  sheets  exist. 

Mr.  Pecora.  How  about  the  treasurer's  reports  of  such  corpora- 
tions ? 

Mr.  Redmond.  Yes,  they  exist. 

Mr.  Pecora.  But  there  is  no  consolidated  balance  sheet  for  the 
associated  and  affiliated  corporations? 

Mr.  Redmond.  There  may  be,  but  only  as  filed  with  the  Federal 
income  tax  authorities,  and  that,  of  course,  is  a  privileged  docu- 
ment. 

Mr.  Pecora.  Well,  whatever  the  treasurer's  reports  are,  that  those 
associated  and  affiliated  corporations  made,  we  should  like  to  have. 

Mr.  Redmond.  We  will  produce  those,  of  course,  before  the  com- 
mittee. We  feel  that  they  are  confidential  papers  and  should  be 
produced,  if  required  by  the  committee,  in  open  hearing. 

Mr.  Pecora.  That  is  what  we  want  them  for,  for  the  connnittee 
in  open  hearing. 

Mr.  Redmond.  All  right. 

Mr.  Pecora.  And  then  there  is  a  special  report  of  the  secretary  of 
the  committee  on  publicity  of  the  New  York  Stock  Exchange,  which 
was  acted  upon  at  a  meeting  of  that  committee  held  on  April  21, 
1931. 

Mr.  Redmond.  Suppose  I  make  a  note  of  these  things? 

Mr.  Pecora.  All  right.    Please  do  so. 

Mr.  Redmond.  April  21,  1931,  did  you  say? 

Mr.  Pecora.  Yes. 

Mr.  Redmond.  All  right.  And  now  you  say  you  want  the  minutes 
of  the  business  conduct  committee,  the  conference  committee,  the 
governing  committee,  and  what  else  was  it? 

Mr.  Pecora.  The  law  committee. 

Mr.  Redmond.  There  are  no  minutes  of  the  law  committee. 

Mr.  Pecora.  Then,  of  course,  they  cannot  be  reproduced. 

Mr.  Redmond.  I  think  I  now  have  a  memorandum  of  what  you 
request. 

Mr.  Pecora.  And  the  operating  statements  or  balance  sheets  of 
the  New  York  Stock  Exchange  and  its  affiliated  or  associated  cor- 
porations. 

Mr.  Redmond.  All  right.    I  have  a  memorandum. 

The  Chairman.  Mr.  Whitney,  do  you  desire  to  have  Mr.  Redmond 
appear  as  counsel  for  the  New  York  Stock  Exchange  at  these  hear- 
ings and  to  take  such  part  as  he  may  see  fit  to  take  in  the  hearings? 

Mr.  Whitney.  If  you  please.  Senator  Fletcher. 

The  Chairman.  Without  objection,  that  will  be  agreed  to.  So, 
Mr.  Redmond,  you  may  be  here  at  the  table. 

Mr.  Redmond.  I  will  take  a  seat  down  here  beyond  the  person 
appearing,  if  I  may. 

The  Chairman.  Yes;  as  the  representative  of  the  New  York 
Stock  Exchange. 

Mr.  Redmond.  All  right.    I  thank  you. 

The  Chairman.  Now,  Mr.  Corcoran,  you  may  proceed.  Please 
take  up  the  bill  and  explain  it  to  us,  and  let  us  see  if  the  members 
of  the  committee  understand  its  provisions.     It  has  been  published, 
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but  we  would  like  to  have  it  explained,  and  how  we  may  expect  it 
to  accomplish  the  results  aimed  at. 

Mr.  Corcoran.  I  understood,  Senator  Fletcher,  that  that  was  what 
you  wanted  me  to  do,  to  explain  the  bill,  the  ideas  behind  the  bill, 
and  to  try  to  illuminate  some  of  the  objections  that  have  been  made 
to  the  bill. 

Senator  Barkley.  May  I  ask  you  whether  you  assisted  in  the 
preparation  of  the  bill? 

Mr.  Corcoran.  Yes;  I  did,  Senator  Barkley.  This  bill  was  pre- 
pared at  Senator  Fletcher's  request  by  the  cooperation  of  two  groups : 
Mr.  Pecora's  group,  who  have  been  carrying  on  the  investigation 
before  this  committee,  and  Mr.  Landis'  group.  Mr.  Landis  is  one 
of  the  commissioners  of  the  Federal  Trade  Commission.  Senator 
Fletcher  asked  Mr.  Landis  to  prepare  a  bill  in  combination  with  Mr. 
Pecora's  group,  and  Mr.  Landis  asked  me,  along  with  some  others,  to 
help  him  on  the  bill.  One  of  us  is  at  the  House  this  morning,  and 
Senator  Fletcher  has  asked  that  I  come  over  and  simply  try  to 
explain  what  the  bill  is  about. 

Senator  Barkley.  I  just  wanted  to  get  your  connection  with  the 
bill,  so  that  I  might  understand  the  situation  and,  so  to  speak,  qualify 
you  as  an  expert  witness  on  it. 

Mr.  Corcoran.  I  do  not  think  anyone  is  an  expert  on  stock  ex- 
changes. 

Senator  Barkley.  I  know  a  lot  of  people  who  wished  they  were 
or  that  they  had  been. 

Mr.  Corcoran.  Perhaps  so. 

Mr.  Pecora.  And  there  are  people  who  thought  they  were  experts 
but  who  now  wish  they  had  not  thought  so. 

Mr.  Corcoran.  I  once  thought  so.  but  I  no  longer  do. 

Senator  Barkley.  All  right. 

Mr.  Corcoran.  There  are  49  pages  of  this  bill,  and  there  is  a  great 
deal  of  technical  language  in  it  relating  to  stock-exchange  practices 
and  to  corporate  practices,  as  there  must  be  on  any  subject  of  this 
kind.  There  is,  however,  a  very  definite  structure  in  the  bill  in 
the  shape  of  provisions  aimed  at  four  general  fields  of  operation 
which  you  must  reguhite  if  you  are  going  to  do  a  thorough  job 
of  regulating  stock  exchanges. 

There  are,  first  of  all,  provisions  relating  to  the  control  of  the 
credit  that  gets  into  the  stock  market,  to  the  field  which  Dr.  Golden- 
weiser  and  Mr.  Thomas  discussed  with  you  j^esterday.  In  this  con- 
nection there  are  provisions  relating  to  borrowing  by  brokers  to 
finance  their  own  operations  and  to  finance  their  customers'  opera- 
tions. Then  the  bill  tries  to  get  at  the  same  problem,  of  borrowed 
money  in  the  stock  market,  by  regulating  the  loans  which  individuals 
may  obtain  from  brokers  or  from  banks  to  carry  securities. 

A  second  group  of  provisions  in  the  bill  relates  to  the  protection 
of  investors  from  evils  in  the  stock  market  machiner}-  as  presently 
set  up,  from  manipulations,  and  from  what  is  considered  to  be  the 
evil  of  the  combination  of  the  functions  of  the  broker  who  executes 
orders  on  commission  for  customers,  and  of  the  dealer  who  is  trading 
in  securities  for  his  own  account  and  has  something  of  his  own  to  sell 
to  the  same  man  from  whom  he  is  taking  an  order  as  a  broker. 


6466  STOCK    EXCHANGE    PRACTICES 

The  problem  of  the  specialist  conies  under  that  general  category,, 
that  is  the  group  of  provisions  designed  to  protect  investors  from 
existing  evils  of  the  market  machinery;  and.  likewise,  under  that 
heading  fall  the  provisions  for  control  by  a  Government  commission 
over  the  actual  practices  of  stock  exchanges. 

Then  there  is  a  third  group  of  provisions,  designed  to  protect  in- 
vestor in  the  market  from  ignorance  and  from  exploitation  by  cor- 
porate insiders.  Lack  of  information  on  the  part  of  investors  and 
igiK nance  of  what  they  are  buying  is  one  of  the  real  factors  in  con- 
nection with  that  speculation  the  President  talked  about  in  his 
message. 

And  then  there  is  a  fourth  group  of  provisions,  designed  to  regu- 
late the  over-the-counter  market  in  unlisted  securities,  to  protect 
listed  securities  from  having  the  provisions  of  this  law  so  burden- 
some on  them  that  a  corporation  with  unlisted  securities  will  be  in 
a  preferable  position. 

Now,  these  provisions  have  been  worked  out  with  the  best  advice 
we  have  been  able  to  obtain  here  in  Washington.  The  provisions 
with  reference  to  control  of  credit  were  worked  out  in  consul- 
tation with  the  best  men  we  could  find  to  work  on  that  matter  in 
the  Federal  Reserve  Sj'stem.  The  provisions  for  the  protection  of  in- 
vestors from  evils  in  market  machinery  were  worked  out  largely  by 
Mr.  Pecora's  staff,  who  are  probably  the  best-informed  men  in  the 
United  States  on  that  subject  at  the  present  time. 

The  provisions  for  tlie  protection  of  investors  in  the  market  from 
corporate  insiders,  particularly  insofar  as  corporate  publicity  is 
concerned,  were  worked  out  with  the  help  of  the  manager  of  one  of 
the  biggest  investment  trusts  in  New  York  City,  a  professional  in- 
vestor who  invests  for  20,000  stockholders,  and  who  testified  before 
the  House  committee. 

Senator  Barkley.  Who  was  that? 

Mr.  Corcoran.  A  man  named  Presley.  I  have  a  newspaper  release 
of  his  which  I  will  try  to  read  into  the  record  a  little  later  on.  The 
probley  of  handling  the  over-the-counter  market  is  one  on  which  we 
consulted  many  brokers  in  New  York.  Likewise  the  problem  of 
regulating  the  stock  exchange  machinery. 

Within  the  limitations  as  to  the  time  that  could  be  put  on  a 
bill  like  this,  I  really  think  the  field  has  been  fairly  well  covered. 
Of  course,  in  any  bill  produced  to  order  there  will  be  some  errors  in 
language  that  need  to  be  corrected.  And  I,  no  more  than  anyone 
else  who  worked  on  the  drafting  of  the  bill,  am  here  to  say  that  this 
is  something  perfect  in  the  last  detail. 

Now,  there  has  been  a  great  deal  of  criticism  of  the  bill  that 
it  is  too  drastic,  that  it  goes  surprisingly  far ;  but  you  must  remem- 
ber that  if  you  are  going  to  tackle  the  problem  of  regulating  stock 
exchanges,  and  all  the  implications  of  stock  exchange  operations, 
and  of  the  flow  of  credit  from  the  savings  of  the  average  investor 
into  corporate  financing,  and  the  problem  of  handling  decent  pub- 
licity for  the  investor  in  connection  with  all  the  intricacies  of  cor- 
jyoration  finance,  you  have  a  job  which  is  so  big  that  unless  you  do 
it  right  you  might  just  as  well  not  attempt  to  do  it  at  all. 

The  criticism  which  has  been  made  of  the  bill,  that  it  gives  too 
groat  powers  to  an  administrative  commission,  does  not  Take  into 
consideration  the  fact  that  the  commisison  which  is  given  this  job 
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IS  given  a  job  of  regulating  the  most  powerful  single  institution 
in  the  United  States,  an  institution  which  with  all  its  connections 
cannot  be  expected  tamely  to  submit  to  regulation  when  you  pass 
this  bill  or  any  other  bill,  that  you  will  have  constant  pressure  on 
any  organization  set  up  to  regulate  an  institution  as  powerful  as 
the  Stock  Exchange  and  and  the  roots  of  invested  interests  in  which 
run  as  deep  as  in  the  case  of  the  Stock  Exchange ;  that  you  are  always 
going  to  have  pressure  on  any  administrative  commission  in  such 
a  case. 

Really,  to  say  that  the  Congress  should  put  a  conunission  without 
very  large  powers  in  charge  of  the  regulation  of  stock  exchanges, 
would  be  like  advising  that  one  put  a  baby  into  a  cage  with  a  tiger 
to  regulate  the  tiger.  For  a  commission  must  have  full  powers  or 
the  stock  exchanges  and  the  forces  allied  with  the  stock  exchanges, 
which  are  supposedly  being  regulated,  will  actually  regulate  the 
regulators. 

There  is  one  other  matter  which  I  think  we  ought  to  discuss 
before  we  get  into  a  detailed  report  on  the  bill.  This  bill  is  in  a 
sense  the  third  report  on  this  subject  that  has  come  out  within 
the  year.  There  was  an  earlier  report  of  a  committee  headed  by 
the  Secretary  of  Commerce,  known  as  the  ''  Dickinson  report  '\ 
which  the  President  sent  to  both  Houses  of  Congress  without  com- 
ment. Then  there  is  another  report  that  was  worked  out  by  a 
staff  of  30  market  specialists  and  investigators,  under  the  auspices 
of  the  Twentieth  Century  Fund,  which,  I  understand,  will  be  released 
in  full  in  the  papers  tomorrow  morning,  and  which  has  been  released 
piecemeal  in  newspaper  reports  since  about  the  9th  of  February. 
The  Twentieth  Century  Fund  is  governed  by  a  board  of  trustees 
that  includes  men  you  certainly  would  not  call  radical.  Newton  D. 
Baker  is  a  member  of  the  board,  as  well  as  Owen  Young  of  the  Gen- 
eral Electric  Co.,  Henry  Bruere  of  the  Bowery  Savings  Bank.  John 
Fahey,  chairman  of  the  Home  Loan  Bank  System,  Henry  Dennison 
of  the  Industrial  Advisory  Board  of  the  N.R.A.,  and  several  others. 
The  director  of  the  investigation  resulting  in  this  particular  set  of 
reports  is  Evans  Clark.  Some  of  the  ideas  of  that  committee  were 
used  in  the  preparation  of  this  bill,  and  you  will  find  that  on  many 
of  the  very  controversial  points  this  supposedly  impartial  expert 
committee,  who  have  made  the  most  thorough  investigation  made 
this  year  of  market  o])erations,  agree  with  this  bill,  contrary  to  the 
arguments  of  the  stock  exchange. 

There  is  one  other  thing  we  ought  to  remember  before  we  go 
into  a  detailed  discussion  of  the  bill.  Normally  when  you  think 
of  a  stock  exchange  you  think  of  the  New  York  Stock  Exchange. 
Just  remember  that  there  are  many  other  stock  exchanges  beside 
the  New  York  Stock  Exchange.  I  do  not  know  how  many  there 
are,  but  there  is  a  stock  exchange  in  practicall}'  every  impoi'tant  city 
in  the  United  States.  The  New  York  Stock  Exchange  is  so  far  ahead 
of  these  other  stock  exchanges,  in  its  rules  and  regulations,  with  few 
exceptions,  that  there  is  almost  no  comparison,  and  many  of  the  pro- 
visions of  this  bill  that  might  not  seem  absolutely  necessary  if  you 
were  dealing  only  with  the  New  York  Stock  Exchange,  and  if  you 
were  sure  that  the  reform  of  the  New  York  Stock  Exchange  would 
go  on  at  a  sufficiently  accelerated  pace,  become  absolutely  necessary 
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when  you  are  dealing  with  the  standards  of  the  smaller  stock  ex- 
changes in  other  cities  of  the  country.    Now,  if  we  may  go  on 

Senator  Barkley  (interposing).  Let  me  ask  you  a  question  right 
there.  These  local  stock  exchanges  that  you  are  speaking  of  deal 
very  largely  in  local  stocks,  don't  they? 

Mr.  Corcoran.  Yes. 

Senator  Barkley.  And  there  is  not  usuall}^  that  feverish  enthu- 
siasm and  impatience  and  expectation  and  deferred  Hd]?fe*»i'n' connec- 
tion with  such  local  exchanges  because  of  their  limitations  and  the 
limited  number  of  stocks  listed,  that  pertain  to  the  New  York  Stock 
Exchange. 

]\Ir.  Corcoran.  That  is  true.  Of  course,  one  difficulty  with  the 
small  exchanges  is  that  they  were  used  unfairly  as  a  method  of 
qualifying  securities  under  blue-sky  laws.  Blue-sky  laws  in  some 
States  regulating  the  distribution  of  securities  were  rather  onerous. 
You  really  had  to  do  sometliing  in  order  to  qualify  before  the  State 
blue-sky  commission,  and  under  the  pressure  that  was  always  pres- 
ent in  the  distribution  of  a  big  issue  of  securities,  there  was  neither 
the  inclination  nor  the  time  to  satisfy  the  blue-sky  commissioner  of 
some  of  these  marketing  States  on  some  of  these  matters.  They 
really  wanted  to  know  something  about  the  securities  before  they 
would  permit  them  to  be  sold  within  the  State.  The  favorite  device 
was,  therefore,  for  some  second-rate  stock  exchange,  within  the 
borders  of  the  State,  to  go  to  the  legislature  of  the  State  and  obtain 
an  exemption  from  the  blue-sky  laws  of  the  State  for  issues  listed 
on  that  stock  exchange.  Then  the  issue  could,  by  listing  the  stock 
with  the  second-rate  stock  exchange,  duck  the  blue-sky  law  of  the 
State.  Small  exchanges  were  also,  unfortunately,  used  merely  as  a 
place,  although  there  was  practically  no  trading,  on  which  a  quota- 
tion could  be  established  in  order  to  help  the  salesmen  of  securities, 
which  could  not  be  listed  on  the  big  stock  exchanges,  so  that  they 
could  go  to  their  customers  and  say :  "  See.  This  is  a  listed  stock. 
There  is  a  quotation." 

Senator  Barkley.  To  what  extent  are  the  local  stock  exchanges 
regulated  by  the  laws  of  the  States  in  which  they  are  located,  if 
at  all? 

Mr.  Corcoran.  Not  very  much. 

Senator  Barkley.  Is  there  any  law  in  anj^  of  them  which  provides 
that  no  stock  shall  be  listed  unless  it  passes  through  the  blue-sky 
process  ? 

Mr.  Corcoran.  No. 

Senator  Barkley.  They  can  list  any  stock,  whether  it  has  been 
approved  by  the  State  authorit^^  or  not? 

Mr.  Corcoran.  It  is  very  difficult  for  the  States  to  regulate  stock 
exchanges.     You  cannot  very  well  regulate  the  home  team,  you  know. 

The  Chairman.  They  claim  that  they  do  an  intrastate  business 
and  not  an  interstate  business. 

Mr.  Corcoran.  Well,  sir.  even  before  the  Congress  acts,  of  course 
any  attempt  by  a  State  to  regulate  a  stock  exchange  finds  itself  sub- 
ject to  a  certain  degree  of  political  pressure,  brought  on  State  legis- 
latures, through  local  interests.  You  cannot  expect  effective  leg- 
islation of  stock  exchanges  from  within  the  State  itself. 
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The  Chairman.  They  are  ahnost  obliged  to  do  an  interstate  busi- 
ness, aren't  they? 

Mr.  Corcoran.  Yes,  sir. 

The  Chairman.  And  they  cannot  succeed  in  the  conduct  of  inter- 
state business  without  the  postal  regulations  being  involved. 

Mr.  Corcoran.  That  is  true  of  the  very  large  exchanges,  although 
it  would  not  be  true  in  the  case  of  the  small  exchanges,  such  as 
Senator  BaHvley  spoke  about  a  moment  ago,  because  in  the  case  of 
the  small  exchanges  they  do  a  great  proportion  of  their  business 
in  local  securities. 

Senator  Barkley.  To  what  extent  does  the  New  York  Legislature 
attempt  to  regulate  the  New  York  Stock  Exchange  ? 

Mr.  Corcoran.  Very  little;  there  is  regulation  which  has  been 
incorporated  in  this  bill  and  to  which  Mr.  Whitney  makes  no  objec- 
tion, concerning  the  hypothecation  of  stocks  of  customers.  13ut 
there  is  veiT  little  regulation,  or  at  least  I  think  this  is  right,  of  the 
New  York  Stock  Exchange  under  the  New  York  law. 

Mr.  Pecora.  There  is  none  at  all  of  the  exchange.  There  are 
various  laws  in  regard  to  practices. 

Senator  Barkley.  Of  course,  there  is  a  sort  of  twilight  zone, 
legally  speaking,  between  the  ]30wer  of  a  State  to  regulate  an  ex- 
change that  transacts  its  business  within  the  borders  of  the  State, 
and  the  power  of  the  Congress  to  regulate  that  same  exchange  inso- 
far as  its  transactions  cross  State  lines. 

Mr.  CoRcoR.\N.  That  is  true. 

Senator  Barkley.  All  right. 

Mr.  Corcoran.  Now,  if  we  may  go  on  and  discuss,  first  of  all,  the 
provisions  of  the  bill  relating  to  control  of  credit.  Those  provisions 
are  set  forth  in  section  C  (a)  and  in  section  7  of  the  bill,  beginning 
on  page  12  and  extending  over  on  page  13;  and  I  suggest  that 
inasmuch  as  we  probably  shall  not  liave  as  much  time  as  wouhl  be 
necessary  to  read  the  bill  word  for  word  from  the  beginning,  I  be 
permitted  to  work  on  the  sections  which  are  the  most  important. 

As  Mr.  Goldenweiser  and  Mr.  Thomas  stated  to  you  yesterday, 
there  is  a  direct  relationship  between  the  amount  of  credit  that  gets 
into  the  stock  market  and  speculation  on  the  stock  market  on  the 
one  hand  and  the  fluctuations  that  result  from  speculation  on  the 
other  hand. 

That,  first  of  all.  has  a  very  definite  effect  upon  business  and, 
secondly,  a  very  definite  effect  upon  the  pocketbook  of  the  average 
small  investor  who  goes  in  on  too  small  a  jnargin. 

This  bill  tries  to  hit  the  problem  of  control  of  credit  from  two 
angles.  On  page  12,  section  6  (a)  it  tries  to  hit  the  problem  from 
the  angle  of  the  amount  that  a  customer  can  borrow  to  buy  securi- 
ties in  the  market:  and  in  section  T  it  tries  to  hit  the  problem  from 
the  angle  of  the  amount  and  the  manner  in  which  a  broker  can 
borrow  to  finance  those  same  customers  or  to  finance  himself. 

If  we  may  just  go  through  this  section  6  (a)  : 

It  shall  be  unlawful  for  any  meuibM-  of  a  national  securities  exchange — 

That  is,  for  an  exchange  that  will  be  licensed  under  the  provisions 
of  this  act — 

or  any  person  who  transacts  a  business  in  securities  through  the  medium  of 
any    such    member,    directly    or    indirectly,    to   extend    or    maintain    credit    or 
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arrange  for  the  extension  or  maintenance  of  credit  to  or  for  any  customer 
on  any  securities  not  registered  upon  a  national  securities  exchange. 

The  purpose  of  that  provision  is  to  prevent  a  broker  engaged  in 
the  brokerage  business  from  lending  on  anything  but  securities  listed 
on  a  national  securities  exchange,  and  therefore  subject  to  regula- 
tions to  be  prescribed  for  national  securities  exchanges. 

Senator  Cakey.  Does  that  mean  that  a  customer  could  not  borrow 
on  a  perfectly  good  security  if  it  did  not  happen  to  be  so  listed? 

Mr.  Corcoran.  He  could  not  borrow  from  a  broker  on  unlisted 
securities. 

Senator  Carey.  Suppose  he  had  some  good  securities  that  were 
not  listed  on  an  exchange,  and  there  are  a  good  many  good  issues  that 
are  not  so  listed,  does  that  mean  that  he  could  not  tise  that  security 
to  borrow  money  to  buy  other  securities? 

Mr.  Corcoran.  That  is  true. 

Senator  Carey.  Even  though  a  perfectly  good  security? 

j\rr.  Corcoran.  Yes. 

The  Chairman.  But  how  about  banks? 

JNIr.  Corcoran.  Will  you  let  me  come  to  that,  which  is  a  very  im- 
portant point? 

The  Chairman.  Yes. 

Mr.  Corcoran.  You  will  notice  that  in  paragraph  (b)  it  provides : 

It  shall  be  unlawful  for  any  member  of  a  national  secui-ilies  exchange  or — 

And  this  is  important  language,  gentlemen  of  the  committee — 

any  person  who   transacts  a   business   in   securities   through   the   medium   of 
any  such  member,  directly,  cr  indirectly — 

That  language  was  not  intended  to  catch  banks.  And  I  do  not 
believe  it  does  catch  banks.  It  was  intended  to  Ijring  Avithin  the 
limitation  that  loans  can  be  made  only  on  listed  securities,  not 
only  the  broker  who  is  actually  a  member  of  an  exchange,  but  a 
great  class  of  brokers  who  are  not  members  of  exchanges  but  who 
receive  orders  from  customers  for  securities  listed  on  exchanges  and 
then  execute  those  orders  through  a  broker  on  the  exchange. 

Of  course  under  the  Glass-Steagall  bill  a  bank  can  no  longer 
peddle  securities  at  retail.  It  can  do  two  things :  it  can  buy  securities 
for  its  oAvn  account,  for  its  own  investment;  and  it  can  act  as  agent 
to  transmit  to  a  broker  an  order  to  purcliase  or  sell  securities,  given 
to  it  by  one  of  the  bank's  customers. 

Certainly  we  had  no  conception  when  we  drafted  the  language 
of  this  bill  that  it  would  be  said  that  if  a  bank  bought  securities 
for  its  bond  account,  or  merely  transmitted,  for  a  service  charge, 
an  order  from  a  customer  to  a  broker  (because  very  often  customers 
of  banks  do  not  know  whom  to  go  to  for  brokerage  service),  that 
operations  of  that  kind  on  the  part  of  a  bank  constituted  transacting 
a  business  in  securities. 

And  I  might  say  that  if  there  is  any  difficulty  with  that  language, 
or  any  conception  that  it  does  cover  a  bank,  acting  as  banks  may  act 
under  the  Glass-Steagall  Act,  then  the  language  should  be  changed 
so  that  banks  so  acting  are  not  within  the  scope  of  the  langtiage;  but 
that  brokers  who  are  not  members  of  an  exchange  but  who  clear 
through  or  operate  through  a  broker  who  is  a  member  of  an  ex- 
change, or  a  dealer  wlio  operates  through  a  broker  who  is  a  member 
of  an  exchange,  will  be  within  the  scope  of  that  language. 
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Now,  objection  has  been  made  that  it  is  not  fair  to  deny  to  holders 
of  unlisted  securities  the  privilege  of  putting  them  up  with  a  broker 
and  having  the  broker  make  a  loan  on  those  unlisted  securities  as  a 
part  of  a  mixed  margin  account. 

Senator  Goldsborough.  Do  I  understand  that  they  are  ineligible 
for  credit?  I  mean,  such  securities  as  municipal  bonds,  or  the  stocks 
of  national  banks,  insurance  companies,  and  public  utilities,  that 
they  will  be  ineligible  under  section  6  of  this  bill  ? 

Mr,  Corcoran.  No.  They  will  be  eligible  for  a  loan  by  a  bank, 
but  not  for  a  loan  by  a  broker.  If  you  wanted  to  carry  such  securi- 
ties on  margin  you  would  have  to  carry  them  at  your  bank. 

Senator  Goldsborough.  But  section  6  of  this  bill  so  far  as  brokers 
are  concerned  would  not  make  eligible  even  the  type  of  securities  I 
have  asked  you  about. 

Mr.  Corcoran.  No. 

Senator  Carey.  As  this  reads  now,  I  would  think  a  bank  which 
made  a  loan  of  money  on  securities  that  were  not  listed  on  an  ex- 
change would  be  violating  the  law.    How  about  that? 

Mr.  Corcoran  .  No ;  I  do  not  think  so,  because  the  business  that  a 
bank  can  do  in  securities  now,  as  the  statutes  have  been  changed, 
would  not  be  what  you  could  fairly  call  business  coming  within  that 
language :  "  Who  transacts  business  in  securities." 

Senator  Caret.  It  says : 

or  any  person  who  transacts  a  business  in  secuiities  through  the  medium  of 
any  such  menil)er,  directly,  or  directly — 

Let  us  presume  that  a  bank  has  securities  and  was  selling  them 
through  such  member,  that  bank  would  be  precluded  from  lending 
on  unlisted  securities,  wouldn't  it? 

Mr.  Corcoran.  Well,  Senator,  I  have  just  said  if  that  interpreta- 
tion can  be  given  to  that  language,  you  are  quite  right  that  the 
language  should  be  changed. 

Senator  Carey.  Then  you  will  agree  with  me  that  it  should  be 
changed  ? 

Mr.  Corcoran.  Oh.  yes.  I  do  not  believe  that  is  tlie  correct  inter- 
pretation of  the  language,  but  no  chance  should  be  taken  upon  it  and 
the  language  should  be  changed  if  there  is  any  doubt  about  it. 

Now,  if  I  may  answer  your  question,  Senator  Goldsborough,  about 
unlisted  securities,  I  think  I  can  better  do  that  a  little  further  along. 

Senator  Goldsborofgii.  All  right, 

Mr.  Corcoran.  Section  6  (b)  provides  that — 

It  shall  be  unhiwful  for  any  member  of  a  national  securities  exchange  or 
any  person  who  transacts  a  business  in  securities  through  the  medium  of 
any  such  member — 

That  is  the  same  language  and  would  be  subject  to  the  same 
change. 

directly  or  indirectly,  to  extend  or  maintain  credit  or  arrange  for  the 
extension  or  n^.aintenanco  of  credit  to  or  for  any  customer  on  any  securities 
registered  on  a  national  securities  exchange  in  an  amount  exceeding  at  any 
time  whichever  is  the  higher  of  (1)  SO  per  centum  of  the  lowest  price  at 
which  such  security  has  sold  during  the  preceding  .3  years,  or  (2)  40  per 
centum  of  the  current  market  price.  The  Commission  may,  by  rules  and 
regulations,  prescril)e  lower  loan  values  as  may  l)e  deemed  appropiiate  in  the 
public  interest  or  for  the  protection  of  investors  during  any  stated  period  of 
time  or  in  respect  of  any  specified  class  of  securities. 
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You  will  notice  that  as  the  language  is  now  written  it  gives  the 
commission  discretion  only  to  lower  the  loan  value.  That  is,  taking 
the  correlative  of  that,  to  raise  the  margin  requirement.  There  is 
no  provision  in  here,  as  the  bill  is  now  written,  permitting  the  com- 
mission to  lessen  the  margin  requirement  beyond  the  alternative  of 
the  80  percent  of  the  lowest  price  the  security  has  sold  for  during 
the  preceding  3  years,  or  40  percent  of  the  current  market  price, 
whichever  is  the  higher. 

These  margin  requirements  were  worked  out,  in  collaboration  with 
individuals  in  the  Federal  Reserve  System,  to  try  to  put  a  premium 
for  margin  purposes  on  comparatively  stable  securities,  like  bonds, 
municipals,  governments — and  governments  are  exempt  from  this 
bill,  anyway — bank  stocks,  or  other  stocks  that  keep  comparatively 
stable  over  a  j^eriod  of  time. 

Senator  Goldsborough.  And  insurance  compan}'  stocks? 

Mr.  Corcoran.  And  insurance  company  stocks,  and  all  that  sort 
of  thing. 

Senator  Goldsborough.  And  public  utilities '. 

Mr.  Corcoran.  Yes,  sir;  although  a  lot  of  them  dropped  pretty 
badly  during  the  period.  It  would  make  for  a  much  higher  loan 
value  on  a  bond  that  sold  verj^  little  below  par  during  the  last  8 
years. 

Now,  if  we  may  go  on  and  finish  this  section  before  we  discuss 
the  interrelations  of  it  as  a  whole. 

The  Chairman.  May  I  ask  you  right  there :  A  great  many  letters 
have  come  in  complaining  about  that.  They  claim  that  it  is  too 
high,  that  the  margin  ought  to  be  40  percent  instead  of  60  percent. 

Mr.  Corcoran.  Senator  Fletcher.  I  am  coming  to  that.  But  I 
want  to  take  it  up  in  connection  with  this  paper  I  have  distributed 
to  the  members  of  the  committee.  And  maj^  I  just  finish  this  sec- 
tion and  then  go  back  to  that  and  discuss  the  inter-relations  as  a 
whole  ? 

The  Chairman.  The  reason  I  asked  the  question  was  tliat  I 
thought  you  were  finishing  that  section  right  now. 

Mr.  Corcoran.  No;  I  have  not  finished  that  section. 

The  Chairman.  You  may  proceed. 

Mr.  Corcoran.  I  want  to  go  back  over  this  whole  section  in  detail 
after  reading  it  entire  to  get  the  feel  of  the  inter-relations  of  the 
paragi-aph. 

The  Chairman.  All  right. 

Mr.  Corcoran.  I  will  now  read  paragraph  (c)  : 

It  shall  be  unlawful  for  any  person  to  extend  or  maintain  credit  <>r  arrange 
for  the  extension  or  maintenance  of  credit  to  any  person  (other  than  to  a 
dealer  to  aid  in  the  financing:'  of  the  distribution  of  securities  to  customers  not 
through  the  medium  of  an  exchange)  — 

That  is,  a  loan  to  an  underwriter — 

upon  any  security  registeied  on  a  iiatitmal  securities  exchange — 

It  is  limited  to  listed  securities,  mind  you — 

in  an  amount  exceeding  the  amount  which  it  is  hiwful  for  a  member  of  a 
national  securities  exchange  to  lend  to  any  customer  on  such  security,  unless 
the  application  for  the  loan  is  accompanied  by  a  statement  by  the  borrower 
that  such  security  has  been  acquired  by  the  borrower  and  paid  for  in  full 
more  than  30  days  i)rior  to  the  mailing  of  the  loan. 
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The  exception  in  there  for  secairities  tliat  have  been  owned  out- 
right for  30  days  was  to  provide  a  convenient  way  by  which  it  might 
be  determined  that  the  borrowing  on  the  security  was  not  made  for 
the  purpose  of  carrying  the  security  so  that  the  limitations  here 
on  securities  loans  would  not  apply  in  cases  when  a  person  wanted 
to  raise  some  money  to  pay  a  bill,  to  arrange  a  loan  at  a  bank  and 
put  up  securities  owned  outright  as  collateral:  or  when  a  manufac- 
turer raising  a  loan  for  inventory  purposes  was  asked  by  the  bank 
to  put  up,  in  addition  to  his  note  and  in  addition  to  his  commercial 
paper,  some  collateral  security. 

Any  person  who,  for  the  purpose  of  obtaining  a  loan,  makes  such  a  statement 
which  is  false  in  any  niaterial  respect,  shall  l)e  deemed  srnilry  of  a  vinlatinn  of 
this  subsection. 

I  Avill  go  to  section   (d)  : 

The  Commission  shall  by  rules  and  regulations  prescribe  the  times  at  and 
the  specific  methods  by  wliich  values  shall  be  calculated  for  the  purposes  of 
tliis  section,  the  time  within  whicli  initial  and  subsequent  payments  shall  be 
made  by  the  customer,  and  the  notice  to  be  given  antl  the  method  to  be  followed 
in  closing  out  accounts,  and  no  person  who  shall  comply  with  such  rules  and 
regulations  shall  be  deemed  to  have  violated  any  provision  of  this  section. 

Now,  let  us  discuss  this  section  as  a  whole.  What  the  section  tries 
to  do  is  this:  It  tries  to  fix  a  certain  margin  requirement  on  seciu-ities 
that  is  very  much  higher,  yes,  very  much  higher,  than  the  margin 
requirements  in  vogue  at  the  present  time.  It  fixes  those  margin 
requirements  on  listed  seciu'ities  for  brokers.  It  must,  or  there  will 
be  evasion  by  brokers,  prevent  brokers  from  lending  on  indisted 
securities  where  one  really  never  does  know  what  the  market  value 
of  the  security  is. 

That  comment  is  not  correct  for  certain  categories  of  unlisted 
securities,  such  as  New  York  bank  stocks,  and  stocks  of  certain  big 
insurance  companies,  of  certain  big  public  utility  companies:  but 
you  must  remember  and  when  you  are  dealing  Avith  unlisted  se- 
curities that  the  number  of  unlisted  securities  you  can  think  of 
as  having  a  well-organized  over-the-counter  market  is  very  snutll  in 
proportion  to  the  number  that  you  have  never  heard  about;  and  a 
broker  could,  if  he  were  permitted  to  lend  upon  luilisted  securities, 
w^here  the  value  is  indifferently  known,  comi)letely  evade  tiie  margin 
requirements  for  listed  securities  by  taking  into  an  account  and  put- 
ting a  value  upon  unlisted  securities  which  would  enable  him  to  bal- 
ance up  for  the  difference  in  the  margin  requirement  provided  by  this 
act  on  listed  securities  as  distinguished  from  the  margin  require- 
ments we  now  have. 

There  are  other  reasons  for  pushing  unlisted  securities  into  banks. 
One  is  to  give  listed  securities  a  frank  premium  for  the  purpose  of 
brokers'  loans,  as  another  inducement  to  keep  listed  securities  on  the 
exchanges.  Another  reason  is  that  it  is  not  sound  national  economics 
to  have  excessive  loans  made  on  securities.  Tlie  value  of  an  unlisted 
security  for  the  purpose  of  a  loan  is  not  a  market  proposition,  as  is 
the  case  w^ith  a  listed  security.  It  is  essentially  a  commercial 
proposition.  Remember,  again,  that  only  a  few  unlisted  securities 
have  the  certain  market  value  you  can  attribute  to  New  York  bank 
stocks,  stocks  of  large  insurance  companies,  and  so  on.    It  is  much 
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better  to  put  loans  on  unlisted  securities  in  the  banks,  which  will  deal 
with  them  as  a  commercial  proposition,  and  where  you  have  the 
further  check  of  the  examinations  of  bank  examiners. 

Margins 

(1)   margin  rules 

Note. — All  the  following  rules  relate  to  minim um  margins;  the  broker  as  a 
matter  of  his  private  relations  with  his  customers  can  always  i-equire  more 
on  particular  securities. 

(a)  Present  New  York  Stock  Exchange  rules: 

maintain  margin  of  50%  of  debit  balance — equivalent  of  permit- 
ting broker  to  lend  66%%  of  value  of  securities;  applies  to  all 
accounts  where  customer  "  puts  up  "  less  than  $2,500. 
(y)  On  accounts  with  debit  balance  of  more  tlian  $5,000,  customer 
must  maintain  margin  of  30%  of  debit  balance — equivalent  of 
permitting  broker  to  lend  77%  of  value  of  securities;  applies  to 
all  accounts  where  customer  puts  "  up  "  $2,500  or  more. 

(b)  Rule  proposed  by  Fletcher-Rayburn  bill: 

The  broker  may  not  lend  more  than  whichever  is  the  higher  of — 

(a)  40%    of   the   current   value   of   securities — equivalent    to    the 

customer's  putting  up  60%  of  the  market  value  of  securities 
purchased  or  150%  of  the  debit  balance  (i.e.,  the  broker's 
loan  of  40%  of  the  market  value)  ;  or 

(b)  80%  of  lowest  price  within  three  years — equivalent  to  cus- 

tomer putting  up  20%  of  the  market  value  of  the  securities 
purchased  or  25%  of  the  debit  balance  (i.e.,  the  broker's  loan 
of  80%  of  the  market  value). 

(2)    OOMPABATTVE  TABLE  ILLUSTRATING   OPERATION  OF   MARGIN   RULES 


Maximum 

%of 

value  of 

securities 

broker  may 

lend 

Minimum 
%of 
value  of 
securities 
customer 
must  put 
up  as  mar- 
gin 

Maximum 
number  of 
times  his 

deposit  cus- 
tomer can 

buy  iu  mar- 
ket value 

of  securities 

Minimum 

%of 
debit  bal- 
ance cus- 
tomer must 
put  up  as 
margin 

N.Y.  Stock  Exchange— debit  of  less  than  $5,000 

N.Y.  Stock  Exchange— debit  of  more  than  $5,000 

Fletcher-Rayburn— 40%    loan    value    on  speculative 
securities 

66% 

77 

40 
80 

33K 
23 

60 

20 

3 

m 

5 

50 
150 

Fletcher-Rayburn— 80%      loan      value      on      stable 
securities .  

25 

(?.)    HOW  MUCH  STOCK  CAN  A  CUSTOMER  BUY  WITH  A  GIVEN  DEPOSIT? 

"With  a  $2,500  deposit  a  customer  can  buy  the  following  values  of  securities : 

(a)  $7,500 — under  present  New  York  Stock  Exchange  rule. 

(b)  $4,100 — under  Fletcher-Rayburn  40%  speculative  loan  rule. 

(c)  $12,500 — under  Fletcher-Rayburn  80%  stable  loan  value  rule. 
With  a  $10,000  deposit : 

(a)  $43,333 — under  present  New  York  Stock  Exchange  rule. 

(b)  $16,666 — under  Fletcher-Rayburn  407^    speculative  loan  rule. 

(c)  $50,000— Fletcher-Rayburn  m%  stable  loan  value  rule. 


(1)    PROTECTION  AFFOKDED  MARGIN  TRADER  BY  LARGER  MARGIN 

(a)  Suppose  a  trader  without  resources  to  meet  additional  margin  calls 
buys  100  shai'es  X  stock  at  100  on  New  York  Stock  Exchange  margin — putting 
up  $2,300  on  $10,000  market  value  of  securities. 

Account    reads:  Market   value    long    position,    $10,000;    debit,    $7,700. 
If  stock  drops  suddenly  to  77  where  market  value  equals  debit  cus- 
tomer's margin  is  wiped  out. 
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(b)  Suppose  the  trader  buys  the  same  100  shares  of  X's  stock  at  $100  on  the 
Fletcher-Rayburn  40-percent  loan-value  margin.  He  will  have  to  deposit  $6,000 
on  $10,000  market  value  of  securities  and  his  account  will  stand : 

Market  value  long  position,  $10  000;  debit,  $4,000. 

If  the  stock  drops  to  77  the  trader  can  still  readjust  the  account  to 
the  required  margin  on  a  smaller  number  of  shares  without  addi- 
tional cash.  By  selling  20  shares  at  77  for  $1,540  and  applying  the 
proceeds  to  the  debit  balance,  the  trader  can  reestablish  his  account 
on  the  following  basis : 

Market  value  long  position,  $6,160 ;  debit,  $2,460. 

By  the  drop  in  the  market  the  trader  will  have  lost  part  of  his 
investment,  but  not  all. 

(c)  Suppose  that  with  the  same  down  payment  of  $2,300  referred  to  in  the 
first  case  above,  the  trader  buys  the  maximum  number  of  shares  of  the  same 
stock  at  the  same  price  which  the  broker  will  be  permitted  to  carry  for  him 
under  the  Fletcher-Rayburn  40%  loan-value  margin  rule.  He  will  be  able  to 
buy  38  sliares  of  a  market  value  of  $3,800  and  his  account  will  stand : 

Market  value  long  position,  $3,800;  debit,  $1,500. 

If  the  stock  drops  to  77,  the  trader  can  still  readjust  the  account  to  the 
required  margin  on  a  smallei'  number  of  shares  without  additional 
cash.  By  selling  8  shares  at  77  for  $616  and  applying  the  proceeds  to 
the  debit  balance,  the  trader  can  reestablish  his  account  on  the 
following  basis : 

Market  value  long  position,  $2,310;  debit,  $884. 

By  the  drop  in  the  market  the  trader  will  have  lost  approximately 
%  of  his  original  investment  but  lie  will  still  have  an  equity  in  an 
account  and  may  be  able  to  recoup  with  a  rise  in  the  market. 

Now,  let  us  ^o  to  the  matter  of  the  amount  of  this  margin.  I 
have  distributed  figures  you  -will  want  to  have  so  that  you  will  not 
have  to  figure  too  much  with  pencil  and  paper.  The  computation 
that  has  been  distributed  to  you  shows  just  what  the  margins  pro- 
vided for  in  this  bill  are  in  comparison  with  the  margins  provided 
for  by  the  New  York  Stock  Exchange  rules  at  the  j^resent  time. 

The  New  York  Stock  Exchange  has  margin  rules  at  the  present 
time.  They  are  not  inflexible.  Mr.  Whitney  testified  the  other  day 
before  the  House  committee,  as  I  understand,  that  the  New  York 
Stock  Exchange  had  had  percentage  margin  rules  since  about  1921 
or  1922.  But  Mr.  Pierce  testified  before  the  House  committee  the 
other  day  that  those  margin  rules  were  very  flexible,  and  that  he 
was  not  sure  that  any  objection  was  raised  to  trading  on  much 
smaller  margins  for  big  operators,  of  whose  ultimate  solvency  the 
broker  was  sure.  That  is,  the  margin  rules  had  been  put  into  effect 
for  the  protection  of  the  broker  on  his  loans  to  the  customer,  and 
not  to  dissuade  customers  from  going  into  the  market  on  too  small 
a  margin.  I  think  he  said  he  was  not  sure  but  thought  the  account 
of  one  big  operator  must  have  been  carried  on  something  like  a 
10-percent  margin.  I  do  not  know  whether  there  are  any  margin 
requirements  expressed  in  percentages,  or  in  any  different  percent- 
ages, on  other  stock  exchanges  at  the  present  time. 

So  I  must  deal,  for  the  purpose  of  comparison,  with  the  margin 
requirements  of  this  bill  and  the  similar  requirements  of  the  New 
York  Stock  Exchange  rules.  Now,  this  bill  expresses  margins  in 
the  way  in  which  the  average  layman  thinks  of  margins.  The  lay- 
man thinks  of  a  margin  in  terms  of  how  much  he  has  to  put  up  to 
'buy  100  shares  of  such  and  such  stock. 

The  broker  and  the  banker  do  not  think  of  a  margin  in  that  way. 
They  thinlv  in  terms  of  the  amount  that  the  customer  owes  them 
■on   debit   account,   and   the  percentage  of   security   they   have  up 
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for  that  account  in  terms  of  the  ratio  between  the  value  of  that 
security  and  the  value  of  the  loan  outstanding  on  the  security. 

The  bill  has  expressed  the  margin  requirements  in  tli,e  way  the 
average  investor  thinks  of  margin.  This  little  table  we  have  here 
is  a  translator's  table  for  turning  margins,  computed  on  the  basis 
which  the  bill  adopts,  into  margins  computed  on  the  basis  that  the 
New  York  Stock  Exchange  adopts. 

One  other  thing  while  we  are  talking  about  margins :  Mr.  Whitney 
the  other  day  in  his  testimony  before  the  House  committee  intimated 
that  one  of  the  difficulties  arising  in  connection  with  an  inflexible 
margin  was  that  some  securities  needed  more  margin  than  others. 
That  argument  is  not  applicable  to  the  bill,  however,  because  the 
provision,  stated  in  section  6  (b)  of  the  bill,  relates  to  minimum 
margins.  '  A  broker  may,  of  course,  have  an  arrangement  with  his 
customer  to  refuse  to  carry  the  account  unless  securities  are  more 
heavily  margined.  All  the  matters  we  will  talk  about  from  now  on 
relate  to  minimum  margins. 

Present  New  York  Stock  Exchange  rules,  as  we  present  them  on 
page  1  of  the  paper  which  you  have,  say  that  on  accounts  with  a 
debit  balance  of  less  than  $5,000  the  customer  must  maintain  a  mar- 
gin of  50  percent  of  that  debit  balance.  That  is  equivalent  to  per- 
mitting the  broker  to  lend  66%  j^ercent  of  the  value  of  the  securities 
as  contrasted  with  the  40  percent  which  the  broker  is  permitted  to 
lend  under  the  terms  of  section  6  (b)  of  this  section  6. 

That  rule,  which  is  a  different  rule  from  that  appl3ang  to  the 
bigger  traders,  applies  to  all  accounts  where  the  customer's  initial 
risk,  in  the  sense  of  the  initial  deposit  that  he  puts  up,  is  $2,500  or 
less. 

For  the  larger  accounts,  the  accounts  with  a  debit  balance  of  more 
than  $5,000,  the  New  York  Stock  Exchange  rules  require  the  cus- 
tomer to  maintain  a  margin  of  30  percent  of  the  debit  balance,  which 
is  the  eq[uivalent  of  permitting  the  broker  to  lend  77  percent  of  the 
value  ot  the  securities  purchased  or  carried,  as  compared  with  40 
percent  under  section  6  (b)  of  this  bill. 

And  then  the  rule  proposed  by  this  bill  is  the  alternative  of  per- 
mitting a  broker  to  lend  40  percent  of  the  current  value  of  the 
security,  or  80  percent  of  the  lowest  value  to  which  the  security  has 
fallen  within  3  years,  whichever  is  the  higher. 

Now,  on  page  2  there  is  a  comparative  table  illustrating  the  opera- 
tion of  these  margin  rules. 

Senator  Gore.  AVhat  are  you  reading  from,  Mr.  Corcoran? 

Mr.  Corcoran.  I  am  reading,  Senator,  from  a  tabulation  which 
I  have  made  up  for  the  convenience  of  the  committee  on  the  com- 
parative operation  of  the  margin  rules  prescribed  by  the  New  York 
Stock  Exchange  and  those  embodied  in  the  bill. 

Senator  Gore.  Has  it  been  distributed? 

Mr.  Corcoran.  It  has  been  distributed,  Senator.  I  will  see  that 
you  get  a  copy. 

You  will  notice  in  here,  so  that  we  think  all  around  this  subject, 
that  we  have  shown  in  these  comparative  tables  the  maximum  per- 
c-entage  of  the  value  of  the  securities  the  broker  may  lend  under  all 
four  rules;  the  minimum  percentage  of  the  value  of  the  securities 
which  a  customer  nnist  put  up  as  margin;  the  maximum  number  of 
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times  his  deposit  a  customer  can  buy  in  market  value  of  securities, 
which  is  a  A^ery  important  calculation  of  a  customer,  particularly  as 
we  stand  on  the  threshold  of  a  bull  market. 

Senator  Gore.  State  that  again. 

Mr.  Corcoran.  The  maximum  number  of  times  his  deposit  a  cus- 
tomer can  buy  in  market  value  of  securities. 

Senator  Gore.  You  mean  deposit  with  the  broker? 

Mr.  Corcoran.  Yes.  Suppose  a  customer  has  a  thousand  dollars 
and  he  wants  to  buy  as  much  as  he  possibly  can  with  his  thousand 
dollars,  the  largest  possible  market  value  of  securities.  He  could 
buy  three  times  his  thousand  dollars  if  he  were  operating  under  the 
New  York  Stock  Exchange  rule  relating  to  accounts  with  a  debit 
of  $5,000  or  less.  He  could  buy  four  and  a  third  times  his  thousand 
dollars  in  market  value  of  securities  if  he  were  operating  under  the 
New  York  Stock  Exchange  rule  relating  to  accounts  with  a  debit 
of  more  than  $5,000.  He  could  buy  only  one  and  two  thirds  times 
his  thousand  dollars  in  market  value  of  securities  operating  under 
the  40  percent  rule  laid  down  in  section  (b)  of  this  act,  or  he  could 
buy  five  times  his  thousand  dollars  in  the  market  value  of  stable 
bonds  under  the  80-percent  rule  laid  down  in  section  (b)  of  this  act. 

Then  there  is  another  column,  the  fourth  cohunn  to  the  right, 
showing  margin  percentages  computed  in  the  way  a  broker  com- 
putes a  percentage.  Under  the  New  York  Stock  Exchange  rules 
on  accounts  with  a  debit  of  less  than  $5,000  there  has  to  be  a  margin 
of  50  percent  of  the  debit  balance.  Under  the  New  York  Stock  Ex- 
change rules  on  an  account  with  a  debit  of  more  than  $5,000  there  has 
to  be  331^  percent  of  the  debit  bahmce.  Under  the  Fletcher-Rayburn 
bill,  with  a  40  percent  loan  value  on  the  securities,  since  the  broker 
can  only  lend  two  thirds  as  much  as  the  customer  puts  up,  the  mar- 
gin expressed  in  the  way  brokers  express  margins  is  150  percent, 
and  under  the  Fletcher-Rayburn  80  percent  rule,  if  you  are  dealing 
with  securities  that  come  under  that  rule,  the  margin  is  25  percent 
of  the  amount  of  loan  that  the  broker  puts  up.  You  can  buy  five 
times  as  much  in  securities  as  you  put  up,  and  the  amount  that  you 
put  up  is  one  quarter  of  the  remainder  of  the  price  of  the  securities 
which  the  broker  lends  you. 

At  the  bottom  of  this  page  we  can  see  some  more  tangible  illus- 
trations. How  much  stock  can  a  customer  buv  with  a  given  deposit 
under  these  margin  rules?  "With  a  $2,500  deposit — that  has  been 
taken  because  it  is  the  limit  un<ler  the  New  York  Stock  Exchange 
rule — the  customer  can  bu}'  the  following  amounts  of  securities : 
Under  the  New  York  Stock  Exchange  rule  $7,500  market  value,  you 
put  up  $2,500  and  the  broker  will  carry  you  for  a  market  value  of 
$7,500  worth  of  securities.  Tender  the  Fletcher-Rayburn  40  percent 
rule 

Senator  Gore  (interposing).  In  that  case  your  deposit  is  half? 

Mr.  Corcoran.  Your  deposit,  sir,  is  $2,500.  You  owe  $5,000, 
and  your  deposit,  therefore,  is  50  percent  of  what  you  owe.  That  is 
the  way  a  broker  computes  his  margins.  You  could  buy  $7,500  worth 
of  securities  under  the  present  Ncav  York  Stock  Exchange  rule.  You 
could  buy  only  $4,100  worth  of  securities  under  the  Fletcher-Ray- 
burn 40  percent  rule.  You  could  buy  $12,500  worth  of  very  stable 
securities  if  the  Fletcher-Rayburn  80  percent  rule  were  applicable. 
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Senator  Btjlkl,ey.  That  would  only  be  in  case  you  were  buying 
at  the  lowest  price  it  sold  in  3  years  ? 

Mr.  Corcoran.  Yes;  your  margin  is  computed  at  the  lowest  prices 
That  is  true. 

Senator  Bulkley.  Then  you  could  only  buy  this  amount  if  you 
were  actually  buying  it  at  the  lowest  price  within  3  years  ? 

Mr.  Corcoran.  Yes. 

Senator  Bulkley.  So  that  if  you  happened  to  buy  it  at  the  lowest 
price  that  it  got  in  3  years,  then  you  could  buy  it  for  this  amount? 

Mr.  Corcoran.  Yes. 

Senator  Bulkley.  But  if  you  bought  it  at  a  higher  price  than 
that 

Mr.  Corcoran.  There  would  be  some  other  scale.  You  cannot 
work  it  out  for  the  purposes  of  a  comparative  tabulation  until  you 
know  what  price  you  buy  at. 

Now,  with  a  $10,000  deposit — and  I  take  a  second  figure  because 
the  New  York  Stock  Exchange  rules  are  different  for  small  accounts 
and  for  big  accounts — with  a  $10,000  deposit  a  customer  could  buy 
under  the  present  New  York  Stock  Exchange  rules  $43,333  worth 
of  securities.  Under  the  Fletcher-Rayburn  40  percent  rule  he  could 
buy  $16,6G6  worth,  which  you  see  is  less  than  half,  considerably  less 
than  half.  And  buying  at  the  bottom  under  the  80  percent  rule  he 
could  buy  $50,000  worth  of  securities. 

Senator  Kean.  Why  not  take  a  case  like  this :  Suppose  Industrial 
Alcohol,  that  we  had  here  the  other  day;  that  price  was  something 
like  7.     It  is  now — what  is  it  now  ? 

Mr.  Corcoran.  It  went  to  80,  and  it  went  down  again  to  under  30. 
I  don't  know  where  it  is  now. 

Senator  Kean.  Well,  say,  40. 

Mr.  Pecora.  The  last  time  I  looked  it  was  around  49,  but  that 
was  only  a  week  ago. 

Mr.  Corcoran.  You  want  to  know  how  the  margins  work  out  ? 

Senator  Kean.  Yes. 

Mr.  Corcoran.  Well,  it  all  depends.  How  much  do  you  want  to 
put  up,  sir? 

Senator  Kean.  $10,000. 

Mr.  Corcoran.  Well,  under  the  Fletcher-Rayburn  rule  you  get 
80  percent  of  7  or  40  percent  of  40,  whichever  is  the  higher.  Ob- 
viously, you  would  take  the  40  percent  of  the  40.  So  that  you  could 
lend  on  that  $1,600 ;  a  broker  could  lend  $16  a  share.  That  means  that 
the  customer  would  have  to  put  up  the  difference  between  $16  a 
share  and  $40  a  share — $24  a  share.  Approximately  $25  a  share. 
For  $10,000,  therefore,  you  could  buy  400  shares. 

Senator  Kean.  That  is  all? 

Mr.  Corcoran.  That  is  all. 

Mr.  Pecora.  Mr.  Corcoran,  I  think  perhaps  there  is  a  miscon- 
ception about  the  answer  you  made  to  Senator  Bulkley's  question, 
and  if  there  is,  perhaps  it  would  be  clarified  if  you  answer  this 
question :  When  does  the  80-percent  rule  apply  under  the  Fletcher- 
Rayburn  bill  ? 

Mr.  Corcoran.  When  it  is  the  higher,  sir ;  when  the  computation 
on  that  basis  is  higher  than  the  40-percent  computation  on  the 
current  basis. 
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Mr.  Pecora.  And  does  that  mean  that  the  purchase  must  be  made 
at  the  time  when  the  security  is  selling  for  its  lowest  price  within 
3  years  ? 

Mr.  Corcoran.  No.  The  computation  of  margin  is  made  on  that 
basis. 

Senator  Bulkley.  Yes ;  but  if  the  computation  of  margin  is  made 
at  the  lowest  price,  then  it  would  be  a  different  percentage  if  you 
paid  any  higher  price.  So  unless  you  buy  within  that  lowest  price, 
you  cannot  get  the  benefit  of  the  20  percent  margin. 

Mr.  Corcoran.  No.  Let  us  take,  for  instance,  the  case  of  a  bond 
that  has  a  par  of  a  thousand  dollars,  sir,  and  suppose  during  the 
break  that  bond  went  down  to  $80. 

Senator  Kean.  Suppose  it  went  to  30? 

Mr.  Corcoran.  I  will  work  out  several  sets  of  illustrations.  If  it 
went  down  to  80,  then  the  rule  will  not  work — it  is  not  that  it  will 
not  work,  but  the  computation  on  current  value  yields  you  a  greater 
loan  value.  Suppose  the  bond  w^ent  down  to  800.  Suppose  the 
bond  is  now  selling  at  par.  If  we  could  lend  80  percent  on  800,  it 
would  be  $640  on  the  lowest  price.  You  could  lend  only  $400  on  the 
current  price. 

Senator  Bulkley.  Yes;  but  you  could  still  lend  the  640,  but  it 
would  be  64  percent  instead  of  80  percent. 

Mr.  Corcoran.  That  is  true,  because  you  lend  80  percent  of  what- 
ever  

Senator  Bulkley  (interposing).  You  only  get  the  benefit  of  the 
80  percent  loan  if  you  happen  to  buy  at  the  very  lowest  price  in  3 
years? 

Mr.  Corcoran.  Yes;  that  is  true.  What  you  mean  is  that  the 
amount  that  is  lent  on  a  security  computed  on  this  80  percent  basis 
will  not  be  80  percent  of  current  market  value. 

Senator  Bulkley.  That  is  it  exactly. 

Mr.  Corcoran.  But  it  will  be  80  percent  of  the  lowest  value  within 
the  3  years  and  in  the  case  of  a  stable  security  the  percentage 
of  current  market  price  which  you  reach  on  the  80  percent  com- 
putation will  be  higher  for  a  stable  security  than  40  percent  of 
current  market  value. 

Senator  Bulkley.  Yes,  it  might  be,  but  it  would  be  very  seldom  as 
high  as  80  percent? 

Mr.  Corcoran.  That  is  true. 

Senator  Gore.  It  could  work  out  in  that  case.  It  looks  to  me  like 
it  would  have  to  be  lower  than  the  lowest  in  order  to  function  under 
that. 

Mr.  Corcoran.  No,  Senator.  Take  the  thousand  dollar  par  bond 
case  that  we  have  had  just  a  minute  ago.  I  can  illustrate  Senator 
Bulkley's  point  by  that.  You  have  a  bond  that  has  a  par  of  $1,000. 
During  the  deepest  of  the  dark  days  that  bond  sold  for  $800,  and 
that  is  the  lowest  price  within  3  years.  The  bond  is  presumably 
back  to  par  at  $1,000. 

Now,  if  you  take  80  percent  of  the  low,  it  will  be  80  percent  of 
$800,  which  is  $640.  That  does  not  represent  80  percent  of  present 
current  market  value;  it  really  means  64  percent  of  current  market 
value. 
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But  the  alternative  rule  based  on  current  market  value  would 
give  you  only  a  $400  loan  value.  So  that,  although  the  larger  loan 
value  permitted  by  the  80  percent  rule  is  not  80  percent  of  current 
market  price  but  is  64  percent,  it  is  nevertheless  higher  than  the 
current  loan  value. 

Senator  Kean.  Yes,  but  suppose  you  take  the  instance  that  I 
quoted  a  minute  ago,  when  the  bond  went  down  to  35,  somewhere 
around  there? 

Mr.  Corcoran.  Which  computation  gives  you  the  higher  margin, 
sir,  depends  upon  the  particular  set  of  figures  that  you  use.  But 
there  is  a  very  definite  premium  placed  upon  the  securities  that 
have  had  the  slightest  drop  within  the  last  3  years,  which  normally 
will  be  the  securities  that  you  think  of  as  falling  into  stable  cate- 
gories. Good  municipal  bonds,  good  underlying  bonds  of  rail- 
roads, stocks  of  good  insurance  companies,  and  that  sort  of  thing. 

Senator  Gore.  In  that  case  the  broker  could  carry  the  customer 
for  $640? 

Mr.  Corcoran.  Yes. 

Senator  Gore.  Instead  of  $400. 

Senator  Kean.  Now,  take  municipal  bonds — why,  lots  of  them 
went  down  to  50-odd. 

Mr.  Corcoran.  That  is  true,  sir.  Lots  of  municipal  bonds  de- 
served to  go  further  than  down  to  $50. 

Mr.  Redmond.  Mr.  Chairman,  may  I  ask  a  question? 

The  Chairman.  Yes. 

Mr.  Redmond.  Mr.  Corcoran,  isn't  it  equally  true  that  this  80 
percent  provision  will  apply  to  a  declining  security  irrespective  of 
its  quality? 

Mr.  Corcoran.  Once  you  get,  sir,  below  the  lowest  price  which  the 
security  has  reached  in  3  years. 

Mr.  Redmond.  So  that,  throughout,  let  us  say,  1930  and  1931 — ■ — 

Mr.  Corcoran  (interposing).  It  would  have  allowed  you  much 
more  liberal  margins. 

Mr.  Redmond.  Even  the  most  speculative  securities  could  have 
been  carried  on  a  more  liberal  margin? 

Mr.  Corcoran.  That  is  true,  sir,  but,  of  course,  the  answer  to  that 
is,  as  we  have  said  before,  that  this  applies  only  to  the  minimum 
which  the  broker  can  exact,  and  you  and  I  know  perfectly  well  that 
in  a  declining  market,  although  that  is  a  time  when  you  like  to  have 
by  law  the  most  liberal  computation  for  margins,  a  broker  would 
superimpose  upon  the  minimum  margin  requirement  we  required  an 
additional  amount  for  his  own  protection.  Always  trust  the  broker 
to  take  care  of  himself  on  the  way  down,  sir. 

Mr.  Redmond.  Mr.  Corcoran,  my  point  is  not  that,  but  you  de- 
scribed this  80-percent  provision  as  applying  to  stable  securities. 

Mr.  Corcoran.  Yes. 

Mr.  Redmond.  That  is  actually  a  misnomer,  isn't  it,  because  it 
applies  to  stable  or  declining  securities? 

Mr.  Corcoran.  It  applies  to  stable  securities  in  its  normal  appli- 
cation. There  is  a  possibility  that  in  a  declining  market,  after  once 
in  the  course  of  the  decline  the  price  gets  below  the  lowest  price  to 
which  the  security  has  gone  during  the  preceding  3  years,  it  will 
apply  to  speculative  as  well  as  to  stable  securities.     But  that  op- 
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eration  is  insignificant,  because,  as  you  and  I  know,  in  a  situation 
like  that  the  broker  will  take  care  of  himself. 

Mr.  Eedmojcd.  Might  I  ask  you  simply  this.  As  I  read  this  pro- 
vision the  prohibition  is  not  only  against  the  extension  but  also  the 
maintenance  of  credit.    Therefore,  as  securities  decline 

Mr.  Corcoran.  Yes. 

Mr.  Redmond  (continuing).  This  80  percent  provision,  which 
might  have  applied,  let  us  say,  to  a  stable  security  initially 

Mr.  Corcoran.  Yes. 

Mr.  Redmond  (continuing).  Goes  down  with  the  decline  in  the 
market. 

Mr.  Corcoran.  Yes. 

Mr.  Redmond.  Isn't  that  going  to  be  a  factor  which  will  tend  to 
force  liquidation? 

Mr.  Corcoran.  No  ;  because,  sir,  again  remember  it  is  expressed  as 
a  percentage  of  loan  value,  and  in  this  case  is  a  maximum  percentage 
of  loan  value,  so  that  it  does  not  put  the  broker  in  a  position  where 
he  has  to  liquidate  as  the  stocks  go  down.  That  is  up  to  the  broker. 
This  provides  for  more  liberal  margins  by  reason  of  law  when  stocks 
are  going  down. 

That  is  why  I  cannot  understand  in  your  own  brief,  sir,  why  you 
object  to  this.  "  In  periods  of  necessity  or  of  decreasing  prices  it 
will  permit  over-liljcnil  margins."  As  to  that  the  broker  can  take 
care  of  himself.  The  law  should  be  in  such  shape  that  in  periods  of 
declining  prices  if  a  broker  wants  to  take  the  chance,  he  can  give 
what  from  a  business  point  of  view  is  a  more  liberal  margin,  and 
that  in  periods  of  rising  prices  it  will  fix  prohibitively  high  mar- 
gins, which  is  again  just  exactly  the  correct  result  if  you  want  to 
keep  the  market  from  running  away  on  the  upside. 

Mr.  Redmond.  I  am  addressing  myself  now,  Mr.  Corcoran,  to  a 
different  point,  if  I  may,  and  that  is  that  it  seems  to  me  that  this 
requirement  governs  not  only  the  extension  but  also  the  maintenance 
of  credit. 

Mr.  Corcoran.  Yes. 

Mr.  Redmond.  And  that  it  is  going  to  mean  that  in  a  loan,  let  us 
say,  made  on  stable  securities,  where  your  80  percent  clause  applied, 
and  the  loan  was  made  on  that  basis,  a  perfectly  conservative  loan, 
let  us  say  on  municipal  bonds. 

Mr.  Corcoran.  Yes. 

Mr.  Redmond.  If  you  should  get  a  decline  in  the  market  from  par 
to  80,  as  5'ou  used  yourself 

Mr.  Corcoran.  Yes. 

Mr.  Redmond  (continuing).  Automatically  the  loan  value  of  those 
so-called  "  stable  securities  '  gets  fixed  at  64  for  at  least  3  years  to 
come. 

Mr.  Corcoran.  Are  you  talking  about  an  immediately  undesirable 
effect  in  driving  the  market  down? 

Mr.  Redmond.  True,  because  it  is  going  to  force  loans  which  are 
otherwise  well  margined  to  be  liquidated,  because  you  go  over  from 
your  80  percent  to  your  40  percent  category. 

Mr.  Corcoran.  No.  What  j^ou  are  saying  to  me,  Mr.  Redmond, 
is  this,  that  a  broker  may  lend  80  percent  on  the  value  of  securities. 
If  the  security  is  at  1,000  the  broker  may  lend  $800.     If  the  security 
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falls  from  a  thousand  to  800  the  broker  can  lend  only  $640.  Well, 
of  course,  the  broker  lends  a  less  aggregate  amount  as  the  security 
goes  down. 

As  far  as  the  drop  in  tlie  particular  market  is  concerned,  you  will 
agree  with  me  that  of  course  if  you  are  lending  80  percent  you  are 
lending  up  to  about  the  limit  anyway,  and  if  the  value  of  the 
security  goes  down  of  course  the  aggregate  amount  that  may  be  lent 
against  it  on  an  80  percent  basis  also  goes  down. 

Is  this  what  you  are  worried  about :  We  will  say  it  goes  down  to 
640  and  then  comes  back  to  1000.  The  benefit  that  is  given  to  stable 
securities  through  this  80  percent  loan  value  will  always  be  fixed 
until  you  get  another  year  rolling  by  at  64  percent  rather  than  at 
80  percent  after  the  market  comes  back. 

Mr.  Redmond.  No,  I  was  not  concerned  with  that.     But  remember 

that  as  soon  as  you  reach  the  limit  of  the  loans  that  can  be  made 

Mr.  Corcoran.  Yes. 

Mr.  Redmond.  Because  this  bill  imposes  criminal  penalties,  the 
loan  will  have  to  be  liquidated. 

Mr,  Corcoran.  Well,  you  mean  when  the  loan  gets  below  80  per- 
cent loan  value? 
Mr.  Redmond.  Yes. 

Mr,  Corcoran,  Certainly.     That  is  true. 
Mr.  Redmond.  In  the  slightest  degree? 

Mr.  Corcoran.  Yes;  that  is  true,  except  that  the  commission  is 
given  power  in  here  to  determine  the  time  at  which  you  can  close  out 
the  account.  But  it  is  absolutely  true  that  when  a  securit}'  drops 
in  value  that  is  what  happens.  You  cannot  have  a  loan  higher  than 
80  percent  loan  value,  no  matter  what  value  the  security  has. 
Mr.  Redmond.  That  is  true. 

Mr.  Corcoran.  Well,  I  did  not  understand  that  a  broker  objected 
to  marking  down  the  margins  as  the  securities  went  down,  sir. 

Mr.  Redmond.  They  do  not,  Mr,  Corcoran,  but  I  think  you  are 
increasing  the  complexity  of  the  problem.  Very  few  brokerage  ac- 
counts consist,  or  even  bank  loans,  of  a  single  security. 

Mr.  Corcoran.  No,  On  some  you  would  loan  80  and  some  you 
would  loan  40, 

Mr,  Redmond,  And  there,  when  you  once  get  a  decline  which  car- 
ries 3'ou  down  below,  then  on  that  security,  taking  the  example  that 
you  yourself  used  a  minute  ago,  that  bond  is  then  marked  at  64  for 
all  purposes,  even  if  it  recovers,  while  other  securities  in  the  loan  may 
decline, 

Mr,  Corcoran.  That  is  true, 

Mr,  Redmond,  So  that  you  permanently  write  down  the  so-called 
"  stable  security." 

Mr.  Corcoran.  You  write  down  the  security,  sir,  for  3  years; 
that  is  true. 

Mr,  Redmond,  For  3  years? 

Mr,  Corcoran.  And  that  is  an  inevitability  of  this  way  of  work- 
ing out  a  more  flexible  margin, 
Mr.  Redmond,  I  agree. 

Mr.  Corcoran.  Of  course,  you  realize  that  this  80-percent  rule 
is  lagniappe  as  far  as  the  general  margin  provisions  of  this  bill  are 
concerned. 


STOCK   EXCHANGE   PRACTICES  6483 

Senator  Gore.  Do  I  understand  that  that  fixes  that  value  for  a 
period  of  3  years? 

Mr.  CoRCOPvAX.  It  fixes  the  low.  Of  course,  the  80-percent  cal- 
culation is  based  upon  the  lowest  price  within  3  years.  Mr.  Whitney 
says  you  should  not  talk  too  much  about  the  advantage  that  is  given 
stable  securities  by  the  80-percent  margin  rule,  because  the  80  percent 
is  based  of  course  upon  the  lowest  price  within  3  years,  and  you  may 
have  a  situation  in  a  catastrophic  market  where  the  value  of  a  stable 
security  will  drop  very,  very  low  and  then  that  very,  very  low  price 
is  the  basis  on  which  your  80-percent  calculation  is  made  for  the 
next  3  years.    That  is  very  true. 

The  Chairman.  Mr.  Corcoran,  what  effect  will  this  have  on  the 
volume  of  business? 

Mr.  Corcoran.  That  is  what  I  wanted  to  come  to  next.  If  you 
look  at  paragraph  three  in  this  computation  and  see  how  much  stock 
the  customer  can  buy  with  a  given  deposit — and  you  realize  that 
brokers  collect  a  commission  on  the  market  value  of  securities  pur- 
chased, irrespective  of  the  margin  re<iuirements — you  can  readily 
see  from  tliose  figures  why  brokers  are  howling  about  the  bill. 

This  bill  will  cut  the  margin  business  at  least  in  half,  and  the 
brokers  will  lose  that  half  of  the  commissions  they  would  collect 
under  the  present  margins.  It  is  easy  to  understand  for  that  rea- 
son why  the  brokers  do  not  like  the  bill. 

Senator  Goldsborough.  That  is  the  "flight  of  commissions'"? 

Mr.  Corcoran.  That  is  the  flight  of  commissions,  sir. 

Senator  Kean.  It  would  cut  it  more  than  half. 

Mr.  Corcoran.  I  don't  know,  sir.  It  all  depends  on  how  much  of 
your  accounts  are  big  accounts  and  how  much  are  small  accounts. 
You  see,  the  comparative  figures  are  $7,500  and  $4,100  that  may  be 
bought  with  a  $2,500  deposit  for  small  accounts.  There  the  pro- 
portion is  about  714  to  4.     So,  that  it  does  not  (jiiite  cut  it  in  half. 

But  when  you  get  into  the  bigger  accounts  you  more  than  cut  it  in 
half.  The  proportions  are  43  tQ  16.  So,  that  3^ou  really  appre- 
ciably cut  into  the  margin  business. 

Senator  Bulkley.  "What  do  you  conceive  to  be  the  advantages  of 
liaving  margin  trading? 

Mr.  Corcoran.  Sir,  3'ou  heard  yesterday — I  don't  remember 
whether  you  were  present,  but  I  think  you  were 

Senator  Bulkley.  Not  all  day.    No ;  I  was  on  the  floor. 

Mr.  Corcoran.  You  heard  yesterday  the  argument  of  Dr.  Golden- 
weiser  and  of  Mr.  Woodlief  Thomas  about  margin  trading.  From 
the  social  point  of  view  there  are  two  justifications  for  margin  trad- 
ing. I  do  not  think  they  are  very  good  myself,  but  I  will  give  them 
to  you,  state  them  fairly  for  what  I  think  they  are  worth. 

The  first  is  that  you  should  permit  a  man  when  a  stock  is  down, 
as  stocks  now  are  doAvn,  and  when  there  is  a  prospect  that  those 
stocks  are  going  to  get  out  of  sight,  to  buy  on  a  down  payment 
and  then  pay  in  as  he  goes  along.  You  buy  a  stock  now  at  50.  If 
you  wait  2  months  for  it,  it  might  be  100.  The  market  on  many 
stocks  is  already,  sir,  100  percent  of  what  it  was  last  March,  when 
we  were  in  the  depths.  The  argument  is  that  a  man  who  is  acquir- 
ing for  investment  may  very  well  want  to  buy  at  50  more  stock 
than  he  can  presently  pay  for,  and  then,  just  as  he  buys  an  automo- 
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bile  on  the  installment  plan,  he  will  pay  for  it  out  of  future  earnings 
until  he  owns  the  stock  outright. 

The  difficulty  with  that  situation  is  that  in  a  rising  market 
human  nature  is  such  that  the  man  never  pays  for  the  stock  as  it 
goes  up.     He  just  pyramids  his  margin  and  buys  some  more. 

The  second  justification  is  one  that  is  of  a  piece  with  the  arguments 
of  the  economists  of  the  stock  exchange  in  favor  of  speculation 
generally;  that  if  you  are  going  to  have  a  liquid  market  you  must 
have  a  very  active  market.  To  have  a  very  active  market  j^ou  must 
have  a  speculative  market,  because  a  market  of  investors  is  not 
active  enough.  To  have  a  speculative  market  you  must  have  a  mar- 
ket into  which  borrowed  money  can  enter,  and  to  have  a  borrowed 
money  market  you  must  have  a  margin  market. 

Now,  the  nub  of  that  argument  goes  back  to  the  purely  pragmatic 
question  of  how  valuable  speculation  is  in  the  market.  You  have 
seen  the  report  on  that  of  the  Twentieth  Century  Fund,  the  group 
of  experts  I  have  just  been  talking  about.  There  is  no  question 
as  to  the  position  Mr.  Meeker  and  all  the  rest  of  the  stock  exchange 
people  take  on  the  value  of  a  speculative  market.  It  is  very  signifi- 
cant that  the  Twentieth  Century  Fund,  which  has  been  looking  into 
this  proposition  and  examining  on  a  completely  independent  basis 
the  premises  of  that  argument  in  favor  of  a  speculative  market 
reported  the  other  day — I  have  to  read  from  a  report  in  the  Herald 
Tribune : 

All  the  conclusions  we  have  reached  on  the  basis  of  our  factual  studies 
converge  at  one  point.  Speculation,  especially  when  accompanied  by  manipula- 
tion, should  be  drastically  curbed,  not  only  because  it  actively  interferes  with 
the  proper  evaluating-  functions  of  the  market,  but  also  because  it  does  not 
exert  the  beneficial  effects  which  it  has  been  commonly  supposed  to  produce. 

Senator  Bulkley.  Would  it  not  be  a  good  idea  to  confine  specu- 
lation to  a  man  speculating  with  his  own  funds  instead  of  being 
encouraged  to  borrow? 

Mr.  Corcoran.  Well,  sir,  I  tliink  so,  because  I  am  not  so  sure  that 
the  prospective  value  of  having  a  liquid  market  is  worth  what  it 
has  cost  society  to  have  the  debacle  we  have  had  in  the  last  few 
years.  There  is  not  any  wa3\  however,  of  finally  determining  it.  I 
mean  it  is  a  matter  of  judgment. 

"WHien  we  sat  down  to  draw  this  bill  there  was  a  very  strong 
element  that  believed  in  cutting  out  margin  trading  altogether. 
This  bill  is  a  compromise  between  those  who  believe  that  you  should 
eliminate  margin  trading  altogether  and  those  who  ai'e  willing  to  go 
along  with  the  stock  exchange  for  a  time  in  its  thesis  that  a  liquid 
market  made  liquid  with  borrowed  funds  is  worth  enough  so  that 
some  margin  money  should  be  left  in  it,  though  not  much.  The 
particularly  drastic  cut  in  margins  that  has  been  made  in  this 
bill  is  based  on  a  theory  that  if  any  bill  is  going  to  have  any  effect 
by  cutting  down  the  amount  of  borrowed  money  in  the  market  it 
has  got  to  go  a  long  way ;  that  cutting  margins  5  percent  won't  make 
any  difference  at  all. 

Senator  Bulkley.  Of  course,  my  criticism  of  your  theory  is  that 
you  do  not  reall}'  go  the  whole  way  and  take  the  broker  out  of  the 
banking  business. 

Mr.  Corcoran.  The  difficulty  with  that,  sir,  is  the  necessity  of 
compromising.    You  will  find  a  great  many  people  who  think  there 
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should  be  no  margin  business  at  all;  but  at  least,  although  you  do 
not  go  the  whole  way,  if  you  moderate  the  amount  of  borrowed 
money  in  the  market  you  may  help  the  situation  considerably,  pro- 
viding you  moderate  enough.  If  you  cut  these  margins  5  percent, 
you  may  just  as  well  not  legislate  on  margins.  If  you  cut  the 
amount  of  borrowed  money  that  gets  in  the  market  by  a  half, 
you  may  have  done  something  toward  attaining  the  social  benefits 
that  are  urged  by  those  that  think  there  should  be  no  margin 
tradin^at  all. 

Mr.  Pecora.  In  other  words,  Mr.  Corcoran,  it  is  not  deemed  that 
we  should  go  to  either  one  extreme  or  the  other  ? 

Mr.  Corcoran.  That  is  true,  sir. 

Mr.  Pecora.  We  wanted  a  middle  ground  that  was  sought  to  be 
found  in  the  provision  that  is  now  in  the  bill. 

Mr.  Corcoran.  That  is  true,  sir. 

Mr.  Redmond.  Mr.  Corcoran,  is  that  based  upon  j^our  conclusion 
that  there  is  too  much  borrowed  money  in  the  market  today? 

Mr.  Corcoran.  Well,  of  course,  today — you  provided  some  figures 
the  other  day  about  the  amount  of  brokers'  loans  in  the  market. 

Mr.  Redmond.  The  borrowed  money  has  been  published  right 
straight  along  for  years,  Mr.  Corcoran. 

Mr.  Corcoran.  Yes ;  that  is  true. 

Mr.  Redmond.  What  we  ]irovided  tlie  otlier  day  were  the  figures 
of  the  brokers'  debit  balances. 

IMr.  Corcoran.  The  brokers"  debit  balances  showed  how  much 
of  the  borrowed  money  in  the  market  was  represented  by  borrowed 
money  in  brokerage  accounts  as  distinguished  fr^pi  borrowed  money 
in  bank  accounts. 

To  answer  tlie  question  somebody  asked  me  just  a  minute  ago, 
whether  I  thought  there  was  too  much  borrowed  money  in  the 
market,  I  do  not  pretend  to  be  an  economist,  sir;  but  Dr.  Golden- 
weiser  of  the  Federal  Reserve  told  you  yesterday  that  he  felt  there 
was  entirely  too  much  money  in  the  market. 

Mr.  Redmond.  I  do  not  remember  his  making  that  stat<»ment  as 
of  the  present  time. 

Mr.  Corcoran.  That  Avas  the  aggregate.  And  of  course  what  we 
are  doing  is  sitting  down  at  the  bottom  of  the  market,  even  with 
prices  at  a  hundred  percent  above  last  March,  and  legislating  with 
respect  to  what  we  all  expect  is  going  to  be  a  rise  in  the  stock 
market.  If  j^ou  take  hold  of  the  situation  now  you  maj''  prevent 
the  market  from  running  away,  with  the  inevitable  repercussions 
on  business  you  get  from  a  run-away  market,  and  with  the  repercus- 
sions you  had  in  the  business  situation  last  year. 

Senator  Bulkley.  Are  you  giving  us  a  reliable  tip  that  the  market 
is  going  to  rise? 

Mr.  Corcoran.  No,  sir. 

Mr.  Redmond.  Mr.  Corcoran,  on  that  very  point,  though,  I  sup- 
pose you  appreciate  that  the  adoption  of  these  margin  requirements 
means  necessarily  an  immediate  liquidation  of  part  of  the  brokers' 
debit  balances  held  today? 

Mr.  Corcoran.  Let  us  talk  about  that  right  now.  When  this  sec- 
tion was  drawn,  perhaps  in  a  little  overexpectancy  of  how  fast  the 
market  was  going  to  move,  it  was  thought  that  by  putting  the  date 
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at  which  these  margin  provisions  would  become  applicable  over  to 
October  1,  after  the  expected  spring  and  expected  fall  rise  in  the  mar- 
ket, and  by  confining  these  margin  requirements  to  listed  securities, 
which  in  the  case  of  the  best  securities  are  well  above  the  lows  of 
last  fall,  at  which  level  present  brokerage  accounts  are  being  held,, 
there  would  be  plenty  of  time  for  the  market  to  rise  to  a  point  by  that 
date  where  most  brokerage  accounts  that  could  get  out  of  the  red 
would  be  out  of  the  red  on  the  standards  of  these  particular  margins. 

There  has  been  a  great  deal  of  factual  criticism  to  the  effect  that 
that  judgment  is  wrong,  and  that  by  next  October  1  there  will  still  be 
many  brokerage  accounts  and  many  bank  accounts  carrying  securi- 
ties that  will  be  under  water  on  the  present  margin  requirements. 

Therefore,  the  other  day  before  the  House,  talking  for  those  who 
drafted  the  bill,  and  ver}^  humbly  as  such,  we  suggested  that  this 
section  sliould  be  modified  so  that  the  new  margin  requirements 
would  not  apply  to  accounts  that  were  presently  existent ;  that  they 
could  be  carried  indefinitely  if  in  the  judgment  of  Congress  it  were 
wise  to  carry  them  indefinitely;  but  that  the  new  margin  require- 
ments, to  prevent  evasion,  should  apply  if  any  substitutions  were 
made  in  those  accounts  after  the  1st  of  October. 

Senator  Kean.  What  do  you  mean  by  "  substitutions  "  ? 

Mr.  Corcoran.  Suppose,  sir,  you  have  an  account  now  that  is 
under  water;  but  suppose  you  have  an  account  with  stock  X  in 
it  that  has  a  market  value  of  $1,000.  The  account  is  under  water 
on  October  1.  You  think  that  the  X  stock  won't  go  up  as  fast  as 
Y  stock  now  selling  at  a  thousand  dollars.  You  say  to  the  broker 
"  Sell  out  the  thousand  dollars  worth  of  X  stock  and  buy  me  a 
thousand  dollars  worth  of  Y  stock."  So  long  as  you  carry  the  X 
stock  which  you  have  held  in  that  account  prior  to  the  time  when 
the  new  margins  went  into  effect,  it  will  be  carried  for  3'ou  at  what- 
ever margin  rate  the  bank  is  carrying  it.  But  the  minute  you  trans- 
fer to  a  new  stock,  then  the  new  margin  requirements  apply. 

Clamping  down  on  substitutions  is  an  absolute  necessity.  If  you 
are  going  to  permit  the  leniency  of  carrying  present  accounts  indefi- 
nitely, then  you  must  prevent  the  certain  evasion  that  would  come 
about  by  customers  rushing  into  the  market  now  to  buy  lots  of 
stock  at  the  present  low  margins,  and  then  want  to  carry  their 
accounts  through  after  October  1  indefinitely. 

Senator  Gore.  If  he  substituted  in  the  case  you  supposed  there,  it 
would  require  a  larger  margin  to  carry  Y  stock  than  X? 

Mr.  Corcoran.  Yes,  that  is  true. 

Senator  Gore,  Is  that  on  the  general  assumption  that  it  is  not 
wise  to  shift  from  a  more  sluggish  stock  to  a  stock  that  is  presumed 
to  be  more  active  ? 

Mr.  Corcoran.  No.  It  is  a  rule  of  necessity  to  prevent  evasion 
of  the  new  margin  rules  by  the  device  of  carrying  through  securi- 
ties under  the  old  margin  rules  and  then  being  allowed  to  sAvitch 
indefinitely  within  the  accounts.  Otherwise,  you  could  rush  into 
the  market  right  now,  anticipating  a  change  in  margin  rules  by 
October  1,  and  load  up  on  a  10-])ercent  margin,  if  the  stock  exchange 
would  permit  you  to  do  so.  Then  after  October  1  you  could  trade 
indiscriminately  on  the  theory  that  you  were  substituting  so  long 
as  you  provided  the  fiction  that  you  were  dealing  with  the  same 
account. 
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Senator  Barkley.  Is  there  any  real  difference  between  the  man 
who  in  the  last  year  or  two  or  during  this  crisis  was  either  sold 
out  or  had  to  sell  out  voluntarily,  so  as  to  put  him  under  water, 
although  his  account  may  not  be  under  water  he  is  very  much  under 
water,  and  the  man  who  has  been  able  to  hang  on  all  this  time  with 
his  stock,  though  it  is  under  water,  and  would  run  into  the  1st  of 
October  and  be  able  to  carry  that  stock  on  indefinitely,  as  against 
the  man  I  referred  to  first  who  might  now  get  hold  of  some  money 
and  buy  a  little  stock  and  want  to  carry  it  in  the  hope  that  he  might 
recoup  the  losses  that  he  sustained  in  his  former  transactions? 

Mr.  Corcoran.  Sir,  what  you  are  really  talking  about  is  the  dif- 
ference between  the  fellow  who  carried  his  margin  account  with  a 
broker  who  sold  him  out  and  the  fellow  who  carried  his  margin 
account  with  his  home-town  bank,  which,  because  of  its  customer 
relationship  to  him,  carried  him  through. 

Senator  Barkley.  That  is  by  and  large. 

Mr.  Corcoran.  Yes ;  that  is  a  rough  classification.  I  am  not  pass- 
ing on  the  morals  involved  in  it,  sir.  I  just  don't  know.  I  am 
simply  concerned  that  because  t)f  its  deflationary  effect  there  should 
not  be  any  forced  liquidation  of  present  underwater  accounts  be- 
tween now  and  October  1. 

Senator  Barkley.  You  mean  by  present  accounts  stocks  held  at 
this  time? 

Mr.  Corcoran.  Stocks  held  at  this  time  in  banks. 

Senator  Barkley.  You  do  not  mean  accounts  that  fluctuate  from 
day  to  day,  that  you  can  buy  today  and  sell  next  week? 

Mr.  Corcoran.  They  can  fluctuate  from  day  \n  day,  sir,  up  to 
October  1.  It  would  be  impractical  to  work  a  rule  that  said  that 
all  accounts  had  to  be  frozen  with  their  present  long  commitments 
until  October  1. 

Senator  Barkley.  Is  it  your  theory  that  anybody  who  buys  stock 
now  and  carries  it  up  till  October  should  then  be  subject  to  the  new 
margin  requirements? 

Mr.  Corcoran.  In  any  changes  'made  after  October. 

Senator  Barkley.  If  he  bougiit  stocks  now  and  carried  the  same 
stocks  on  the  books  up  till  the  first  of  October  he  would  not  there- 
after be  required  to  put  up  more  margin  i 

Mr.  Corcoran.  That  is  true,  sir.  If  there  is  any  seeming  inequity 
in  that  situation,  it  is  because  you  just  cannot  put  the  law  into 
effect  right  away,  anyway.  You  have  to  give  a  date  somewhere 
in  the  future  to  which  the  market  can  be  adjusted  and  before  which 
machinery  can  be  set  up  for  the  enforcement  of  the  act. 

Senator  Barkley.  As  to  all  such  accounts  the  status  quo  would 
be  maintained  ? 

Mr.  Corcoran.  Right,  sir. 

Senator  Bulkley.  If  you  are  going  to  allow  existing  accounts 
to  be  carried  through,  would  it  not  be  better  to  make  the  effective 
date  a  good  deal  earlier  than  October  1? 

Mr.  Corcoran.  We  all — all  who  are  interested  in  the  recovery  ef- 
fort— do  not  want  to  put  any  damper  on  the  beginnings  of  an  up- 
turn, and  we  w\^nted  to  put  the  date  ahead  as  far  as  we  could  con- 
sistently with  the  act  getting  into  operation. 

Senator  Barkley.  If  that  is  your  viewpoint  about  it,  is  October 
late  enough?    The  fall  has  just  begun  in  October. 
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Mr.  CoRCOKAN.  Sir,  you  have  to  stop  somewhere.  You  can  jiggle 
this  date,  October  1,  to  any  date  that  your  good  judgment  dictates, 
but  sometime  there  comes  a  time  in  the  history  of  every  book  when 
it  has  to  be  written,  and  there  comes  a  time  in  the  history  of  every 
statute  when  it  goes  into  effect. 

Senator  Gore.  Senator  Barkley  wants  to  be  sure  the  recovery 
has  started. 

Mr.  Pecora.  Mr.  Corcoran,  you  are  not  using  the  term  "  jiggle  " 
in  street  parlance,  are  you? 

Mr.  Corcoran.  Oh,  no,  sir;  I  am  careful. 

Mr.  Redmond.  You  have  talked  about  this  thing  as  affecting  only 
brokerage  accounts  in  stocks,  but  of  course  it  would  also  affect, 
would  it  not,  loans  in  banks  ? 

Mr.  Corcoran.  Yes. 

Mr.  Redmond.  So  as  to  prevent  substitutions  ? 

Mr.  Corcoran.  On  the  same  basis.  You  could  not  substitute  ex- 
cept pursuant  to  the  new  margin  requirements  after  the  1st  of 
October. 

Mr.  Redmond.  So  that  if  a  person  who  had  borrowed  money 
against  good  bonds  thought  that  it  would  be  advisable,  because  of 
developments  in  a  particular  industry,  to  sell  some  of  those  bonds 
and  buy  other  equally  good  bonds,  he  would  find  that  that  would 
be  impossible  unless  he  put  up  additional  margin? 

Mr.  Corcoran.  He  could  not  buy  as  much. 

Mr.  Redmond.  He  would  have  to  pay  his  loan  off? 

Mr.  Corcoran.  He  would  have  to  pay  his  loan  off. 

Mr.  Redmond.  It  would  be  impossible  unless  he  put  up  more 
margin  ? 

Mr.  Corcoran.  It  would  be  impossible  with  the  same  market  value. 

Mr.  Redmond.  That  means  payment  of  part  of  the  loan? 

Mr.  Corcoran.  Yes,  sir;  that  means  payment  of  part  of  the  loan. 

Senator  Gore.  You  apply  these  same  requirements  to  the  banks  as 
well  as  to  the  brokers? 

Mr.  Corcoran.  Yes ;  you  have  to  apply  them  to  the  banks,  Senator, 
for  the  reason  that  a  great,  great  part  of  the  margin  accounts,  that 
is,  the  securities  carried  on  borrowed  money,  are  can-ied  through 
the  banks,  a  much  larger  proportion  right  now  than  are  carried 
through  the  brokers,  and  if  you  are  trying  to  reach  the  general  evil 
of  too  much  borrowed  money  in  the  market,  both  from  the  effect 
upon  the  general  economy  and  the  effect  upon  individuals  you  have 
to  reach  those  accounts  in  the  banks  as  well  as  in  the  brokerage 
houses. 

Another  reason  why  j^ou  must  reach  the  banks  is  that  if  you  did 
not  regulate  the  amount  of  margins  required  on  securities  accounts 
in  banks,  brokers  who  wanted  to  evade  the  requirements  that  you 
put  upon  them  would  simply  arrange  for  their  customers,  and  you 
would  never  be  able  to  catch  the  practice,  loans  from  the  banks  on 
small  margin  requirements. 

Senator  Gore.  I  was  asking  the  question  yesterday  and  the  gentle- 
man said  somebody  else  knew  more  about  it.  That  was  on  that  very 
point,  as  to  whether  or  not,  if  you  impose  this  regulation  of  higher 
margin  requirements — now  I  am  speaking  in  the  light  of  our  ex- 
perience under  the  eighteenth  amendments— would  there  not  be  some 
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bootleg-  broker  around  the  corner  who  would  sell  it  and  buy  it, 
dealing  with  Tom,  Dick,  and  Harry  on  a  low  margin? 

Mr.  Corcoran.  Well,  sir,  you  always  hear  the  possibility  of  the 
bootlegger.  But,  by  and  large,  the  bulk  of  the  business  will  not 
be  done  by  the  bootlegger.  You  will  not  be  able  to  stop  all  boot- 
legging. You  will  be  able  to  stop  enough  of  it  so  that  the  purpose 
that  you  are  trying  to  reach  by  cutting  down  the  aggregate  amount 
of  borrowed  money  will  be  achieved.  You  will  always  have  some 
bootleggers,  sir. 

Senator  Gore.  What  I  have  in  mind,  though,  is  the  people  that 
I  assume  you  are  trying  to  protect,  Tom,  Dick,  and  Harry,  that 
do  not  know  an}i:hing  about  stocks,  do  not  know  anything  about  the 
earning  capacit}^  or  the  capital  investment  or  the  character  of  the 
management  of  anj^thing  else.  They  buy  because  stocks  have  been 
going  up,  and  they  guess  they  will  continue  to  go  up. 

Mr.  Corcoran.  Sir,  you  can  stop  the  bootlegger  just  as  much  as 
you  stopped  the  bucket  shop.  The  stock  exchange  will  say  you 
are  pushing  us  back  into  the  era  of  the  bucket  shop,  which  is  the 
form  that  bootlegging  would  normally  take. 

Senator  Gore.  Yes. 

Mr.  Corcoran.  That  depends  upon  the  extent  to  wliich  you  can 
enforce  the  law.  The  problem  of  breaking  up  the  bucket  shop  is 
no  more  difficult  under  this  statute  than  it  has  ever  been  under  any 
other  statute.  You  have  successfully  handled  the  bucket  shop.  You 
have  not  completely  eliminated  it,  but  you  have  to  a  great  degree 
reduced  the  bucket-shop  problem.  Mr.  Pecora  himself  chased  the 
bucket  shops  out  of  New  York.  You  can  keep  the  bucket  shops 
down  by  effective  prosecution  under  this  law,  just  as  you  kept 
them  down  by  effective  prosecution  under  the  existing  law. 

Senator  Barkley.  What  effect  would  this  margin  requirement 
have  upon  people  of  small  means  who  are  not  speculators,  but  who 
desire  to  accumulate  stocks  and  pay  for  them  outright  upon  the 
installment  plan? 

Mr.  Corcoran.  It  would  make  the  amount  of  stocks  which  persons 
of  small  means  could  accumulate  in  that  way  very  much  smaller. 
But  the  trouble  is,  Senator  Barkley,  even  if  it  sounds,  as  the  fixed 
investment  trusts  would  say,  like  "  permitting  the  small  man  to 
buy  an  interest  in  America  should  be  discouraged  ",  that  very  few 
of  the  people  who  started  in  buying  on  margin  as  a  method  of 
buying  stocks  on  the  installment  plan  ever  completed  the  install- 
ment. As  the  stock  went  up  they  pyramided  or  they  bought  more. 
The  very  optimism  that  led  them  to  think  that  it  was  a  good  time 
to  accumulate  stocks  because  they  were  cheap  led  them  to  try  to 
accumulate  more  and  more  and  more  on  margin  as  the  price  went 
up;  and  the  man  who  started  out  with  the  best  intentions  in  the 
world  of  paying  a  quarter  down  while  stocks  were  low — the  man 
who  started  out  with  that  very  good  intention  found  himself  playing 
a  speculative  account  within  2  or  3  months  afterward. 

The  Chairman.  And  about  7  out  of  10  lost? 

Mr.  Corcoran.  More  than  that  I  think  lost. 

Senator  Barkley.  I  am  speaking  more  particularly  of  those  wh(? 
intended  to  accumulate  for  investment. 

Senator  Gore.  I  have  seen  the  figures  that  97  percent  lose,  2  per- 
cent win,  and  1  percent  come  out  even. 
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Senator  Barkley.  I  am  speaking  of  those  who  deal  with  banks, 
who  in  good  faith  go  to  a  bank  and  say,  "■!  would  like  to  have  a 
hundred  shares  of  Steel  or  American  Telephone  or  L.  &  N.  Kailroad, 
anything,  to  lay  aside  ",  without  any  education  and  who  never  do 
get  into  the  speculative  fever. 

Mr.  CoRCORAX.  Very  few  of  those  people,  sir,  really  exist.  A  lot  of 
good  intentions  start  out,  but  the  good  intention  gets  completely 
wrapped  up  in  the  speculative  fever  as  the  rise  in  the  stock  in  an- 
ticipation of  which  the  installment  movement  was  made  comes  about. 
Mr.  Redmond.  Might  I  ask  Mr.  Corcoran:  Those  last  statements 
of  yours  are  very  sweeping  in  their  nature.  Might  I  ask  on  what 
authority  they  are  made? 

Mr.  Corcoran.  You  mean  that  most  people  lose? 
Mr.  Redmond.  No  ;  you  stated  that  they  practically  all  lost ;  that 
they  practically  all  when  they  once  bought  on  margin  ended  up  by 
having  nothing  but  a  speculative  account  in  which  they  never  com- 
pleted their  purchase. 

Mr.  Corcoran.  Mr.  Redmond,  I  haven't  the  statistics  to  prove 
that  the  majority  of  people  who  go  into  a  rising  market  buying 
securities  on  installments  end  up  by  running  a  speculative  account 
on  margin.    I  do  not  think  there  are  any  statistics  on  that. 

Mr.  Redmond.  I  think  there  are  some,  Mr.  Corcoran. 

Mr.  Corcoran.  I  simply  know  that  everybody  I  know  who  started 
that  way  ended  up  just  as  I  have  stated. 

Senator  Gore.  I  was  looking  at  an  analysis  of  500  accounts  in 
the  Board  of  Trade,  I  believe  at  Chicago,  and  414,  I  believe,  lost, 
72  won,  and  16  came  out  even.  Now,  if  that  works  out,  it  is  approxi- 
mately that.  That  was  based  on  an  actual  analysis,  and  there  were 
500  stock  accounts  dealt  with  in  the  same  statement.  I  didn't  go 
through  that.  Someone  told  me  Henr}^  Clews  said — and  he  was  in 
the  market  50  years — he  never  knew  of  anybody  who  dealt  on  margin 
and  stuck  to  it  but  what  came  out  broke,  and  I  think  he  was  pretty 
conservative. 

At  the  same  time,  1  do  not  think  you  can  stand  between  the  fool 
and  his  folly.  I  think  he  is  intelligent  enough  to  beat  you  to  it. 
If  you  do  that,  I  am  for  you. 

Mr.  Corcoran.  You  can  stand  part  of  the  way,  Senator. 

Senator  Gore.  Yes. 

Mr.  Corcoran.  There  is  one  more  provision 

The  Chairman  (interposing).  Before  you  pass  from  that,  what 
specific  provision  and  what  change  would  be  made  in  the  bill  so  as 
to  prevent  this  forced  liquidation? 

Mr.  Corcoran.  Something  would  have  to  be  added  to  the  bill. 

The  Chairman.  Section  6? 

Mr.  Corcoran.  There  would  have  to  be  a  new  section.  It  is  the 
cleanest  way  to  draft  the  change. 

Mr.  Pecora.  Or  a  subdivision  of  6? 

Mr.  Corcoran.  Or  a  subdivision  of  6.  It  might  be  done  by  inserting 
a  few  words,  but  it  is  probably  a  matter  of  considerable  redrafting. 

The  Chairman.  Very  well.  Now,  passing  on,  Mr.  Corcoran,  to 
page  1^ 


To   borrow   on   any   security   registered   on   a   national    securities   exchange 
from  any  person  other  than  a  member  bank  of  the  Federal  Reserve  System. 
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Mr.  Corcoran.  Could  I  come  to  that  in  just  a  minute,  sir? 

The  Chairman.  Yes. 

Mr.  Corcoran.  I  am  going  to  come  to  that.  I  would  rather  handle 
that  together  with  the  other. 

The  Chairman.  Very  well. 

Mr.  Corcoran.  There  are  two  other  things  we  ought  to  talk 
about  before  we  leave  this  section  on  margins.  One  is  the  answer 
to  a  question  which  Senator  Kean  asked  yesterday :  What  difference 
does  it  make  whether  a  fellow  puts  up  60  percent  margin  or  20  per- 
cent margin  ?  In  any  case,  when  the  margin  is  reached  he  has  lost 
his  money. 

The  answer  is  attempted  to  be  given  on  pages  3  and  4  of  this 
analysis.  It  is  true  that  as  soon  as  the  debit  balance — what  a  trader 
owes  the  broker — corresponds  with  the  value  of  the  securities  the 
trader  is  wiped  out ;  but  the  deeper  the  margin  the  longer  it  takes 
for  the  trader  to  reach  that  unfortunate  stage,  and  on  the  way 
down  he  has  time  to  readjust  the  account  by  selling  a  certain  num- 
ber of  shares  without  putting  up  additional  cash,  so  that  he  can 
maintain  the  margin  much  further  down. 

This  computation  on  page  3  shows  three  cases :  One  where  a  trader 
buys  100  shares  of  stock  at  $100  under  the  New  York  Stock  Exchange 
rules  and  the  stock  drops  to  77  and  wipes  him  out.  That  is,  we  are 
taking  the  New  York  Stock  Exchange  case  as  the  normal. 

Then  we  show  two  other  situations:  One  where  the  trader  buys 
the  same  amount  of  stock  on  the  Fletcher-Rayburn  margin;  and 
one  where  he  buys  not  the  same  amount  of  stock  but  puts  up  the 
same  amount  of  money  as  margin,  and  in  each  case  his  60  percent 
margin  gives  him  time  to  readjust  his  account  on  the  way  down 
without  putting  up  more  money.  So  that  if  the  stock  drops  to  the 
same  77  he  is  not  wiped  out.  He  has  lost  part  of  his  money,  but 
he  still  has  an  account;  he  still  has  a  chance  to  come  back  if  there 
is  any  come-back,  and  he  still  has  an  equity. 

I  will  not  go  through  that  in  detail. 

Senator  Kean.  I  would  like  to  point  out  to  you  there  that  if  the 
market  goes  down  so  that  his  margin  is  impaired  by  1,  2,  3  percent 
at  once,  why,  the  broker  must  notify  him  either  to  put  up  more 
margin  or  else  he  will  be  wiped  out. 

Mr.  Corcoran.  That  is  true;  but,  sir,  after  that  notification  comes 
he  has  a  chance  to  readjust  the  account  if  his  margin  is  wide  enough. 
I  am  supposing  the  case  of  a  man  who  has  put  up  all  he  has  and 
has  no  cash  left  in  his  pocket  when  a  margin  call  comes.  When  the 
margin  call  comes  if  his  margin  is  wide  enough  he  still  has  a  chance 
by  selling  a  part  of  the  securities  to  readjust  the  account  without 
putting  up  more  money. 

Senator  Kean.  If  his  margin  is  30  percent  or  35  percent  he  still 
has  the  same  o.pportunity  ? 

Mr.  Corcoran.  No;  because,  sir,  a  smaller  drop  in  the  market 
will  wipe  him  out. 

Senator  Kean.  A  smaller  drop  in  the  market,  of  course,  will  wipe 
liim  out. 

Mr.  Corcoran.  That  is  what  we  are  talking  about. 

Senator  Kean.  But  he  still  has  to  liquidate  a  large  part  of  his 
stock  in  order  to  make  his  margin  good;  is  that  right? 
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Mr.  Corcoran.  Yes. 

Senator  Kean.  He  does  not  have  to  liquidate  quite  so  much  ? 

Mr.  Corcoran.  That  is  true. 

Senator  Ejean.  That  is  true? 

Mr.  Corcoran.  That  is  true. 

Senator  Kean.  And  it  would  be  less  if  he  had  75  percent  margin  ? 

Mr.  Corcoran.  That  is  true. 

Senator  Kean.  Or  if  he  had  a  hundred  percent  margin  ? 

Mr.  Corcoran.  Yes,  sir. 

Senator  Kean.  He  would  not  have  to  liquidate  at  all  ? 

Mr.  Corcoran.  That  is  right. 

Senator  Kean.  But  as  soon  as  his  margin  goes  below  the  point 
that  you  are  allowed  by  law  to  carry  you  are  going  to  make  him 
either  sell  out  or  else  put  up  more  margin  ? 

Mr.  Corcoran.  That  is  right.  But  the  point  I  am  trying  to  make, 
Senator,  is  that  there  is  a  real  protection  to  the  investor  in  requiring 
him  to  put  up  a  bigger  margin. 

Senator  Kean.  It  would  be  better  to  make  it  75  ? 

Mr.  Corcoran.  That  is  true. 

Senator  Kean.  It  would  be  better  at  a  hundred.  Then  he  would 
not  have  to  put  up  any  margin. 

Mr.  Corcoran.  And  if  you  are  interested  in  not  having  men 
cleaned  out,  as  a  social  problem,  the  deeper  margin  you  make  them 
take  the  less  chance  there  is  they  will  get  cleaned  out. 

Senator  Gore.  Have  you  considered  undertaking  to  fix  it  so  that 
small  purchases,  $1,000  or  less,  could  not  be  made  on  margin? 

Mr.  Corcoran.  I  tliink  there  is  a  rule  of  the  New  York  Stock 
Exchange  now — I  do  not  know ;  Mr.  Redmond  can  tell  you — by  which 
brokers  refuse  to  take  accounts  under  a  certain  amount,  and  most 
brokers  as  a  matter  of  fact  would  not  handle  a  small  account. 

Mr.  Redmond.  It  is  a  question  of  individual  decision. 

The  Chairman.  How  is  that,  Mr.  Redmond  ? 

Mr.  Redmond.  It  is  a  decision  made  by  each  member  or  firm  to 
either  take  the  account  or  refuse  it,  Mr.  Chairman.  There  is  no 
fixed  minimum. 

Mr.  Corcoran.  It  might  be  wise,  Senator  Gore,  to  put  such  a  pro- 
vision in.  It  would  be  something  additional  to  the  present  protec- 
tion of  the  bill. 

Senator  Gore.  I  have  wondered  about  it  a  good  deal,  what  the 
reactions  would  be  and  whether  it  would  really  prevent  people  who 
want  to  become  small  investors  from  buying  at  all. 

]\Ir.  Corcoran.  Most  reputable  brokers,  the  people  who  do  the 
big  business,  will  not  take  an  account  of  that  size.  A  bank,  of 
course,  will  take  an  account  for  its  customer  of  almost  any  size. 

Senator  Gore.  I  was  wondering  if  it  would  not  be  better  to  force 
them  to  go  to  the  bank,  where  they  could  at  least  get  the  banker's 
advice — not  that  it  is  good  advice  always. 

Mr.  Corcoran.  That  might  be  added  to  the  bill,  sir.  It  is  a 
question  whether,  under  the  present  practices,  brokers  who  are  acting 
as  if  such  a  statute  were  in  effect  would  know  where  they  would  get 
their  commissions. 

Senator  Gore.  As  it  is,  he  gets  his  commission  whatever  happens 
to  the  unfortunate  trader,  but  if  you  eliminate  that  so  far  as  brokers 
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are  concerned  and  turn  those  people  to  the  banks,  it  might  be  a  sort 
of  a  protection,  I  don't  know. 

Mr.  Corcoran.  There  is  one  more  point,  and  one  very  serious 
point,  about  these  provisions  for  margin.  Why  should  there  be  any 
rigid  roof  beyond  which  no  commission  is  given  discretion  to  raise 
the  permissible  loan  value  on  securities? 

A  great  many  people  have  said — 

We  agree  with  the  social  policy  of  cutting  down  the  amount  of  borrowed 
money  in  the  market,  but  you  should  not  say  40  percent;  you  should  give 
some  commission  power  to  fix  that  rate  in  its  discretion. 

The  answer  to  that  involves  a  pure  problem  of  practical  states- 
manship. If  you  believe  that  there  is  a  public  interest  to  be  served 
in  having  the  amount  of  borrowed  money  and  the  amount  of  margin 
operations  in  the  market  curbed — and  we  drew  the  bill  on  the  sup- 
position that  there  was  such  a  public  policy — you  will  have  to  make 
a  drastic  cut  in  margin  trading  or  you  will  not  have  influenced 
the  market  sufficiently  to  have  achieved  your  purpose  at  all.  Sec- 
ondly, there  is  one  immutable  law  of  political  physics,  as  of  all  other 
physics,  and  that  is,  when  an  irresistible  body  meets  a  movable 
object  the  movable  object  goes  just  as  far  as  the  irresistible  force 
wants  to  push  it. 

Behind  low  margin  requirements  is  all  the  vested  interest  of  the 
brokerage  fraternity.  Perfectly  legitimate — it  is  bread  and  butter  to 
them.  Any  Government  commission  that  is  put  down  here  with 
complete  discretion  to  fix  margins  at  any  point  that  seems  desirable 
is  going  to  be  under  terriffic  pressure  all  the  time  to  push  those 
margins  to  the  limit. 

The  i:)lacing  of  a  bright  line  beyond  which  discretion  cannot  go 
assures  you  that  you  do  achieve  the  maximum  of  the  social  policy 
you  are  trying  to  effect.  If  you  are  afraid  that  these  margins  are 
too  high,  it  would  be  far  better  to  move  the  bright  line  to  a  higher 
loan  value,  say  CO  percent,  and  stop  there,  than  to  take  away  the 
bright  line  and  put  a  commission  down  here  under  the  terrific  pres- 
sure that  will  always  be  on  them  to  extend  their  discretion  to  the 
limit. 

There  is  one  possible  exception  to  that  rule.  It  may  be  that  for 
normal  purposes  you  will  want  a  bright  line  at  40%  or  at  60%.  We 
think  40,  because  unless  you  really  cut  into  this  margin  business, 
you  may  just  as  well  not  play  with  it  at  all.  It  may  be,  however, 
that  the  line  you  would  want  as  a  norm  under  usual  circum- 
stances may  need  a  little  flexing  in  cases  of  national  emergency. 
The  theory  of  this  bill  is  that  if  you  catch  the  market  now  you 
will  not  have  another  1929,  because  you  will  never  get  another  run- 
away market.  There  will  not  be  enough  borrowed  money  to  make 
a  run-away  market  possible. 

But  if  you  are  thinking  of  the  possibility  of  a  1929  you  might 
provide  something  like  this:  The  bright  line  is  40  percent,  but  it 
might  be  possible  to  lessen  those  margin  requirements,  upon  a 
finding  of  national  emergency  and  for  a  definite  length  of  time, 
not  of  just  one  commission  in  Washington,  but  of  the  Federal 
Reserve  Board  and  the  Federal  Trade  Commission  and  possibly 
tlie  Secretarj'^  of  the  Treasury.  Then  you  make  discretion  something 
that  can  be  exercised  only  in  really  unusual  emergencies,  and  you 
make  it  a  mighty  hard  thing  to  exercise. 
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Senator  Gore.  Mr.  Corcoran,  have  you  been  able  to  figure  out  in 
that  connection  any  way  to  protect  the  lambs  who  want  to  buy  real 
estate  on  margin? 

Mr.  Corcoran.  No.    There  is  no  way  to  protect  the  lambs. 

Senator  Gore.  That  is  the  worst  situation.  The  stock  market 
buries  its  dead,  and  these  farmers  and  home  owners  who  bought  on 
margin;  their  ghosts  are  stalking.  They  are  what  is  giving  us 
trouble.    These  fellows  who  lost  in  the  market  are  dead  and  buried. 

Mr.  Corcoran.  I  am  trying  to  take  care  of  one  species  of  lamb  at 
a  time,  Senator.  After  we  take  care  of  the  stock-market  lamb,  as 
far  as  we  can  take  care  of  him,  perhaps  we  can  try  to  take  care  of 
the  others. 

Senator  Barkley.  We  are  feeding  the  other  lambs  out  of  the  Pub- 
lic Treasury  in  the  form  of  bonds. 

Senator  Gore.  I  think  suicide  is  the  hardest  thing  to  prevent  in 
the  world. 

Mr.  Corcoran.  Of  course,  you  have  two  purposes  to  serve  when 
you  are  dealing  with  margins :  One  is  to  protect  the  lamb ;  another, 
and  probably  the  more  important  of  the  two,  although  it  does  not 
appeal  to  one's  human  instincts  as  completely,  is  the  protection  of 
the  national  business  system  from  the  fluctuations  that  are  induced 
by  fluctuations  in  the  market,  which  in  turn  stem  back  to  this  very 
exquisite  liquidity  you  get  when  you  have  a  lot  of  borrowed  money 
in  the  market.  That  is  the  point  which  Dr.  Goldenweiser  made 
yesterday.  From  the  sheer  unmoral  standpoint  of  public  policy  it  is 
probably  more  important  to  protect  the  business  system  from  the 
effects  on  the  market  of  too  much  borrowed  money  than  it  is  to 
protect  the  lamb. 

Senator  Gore.  Mr.  Corcoran,  that  is  the  point  which  always  dis- 
courages me.  If  you  can  prevent  men  from  buying  on  a  rising  mar- 
ket and  selling  on  a  falling  market,  if  you  can  repeal  that  law  of 
human  nature,  you  can  stop  this  business. 

Mr.  Corcoran.  You  cannot  repeal  it,  sir.  You  can  help  it  a  little 
by  seeing  that  they  do  not  buy  as  much  and  do  not  sell  as  much. 
But  that  is  all. 

Senator  Gore.  I  hope  you  are  right. 

Senator  Barkley.  There  are  some  stocks  that  are  very  volatile, 
go  up  and  down  very  rapidly.  There  are  others  that  are  more  or 
less  stable  over  a  period  of  years. 

Mr.  Corcoran.  Yes. 

Senator  Barkley.  Even  in  depression  the  fluctuation  in  value  of 
certain  stocks  is  not  very  great.  Would  you  give  the  Stock  Ex- 
change or  anybody  else  any  discretion  to  fix  margin  requirement, 
depending  upon  the  volatility  of  the  stock  ^ 

Mr.  Corcoran.  There  was  an  attempt  to  do  that,  sir;  in  this 
section  6(b),  the  80-percent  alternative  about  which  we  have  been 
doing  so  much  talking.  That  was  an  attempt  to  do  that.  It  does 
not  work  out  perfectly,  as  Mr.  Redmond  showed.  It  has  a  general 
tendency  to  favor  the  staple  stuff  for  margin  accounts  over  specula- 
tive accounts 

Senator  Barkley.  I  was  attending  another  committee  and  did  not 
hear  that  testimony. 
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Senator  Gore.  Did  you  consider  this  point?  I  assume  you  did, 
because  j^ou  seem  to  have  carefully  considered  the  matter.  That  is 
the  advisability  of  placing  some  sort  of  limit  upon  daily  fluctuations, 
like  they  undertook  to  do  in  the  Grain  Exchange  in  Chicago,  so  that 
it  could  not  fluctuate  more  than  10  percent  of  the  open  price,  up  or 
down.  My  point  is  that  that  might  help  to  stop  a  stampede,  just  a 
frenzy  of  selling  or  buying. 

Mr.  CoRCORAX.  Senator,  I  am  not  enough  of  an  economist  to  know 
whether  such  an  interference  with  a  free  market  is  a  wise  thing  or 
not.  Those  artificial  limitations  of  that  kind  on  the  fluctuations  of 
securities  tie  up  with  the  real  j^roblem  of  the  wisdom  of  permitting 
short  selling  and  all  other  activities  of  a  free  market.  I  honestly 
do  not  know  enough  about  the  economics  involved  to  be  able  to  give 
you  an  opinion  on  that  subject,  sir. 

Senator  Gore.  Of  course,  I  believe  in  a  free  and  open  market, 
subject  to  reasonable  limitations. 

Mr.  Corcoran.  I  know  that  Mr.  Redmond  would  have  apoplexy 
if  that  sort  of  thing  were  put  into  the  bill- 
Mr.  Redmond.  No;  I  would  not.  I  think  the  market  would  take 
care  of  itself  very  rapidly. 

Mr.  Corcoran.  In  other  words,  there  would  not  be  any  market? 

Mr.  Redmond.  Precisely. 

Senator  Gore.  The  grain  exchange  functions  under  that  limita- 
tion. 

Mr.  Corcoran.  It  functioned  last  summer  under  it. 

Mr.  Redmond.  But  if  you  remember,  for  a  number  of  days.  Sen- 
ator, the  grain  market  went  along  with  very  small  transactions, 
immediately  dropi^ing  down  to  the  permissible  limit,  so  that  although 
there  was  no  volume  of  activity,  grain  prices  were  carried  very,  very 
low  indeed;  and  then  it  turned  around  and  rebounded. 

Senator  Gore.  I  watched  those  stocks  drop  like  a  plummet,  30 
or  40  points  in  an  hour.  It  ought  to  be  a  reasonable  market,  so  far 
as  can  be,  where  some  sort  of  reason  prevails.  But  you  have  seen 
times  when  reason  just  took  flight  and  people  were  seizetl  with 
frenzy.  Sometimes  you  put  an  individual  in  a  straight-jacket  and 
in  a  padded  cell  to  prevent  liim  from  doing  violence  to  himself.  I 
want  a  market  place  where  i)eople  can  buy  and  sell,  and  I  only  want 
to  guard  against  those  things  that  are  preventable.  We  do  not  want 
to  undertake  to  prevent  things  that  we  cannot  prevent.  Then  we 
would  do  more  harm  than  good.  We  would  be  attacking  impossi- 
bilities. 

Senator  Kean.  We  have  in  New  York  the  Bank  of  Montreal,  the 
Bank  of  Nova  Scotia,  and  lots  of  individuals.  There  is  no  difficulty 
in  any  of  them  selling  their  CO-day  bills  in  the  open  market  and  then 
selling  their  demand  and  thereby  receiving  large  sums  of  money  to 
loan  on  the  market.  If  the  market  in  London  is  2i/^  percent  and  it 
is  5  percent  in  New  York,  that  is  a  very  profitable  business. 

Mr.  Corcoran.  Yes. 

Senator  Ivean.  Why  can  they  not  lend  on  any  margin  ? 

Mr.  Corcoran.  As  long  as  they  do  not  lend  on  these  securities. 

Senator  Kean.  I  have  letters  from  people  who  say  that  they  now 
have  their  stocks  listed  on  the  stock  exchange,  and  if  this  bill  goes 
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into  effect  they  are  going  to  withdraw  their  stock  from  the  stock 
exchange  and  have  it  traded  in  on  the  curb,  in  the  open  market. 

Mr.  CoRCORAX.  Of  course  if  it  is  traded  in  on  the  curb,  it  would 
still  be  subject  to  this  bill.  That  is  a  problem  which  I  wanted  to 
come  to  later,  but  which  we  might  just  as  well  face  now.  That  is  the 
statement  that  if  we  put  restrictions  upon  trading  in  listed  stocks, 
and  if  we  require  companies,  as  a  condition  of  such  trading,  to  furnish 
adequate  information  to  its  stockholders,  all  of  the  companies  will 
withdraw  their  listings  and  get  off  the  stock  exchanges.  There  is  a 
provision  in  this  bill  which  empowers  the  Federal  Trade  Commission 
to  regulate  the  over-the-counter  market.  Just  exactly  how  you  are 
going  to  regulate  that  market,  no  one  has  yet  worked  out.  Un- 
doubtedly it  can  be  done;  so  long  as  you  have  control  over  mails 
and  over  interstate  commerce  you  can  work  out  a  way  to  handle 
the  over-the-counter  market. 

There  are  two  other  factors  in  this  threat  of  the  flight  of  securities 
from  the  exchanges.  Xumber  one  is  that  stockholders  for  whose  bene- 
fit all  these  supposedly  onerous  requirements  of  reporting  are  made, 
are  not  going  to  let  their  directors  pull  off  the  stock  exchanges. 
You  remember,  about  two  years  ago,  the  fight  that  the  Stock  Ex- 
change had,  and  it  was  a  very  creditable  fight  with  reference  to 
Allied  Chemical  &  Dj^e  Corporation.  It  was  carrying  in  its  accounts 
a  large  number  of  shares  of  its  own  stock.  It  was  required  to  report 
more  fully  to  the  stockholders.  The  management  threatened  to  get 
off  the  exchange.  There  were  other  fights  going  on  for  other  reasons 
in  that  situation ;  but  the  stockholders  prevented  the  directors  from 
pulling  off  the  exchange.  The  requirement  of  supposedly  onerous 
bulletins  and  reports  and  publicity  put  upon  listed  stocks  will  not 
cause  the  stockholders  to  permit  the  directors  to  pull  a  corporation 
off  the  exchange. 

Senator  Keax.  I  think  that  is  quite  right;  but  I  am  takling  about 
the  onerous  part  of  trade  in  these  stocks. 

Mr.  CoRCORAx.  Now,  sir;  as  far  as  the  onerous  part  of  trading 
in  the  stocks  is  concerned,  in  the  first  place,  you  have  given  listed 
securities  an  advantage  over  unlisted  securities  in  permitting  brokers 
to  carry  them  in  accounts  while  you  do  not  permit  unlisted  securities 
to  be  carried  in  their  accounts.  AA^iat  onerous  provisions  are  there 
in  this  bill  as  to  listed  companies  that  are  not  for  the  benefit  of  the 
stockholders?  After  all.  sir.  the  stockholders  determine  whether 
companies  keep  their  shares  listed,  not  tlie  directors. 

Senator  Keax.  That  is  right,  and  I  hope  they  always  will;  but 
there  are  many  provisions  in  this  bill  which  makes  it  onerous  on 
the  boards  of  directors  and  also  on  the  margin  accounts 

Mr.  CoRCORAx.  Now,  let  us  take  them  one  by  one,  sir.  Insofar  as 
the  onerous  requirements  on  the  board  of  directors  are  concerned, 
they  are  all  for  the  benefit  of  the  stockholder.  A  stockholder  is  not 
going  to  say.  '*  Pull  the  stock  off  the  board  because  my  directors  can- 
not deal  in  that  stock  and  make  profits  on  their  inside  information 
and  because  they  don't  want  to  tell  me  what  is  going  on  in  the  com- 
pany." So  far  as  any  requirement  on  the  director  is  concerned,  it  is 
all  for  the  benefit  of  the  stockholder:  and  no  stockholder  is  going 
to  force  his  company  to  pull  off  the  board  because  it  is  doing  the 
rig] it  thing  bj'  him. 
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Insofar  as  restrictions  on  trading  are  concerned,  you  have  given 
listed  stocks  a  premium  over  unlisted  stocks  for  the  purpose  of  mar- 
gin accounts. 

Senator  Kean.  Yes;  you  have  given  it  to  a  certain  extent;  but  do 
you  take  it  that  no  curb  stock  can  be  dealt  in  by  a  broker  here  ? 

Mr.  CoRCORAX.  Sir.  any  curb  stock  that  is  listed  can  be  dealt  in. 

Senator  Keax.  Listed  where? 

Mr.  CoRCORAX.  Listed  on  the  curb.  There  is  a  problem  in  con- 
nection Avith  the  Xew  York  Curb,  if  that  is  what  you  are  thinking 
about,  as  to  which  you  will  undoubtedly  hear  from  counsel  for  the 
curb  exchange.  The  fact  is  that  a  great  many  stocks  that  you 
normally  think  are  listed  on  stock  exchanges  are  not  listed  at  all. 
If  you  have  a  New  York  paper  here  this  morning  and  you  look  at 
the  report  of  transactions  on  the  Xew  York  Curb  Exchange,  you  will 
notice  that  a  certain  number  of  stocks  quoted  have  a  little  star 
opposite  them,  which  means  fully  listed  on  the  curb  exchange.  That 
is,  the  issuing  company  has  listed  the  stock  on  the  exchange,  giving 
the  information  required  for  listing  on  the  exchange,  and  has  entered 
into  certain  covenants  with  respect  to  its  activities. 

Stock  exchanges  throughout  the  country,  however,  have  made  a 
practice  of  attempting  to  hold  out  for  trade  on  the  exchange  securi- 
ties that  are  not  listed  at  all.  A  broker  for  instance  vouches  for  a 
security,  not  the  company.  He  gives  the  listing  committee  a  certain 
amount  of  information  with  respect  to  the  security.  The  issuing 
company  has  never  listed  nor  has  ever  entered  into  any  covenant  to 
observe  the  requirements  upon  listing  companies.  Nevertheless  that 
stock  can  be  traded  in.  I  think  Electric  Bond  &  Share  is  in  the 
category  of  an  unlisted  stock  right  now.  The  problem  of  the  effect 
of  this  legislation  on  the  Xew  York  Curb  and  whether  the  Curb 
can  force  presently  unlisted  stocks  into  full  listing  depends  com- 
pletely on  the  degree  to  which  you  can  make  listing  desirable  under 
the  terms  of  this  bill  and  how  you  can  control  the  over-the-counter 
market  to  which  the  unlisted  securities  would  run. 

That  is  my  opinion,  and  there  is  nothing  hut  opinion  in  this 
matter.  It  is  my  opinion  that  no  shareholder  is  going  to  have  the 
liquidity  of  his  shares  jeopardized  by  having  his  company  run  off 
the  exchange  simply  because  of  rules  under  which  listings  can 
hereafter  be  had  requiring  directors  to  shoot  straight  with  the 
stockholders  and  tell  the  stockholders  something  about  the  manage- 
ment of  the  compan}-. 

Senator  Keax.  I  agree  with  that;  but  at  the  same  time,  where  a 
man  controls  the  company,  or  his  famil}'  controls  it,  he  may  object 
to  some  of  those  rnles  or  ma}^  not. 

Mr.  CoRCOEAx.  "What  you  are  saying,  sir,  is  that  a  majority 
stockholder  or  a  majority  of  the  stockholders  may  want  to  take  their 
shares  off  the  exchange.  In  a  case  like  that,  that  is  a  possibility. 
But  most  of  the  cases  we  are  dealing  with  are  cases  where  Ave  do  not 
have  the  majority  of  the  stock  held  so  closely. 

Senator  Gore.  AVhen  England  Avent  off  the  gold  standard,  did 
not  the  stock  exchange  close  for  a  day  or  place  certain  limitations 
on  short  transactions? 

Mr.  CoRCORAx.  That  is  true,  sir. 

Senator  Gore.  Did  the  stock  exchanoe  survive? 
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Mr.  Corcoran.  It  survived,  sir. 

Senator  Gore.  We  will  have  to  corroborate  that  by  Mr.  Redmond. 

Mr.  Corcoran.  It  is  a  very  live  corpse,  sir,  if  it  did  not. 

Senator  Kean.  Yesterday  we  had  a  discussion  on  the  subject  of 
the  London  Stock  Exchange.  Is  it  not  true  that  in  their  fortnightly 
settlements,  at  one  time,  about  1926  or  somewhere  around  there,  the 
cash  settlement  was  postponed  for  3  or  4  years  because  they  were 
unable  to  settle  their  accounts  ? 

Mr.  Corcoran.  I  do  not  knoAv  much  about  the  London  Stock 
Exchange,  sir. 

Senator  Kean.  It  was  brought  up  here  yesterday.  As  I  remember 
it,  when  there  was  a  large  drop  in  London — I  think  it  was  in  1926 
or  somewhere  thereabouts — London  was  unable  to  settle  on  their 
regular  settlement,  and  I  think  it  was  a  year  or  two  before  they  could 
complete  the  settlement. 

The  Cpiairman.  That  was  before  our  day. 

Senator  Kean.  No  ;  it  was  not  before  your  day. 

Mr.  Corcoran.  Shall  we  go  on,  sir,  to  the  next  section? 

The  Chairman.  Yes. 

Mr.  Corcoran.  As  a  summary  of  this  margin  section,  there  is  no 
argument  of  social  policy  against  cutting  down  margins  except  what 
I  think  is  the  weak  argument  that  borrowed  money  is  necessary  to  a 
liquid  market,  which  we  have  discussed.     On  the  other  hand 

Senator  Kean.  Pardon  me.  Let  me  interrupt  you  right  there.  Is 
not  borrowed  money  in  speculation  necessary  to  make  a  broad  market 
in  close  quotations?  I  mean,  that  if  you  take  a  bond  that  is  dealt  in 
once  a  month,  or  something  like  that,  the  bid  price  is  4  or  5  percent  or 
3  percent  different  from  the  offered  price,  and  that  is  not  a  satis- 
factoiy  market,  because  if  you  want  to  buy  jon  have  got  to  sacrifice 
half  a  year's  interest. 

Mr.  Corcoran.  That  is  the  problem  which  I  was  discussing  with 
Senator  Bulkley — whether  the  much  vaunted  advantages  of  liquidity 
of  the  market  were  worth  the  cost  to  society  of  the  abuses  resulting- 
from  the  margins  believed  necessary  to  make  such  liquidity  possible. 

Senator  Kean.  One  of  the  reasons  is  that  there  has  been  testi- 
mony here  as  to  billions  of  dollars  or  hundreds  of  millions  of  dollars 
loaned  on  the  stock  exchange,  and  that  they  did  not  lose  1  cent. 

Mr.  Corcoran.  That  is,  the  broker  didn't  lose,  nor  the  bank  that 
loaned  didn't  lose.  But  how  about  the  fellow  that  bought  stocks 
on  margin?     He  did  lose. 

Senator  Kean.  Yes. 

Mr.  Corcoran.  I  do  not  think  we  need  legislation  particularly  to 
protect  the  broker  all  the  time.     They  normally  won't  lose. 

Senator  Kean.  I  do  not  know.  If  you  get  a  narrow  market,  they 
might  lose.  The  liquidity  of  the  market  is  what  they  loaned  money 
on. 

Mr.  Corcoran.  AVhat  you  are  talking  about,  Senator,  is  the  social 
desirability  of  accepting  all  the  perils  that  have  been  perfectly  evi- 
dent to  us  over  the  last  5  years  of  excess  of  borrowed  money  in  the 
market.  You  are  balancing  those  perils  against  the  advisability  of 
having  quotations  that  will  run  an  eighth  or  a  quarter  of  a  point 
instead  of  2  or  3  i)oints 

Senator  Kean.  What  I  am  saying  is  this,  that  the  money  market 
in  New  York  has  been  of  coutiuuous  benefit  to  protect  banks  and 
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trust  companies  all  over  the  country  so  they  might  have  a  liquid 
form  of  loan  which  they  knew  they  could  give  back  to  their  cus- 
tomers and  to  their  depositors  at  any  moment.  To  illustrate :  As 
I  understand  it,  a  bank  in  New  York  has  so  much  commercial  paper, 
so  much  permanent  loans,  time  loans  and  so  much  demand  loans 
on  the  market.  They  have  a  debit  balance  in  the  clearing  house 
at  9  o'clock  in  the  morning  of  $1,000,000,  and  they  want  so  many 
brokers'  loans.  If,  on  the  other  hand,  they  have  a  credit  balance  of 
so  much  money,  they  loan  so  much  money  in  the  market  and  that 
gives  them  the  opportunity  of  using  the  floating  money  in  their 
bank  that  may  be  called  out  tomorrow.  It  gives  them  an  oppor- 
tunit3\ 

]Mr.  Corcoran.  What  the  ultimate  simplicities  of  that  argument 
come  down  to.  Senator,  are  just  this,  that  society  should  take  on 
all  the  burdens  we  have  had  with  margin  sj^eculation  in  the  market 
so  that  the  New  York  banks  Avill  have  a  place  where  they  can 
lend  liquid  funds.     That  is  what  it  ultimately  comes  down  to. 

Senator  Kean.  I  think  you  are  right  in  that  the  margins  ought  to 
be  sufficient.  If  you  create  a  margin  of  35  or  40  percent,  I  think 
that  you  are  doing  all  you  can  in  this  matter  to  protect  the  individ- 
ual. I  think  if  we  insist  upon  that  kind  of  a  nuvrgin  and  that 
becomes  the  law.  that  margin  will  be  so  great  that  it  will  protect 
the  public  from  losing  their  money  the  way  they  have  on  many 
occasions. 

Mr.  Corcoran.  To  bunnnarize,  we  have  on  the  one  hand  the  argu- 
ment of  social  policy  against  margin  money  in  the  market,  both  from 
the  point  of  view  of  its  effect  upon  business  and  upon  the  social  fab- 
ric which  was  described  to  you  yesterday,  and  from  the  point  of  view 
of  loss  to  the  individual  investor. 

Against  that  we  balance  the  advantages  of  liquidity  in  the  market 
from  the  standpoint  of  having  a  place  where  banks  can  lend 
liquid  funds  and  where  investors  can  realize  on  securities.  I  am  not 
trying  to  make  that  balance.  For  me  there  would  be  no  choice.  If  I 
had  to  sacrifice  liquidity  of  the  market  in  the  sense  that  sales  had  to 
be  within  a  quarter  of  a  point  rather  than  within  two  points  to  pre- 
vent 1929  from  occuring  again,  the  decision  would  be  easy  for  me; 
but  that  is  a  question  of  policy.  If  you  do,  as  a  matter  of  policy, 
decide  that  j^ou  want  to  limit  margins,  then  you  are  up  against  the 
propositions  that  to  effect  that  ])()licy  you  must  limit  margins  in  banks 
as  well  as  in  brokers'  loans  and  that  you  must  make  a  real  limitation 
of  margins,  if  you  are  going  to  have  any  effect  upon  the  market  big 
enough  to  carry  out  the  ])urp()ses  of  your  social  policy.  And  to  be 
able  to  make  the  margin  limitation  effective,  you  must  have  a  bright, 
rigid  line  with  any  discretion  removed  or  made  as  difficult  of  applica- 
tion as  possible. 

Mr.  Redmond.  Do  I  then  understand  that  this  bill  really  carries 
out  the  social  principles  of  the  persons  who  drafted  it^ 

Mr.  Corcoran.  No;  not  the  social  principles  of  the  persons  who 
drafted  it,  any  more  than  the  social  principles  of  Mr.  Goldenweiser 
who  talked  here  yesterday.  It  embodies  the  philosophy  that  too 
much  borrowed  money  in  the  market  is  a  dangerous  thing  for  the 
economic  structure  of  the  country  as  well  as  for  the  people  who  go 
into  the  market  on  borrowed  monev.    To  the  extent  that  it  embodies 
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that  philosophy,  it  does  embody  not  only  the  philosophy  of  most  of 
the  people  who  drafted  it,  but  of  a  lot  of  other  people  as  well. 

Senator  Gore.  You  stated  earlier  in  your  statement  who  did  draft 
the  bill.     I  was  not  here. 

Mr.  Corcoran.  It  was  drafted  as  the  result  of  cooperation  between 
two  groups.  Senator  Fletcher  asked  Mr.  Landis  of  the  Federal 
Trade  Commission  to  cooperate  with  Mr.  Pecora,  who  is  counsel 
for  the  investigating  committee  and  counsel  for  this  committee, 
now.  He  askecl  Mr.  Landis  and  Mr.  Pecora  to  cooperate  in  the 
drafting  of  a  bill.  Mr.  Landis  asked  several  persons  to  help  him. 
I  was  one  of  those.  Mr,  Pecora  had  several  members  of  his  investi- 
gating staff  helping  him ;  and  the  two  groups  cooperated  in  the 
drafting  of  the  bill. 

Senator  Gore.  Do  you  know  who  Mr.  Pecora's  assistants  were? 

Mr.  Corcoran.  Mr.  Pecora  is  here  himself,  sir;  he  can  tell  you. 

Senator  Gore.  I  thought  maybe  you  knew.  He  is  not  a  witness. 
I  would  be  glad  to  have  it  in  the  record,  however. 

The  Chairman.  I  do  not  see  that  it  makes  any  difference  at  all.  Is 
not  the  conception  really  that  the  purpose  of  reducing  these  loans 
and  reducing  the  amount  of  money  flowing  into  speculation  is  to 
leave  some  funds  for  agriculture,  commerce,  and  industry  through- 
out the  country  ? 

Mr.  Corcoran.  That  is  true  to  a  certain  degree,  sir.  To  be  per- 
fectly fair,  as  Dr.  Golden weiser  pointed  out  yesterday,  the  stock 
market  does  not  really  divert  funds  from  industry :  it  merely  redis- 
tributes funds  as  between  agriculture  and  industry.  But  the  fact  is 
that  it  did  take  money  from  agricultural  communities  and  put  it  into 
securities  of  large  corporations,  and  it  took  money  that  normally 
would  have  gone  to  the  financing  and  developing  of  small  corpora- 
tions and  routed  it  into  the  coffers  of  large  corporations. 

Senator  Gore.  Do  you  not  think  it  acted  as  sort  of  a  suction  draw- 
ing funds  from  all  parts  of  the  country  into  New  York  'i 

Mr.  Corcoran.  That  is  true,  sir;  but  to  be  perfectly  fair,  that 
money,  it  went  into  the  purchase  of  securities  and  hence  into  the 
coffers  of  the  corporations  offering  those  securities  or  it  went  out  in 
the  expenditures  of  persons  who  made  profits  on  the  securities  and 
eventually  got  back  into  the  channels  of  trade  somewhere. 

Senator  Gore.  But  in  consequence  of  that,  the  concerns  floating 
the  stock  took  advantage  of  the  opportunity  to  get  this  money  which 
might  otherwise  have  remained  in  the  interior  parts  of  the  country 
devoted  to  carrying  on  legitimate  business;  s<i  that  the  crash,  when 
it  came,  might  have  found  a  real  cushion  instead  of  a  more  or  less 
artificial  one? 

Mr.  Corcoran.  That  is  true,  sir. 

Senator  Gore.  It  not  only  withdrew  money  from  my  part  of  the 
country,  but  from  Europe  as  well.  Europe  sent  immense  funds  over 
here. 

The  Chairman.  Proceed. 

Mr.  Corcoran.  Section  7.  "We  have  talked  about  margins  in  the 
sense  of  getting  credit  into  the  market  through  the  borrowings  of 
persons  operating  in  the  market.  Section  7  deals  with  an  attempt  to 
control  the  amount  of  credit  that  goes  into  the  market  by  restricting 
borrowings  of  brokers.  You  will  notice  in  section  7  that  it  provides 
[reading]  : 
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It  shall  be  unlawful  for  auy  member  of  a  national  securities  exchange  or 
person  who  transacts  a  business  in  securities  througli  the  medium  of  such 
member,  directlj^  or  indirectly 

That  language  should  be  amended  to  make  it  certain  that  it  does 
not  cover  banks.     [Continuing  reading :] 

(rt)  To  borrow  on  any  security  registered  on  a  national  securities  exchange 
from  any  person  other  than  a  member  bank  of  the  Federal  Reserve  System. 

New  legislation  puts  in  the  Federal  Reserve  Board  the  power  to 
limit  the  loans  which  a  member  bank  makes  upon  securities.  The 
purpose  of  canalization  through  the  Federal  Reserve  bank  of 
borrowings  going  into  the  market  through  banks  to  brokers  is  to 
make  it  practicable  to  exercise  the  control  over  money  going  into 
securities  which  the  Glass-Steagall  bill  attempts  to  give  to  the 
Federal  Reserve  Board. 

There  is  another  provision  which  should  go  in  at  this  point.  It 
comes  in  from  page  23.  You  will  notice  on  page  23  that  any  issuing 
company,  as  a  condition  of  registration,  must  agree,  if  it  is  not  a 
Federal  Reserve  member  bank,  not  to  lend  to  carry  securities.  On 
page  23  it  is  provided  [reading] : 

The  rules  and  regulations  of  the  Commission  in  regard  to  registration  shall 
require — 

(I)  An  undertaking  by  the  issuer  to  comply  with  and  so  far  as  is  within 
its  power  to  enforce  compliance  by  its  oflBcers,  directors,  and  stockholders 
with  the  provisions  of  this  act  and  any  amendments  thereto  and  with  the 
rules  and  regulations  made  or  to  be  made  by  the  Connnission  thereunder  and, 
unless  the  issuer  is  a  member  bank  of  the  Federal  Reserve  System,  not  to 
lend  any  funds  in  the  money  market  of  any  exchange  or  to  any  member 
thereof  or  to  any  person  who  transacts  a  business  in  securities  through  the 
medium  of  any  such  nioniber  except  in  accordance  with  such  rules  and 
regulations  as  the  Commission  may  prescribe. 

That  is  to  control  these  outside  corporation  loans  which  you  were 
discussing  yesterday. 

Section  7,  then  so  far  as  we  have  gone  in  connection  with  this  other 
provision,  limits  the  borrowings  of  brokers,  first,  from  Federal  Re- 
serve member  banlcs;  secondly,  from  outside  lenders  under  such  rules 
and  regulations  as  the  administrative  commission  may  prescribe. 

Senator  Kean.  I  do  not  think  that  would  interfere  in  any  way 
with  a  company  lending  to  its  directors  and  officers  money  to  pur- 
chase their  own  stock;  do  you? 

Mr.  Corcoran.  No,  sir.  The  internal  corporation  laws  ouglit  to 
require  that.  A  New  York  corporation  cannot  lend  to  its  share- 
holders. 

Senator  Kean.  Most  of  the  companies  give  to  their  employees 
an  option  to  acquire  so  much  stock  a  year. 

Mr.  Corcoran.  You  see  the  lending  is  simply  made  subject  to  any 
rules  and  regulations  of  the  Commission;  and  if  there  were  any 
question  of  that  kind,  undoubtedly  the  rule  would  except  such  a 
situation.    [Continuing  reading :] 

(&)  To  permit  the  aggregate  indebtedness  of  such  member  or  person  to  all 
other  persons,  including  customers"  deposits,  to  exceed  such  percentage  of  the 
net  current  assets  owned  by  the  borrower  and  employed  in  tlie  business  not 
exceeding  1,000  per  centum  as  the  Commission  may  by  rules  and  regulations 
prescribe. 

Roughly,  what  tliat  says  is  that  a  broker  cannot  borrow  more  than 
10  times  his  capital  to  lend  to  his  customers.     I  understand  from 
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Mr.  Whitney's  statement  that  that  does  not  constitute  a  burden  on 
New  York  Stock  Exchange  members  at  the  present  time.  I  under- 
stand that  there  has  been  some  objection  from  smaller  exchanges  that 
their  members  simply  cannot  carry  on  their  accustomed  volume  of 
business  if  they  can  only  borrow  from  the  banks  10  times  the  amount 
they  have  invested  as  capital. 

This  is  a  provision  to  make  certain  that  brokers  do  not  operate  on 
a  shoestring  and  that  there  is  a  capital  cushion  for  their  customers. 
I  understand  that  some  brokers  during  the  crash — Mr.  Kedmond  can 
check  me  on  this — were  permitted  to  borrow  up  to  50  times  their 
capital. 

Mr.  Redmond.  Not  that  I  know  of.  It  may  have  happened  in  a 
particular  case  where  a  firm  was  being  reorganized,  or  something  like 
that. 

But  what  is  the  definition  of  tlie  term  "  net  current  assets  owned 
by  the  borrower  and  employed  in  the  business  "  ? 

Mr.  Corcoran.  It  is  substantially  as  you  put  it  in  your  brief. 
Mr.  Redmond.  Is  not  that  a  very  vague  term  ? 
Mr.  Corcoran.  No. 
Mr.  Redmond.  "  Net  current  assets  "  ? 

Mr.  Corcoran.  No.  It  is  his  current  assets  after  you  deduct  his 
liabilities.  You  know  what  we  are  after.  If  you  can  suggest  a 
better  way  to  phrase  it  I  should  be  very  glad  to  accept  your  language. 
I  do  not  care  how  you  define  it. 

Mr.  Redmond.  That  term  "  net  current  assets  "  would  normally 
be  the  difference  between  your  current  assets  and  your  current  lia- 
bilities.    That  is  quite  different  from  capital. 

Mr.  Corcoran.  No,  but  it  does  represent  the  cushion  of  protection 
immediately  available  for  the  protection  of  your  customers. 
Mr.  Redmond.  I  think  not. 

Mr.  Corcoran.  Mr.  Redmond,  as  long  as  you  and  I  know  what 
we  are  after,  I  will  be  perfectly  willing  to  accept  any  suggestions 
you  have  for  the  redefinition  of  that  term. 

Mr.  Redmond.  I  am  simply  raising  the  question  that  the  term 
at  present  is  not  accurately  defined;  and  being  a  point  on  which 
criminal  liability  would  turn,  I  think  it  should  be  very  definitely 
defined. 
Mr.  Corcoran.  I  agree. 

Mr.  Redmond.  Is  there  going  to  be  any  provision  made  for  those 
cases  that  are  bound  to  arise  where  a  man,  no  matter  what  good 
faith  he  may  have  exercised,  would  fall  below  the  fixed  ratio  ? 

Mr.  Corcoran.  No;  because  there,  again,  Mr.  Redmond,  you  are 
up  against  what  I  call  the  irresistible  force  and  the  movable  object. 
You  have  got  to  fix  a  limit  somewhere.  This  provision  fixes  1,000 
percent  as  the  top.  The  Commission  can  require  that  brokers  actually 
borrow  on  a  smaller  ratio  of  borrowing.  Somewhere  there  has  to  be 
a  top.  Below  that  the  commission  can  adjust.  But  you  must  not 
have  an  administrative  commission  in  the  position  where  it  is  certain 
to  be  under  pressure  all  the  time. 

Mr.  Redmond.  I  have  greater  faith  than  you  have,  apparently, 
in  the  ability  of  the  commission  to  resist  pressure. 

Mr.  Corcoran.  I  have  been  trying  to  resist  it  for  2  years.  It  is 
much  harder  than  j^ou  think. 

Mr.  Redmond.  The  last  2  years  may  have  been  exceptional. 
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Mr.  Corcoran.  All  pressure  always  finds  exceptional  circum- 
stances, sir. 

Mr.  Redmond.  The  Reconstruction  Finance  Corporation  was 
rather  inviting  pressure,  was  it  not? 

Mr.  Corcoran.  I  am  not  going  to  talk  about  that 

The  Chairman.  You  say,  it  is  10  times  the  capital  ? 

Mr.  Corcoran.  Yes,  sir.  That  is  the  ratio  on  which  a  bank  nor- 
mally takes  deposits. 

The  Chairman.  Would  it  improve  it  any  to  specify  10  times  the 
capital,  inasmuch  as  this  is  1,000  percent? 

Mr.  Corcoran.  Mr.  Redmond  thinks  that  the  term  "  net  current 
assets "  is  ambiguous  and  should  be  redefined.  I  think  we  agree 
generally  on  the  figure  we  are  trying  to  reach  as  a  basis,  and  that 
can  be  straiglitened  out  as  a  matter  of  language. 

Mr.  Redmond.  Do  not  take  anything  I  say  as  an  agreement.  I  am 
raising  points  to  clarify  the  situation. 

Mr.  Pecora.  In  other  words,  he  wants  to  find  out  how  far  you  will 
agree,  and  then  he  will  not  agree. 

Mr.  Corcoran  (reading  from  the  bill)  : 

(o)  To  use,  if  a  broker,  the  capital  employed  in  tlie  business  to  carry  or 
finance  the  carrying  of  securities  for  himself  or  for  others  than  bona  fide 
customers  excluding  any  partner  or  employee  of  such  broker. 

That  proceeds  on  the  proposition  that  a  broker  should  have  a  fund 
or  capital  as  a  cushion  against  losses  and  that  he  should  not  employ 
that  cushion  in  trading  for  his  own  account. 

The  two  biggest  failures  we  had  during  the  1929  debacle,  and 
onb  in  1930,  arose  not  because  the  brokers'  loans  were  unsafe,  be- 
cause as  a  matter  of  fact  brokers'  accounts  for  their  customers  are 
usually  very  safe.  They  arose  rather  because  the  capital  of  the  house 
became  involved  in  positions  for  its  own  account. 

(Reading  further  from  the  bill:) 

(d)  To  hypothecate  or  arrange  for  the  hypothecation  df  more  of  any  securi- 
ties carried  for  the  account  of  a  custojncr  than  is  fair  and  reasonable  in  view 
of  the  indebtedness  of  such  customer. 

And  (e)  should  be  considered  with  it  [reading]  : 

(e)  To  hypothecate  or  arrange  for  the  hypothecation  of  any  securities  carried 
for  the  account  of  a  customer  under  circumstances  that  will  permit  the  commin- 
gling of  the  securities  of  one  customer  with  those  of  any  other  person,  without 
the  written  consent  of  such  customei-. 

A  broker,  to  lend  you  money,  must  borrow  money  on  the  same 
securities  on  which  you  borrow  from  him. 

Senator  Kean.  Do  you  mean  you  have  to  separate  each  customer? 

Mr.  Corcoran.  Unless  you  get  the  customer's  consent. 

Senator  Kean.  You  always  do  get  the  customer's  consent? 

Mr.  Corcoran.  You  normally  do  in  operations  on  the  New  York 
Stock  Exchange  or  in  operations  under  the  statutes  of  the  State  of 
New  York,  from  which  these  subsections  are  practically  excerj)ts. 
You  always  do  get  the  customer's  consent.  But  that  is  not  always  the 
case  in  other  States  nor  under  the  rules  of  other  exchanges  than  the 
New  York  Exchange.  So  we  simply  put  it  in  here  to  make  very  sure 
that  the  rule  becomes  general  throughout  the  countiy. 

Mr.  Redmond.  May  we  for  one  moment  go  back  to  ((?)  ?  The 
definition  of  the  term  "  to  carry  or  finance  the  carrying  of  securi- 
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ties  " — would  that  go  so  far  as  to  exclude  a  man  who  had  a  business 
capitalized  by,  let  us  say,  Liberty  bonds? 

Mr.  Corcoran.  You  mean,  it  is  the  old  problem  of  whether  you 
have  to  have  cash  capital? 

Mr.  Redimond.  Precisely. 

Mr.  Corcoran.  I  should  say  you  would,  under  this,  have  to  have 
cash  capital. 

Mr.  Redmond.  That  would  mean  that  not  only  would  the  man 
engaged  in  that  business  have  cash  capital  employed  in  that  business, 
but  could  not  carry  any  securities  for  his  own  account. 

Mr.  Corcoran.  No  ;  he  would  have  to  segregate  a  certain  amount 
of  his  capital  for  that  business.  I  am  perfectly  willing  to  agree  with 
you  that  possibly  there  should  be  investment  in  Government  bonds  or 
anything  else  that  is  comparatively  safe  for  the  capital  of  the  broker. 
As  the  section  now  reads,  it  requires  cash  capital. 

Mr.  Redmond.  You  would  not  draw  any  distinction  between  the 
man  who  was  borrowing  money  so  as  to  acquire  securities  and  the 
man  who  owns  the  secvirities  and  contributed  them  as  capital? 

Mr.  Corcoran.  No,  sir.  There  has  to  be  a  certain  capital  cushion 
in  the  business. 

]Mr.  Rediviond.  There  would  be  a  capital  cushion.  If  I  have 
securities  and  put  them  in  as  capital,  the  capital  is  there. 

Mr.  Corcoran.  Not  unless  they  are  perfectly  safe  securities.  The 
customer  takes  a  risk  on  the  value  of  them.  Again,  it  is  a  question 
of  degree.  It  is  a  sheer  question  of  degree  as  to  the  safety  of  the 
security.  I  say  that,  as  the  section  now  reads,  the  broker  has  to 
have  cash  capital  which  is  a  cushion  for  his  customers.  You  say, 
"Why  should  he  not  be  allowed  to  have  Government  bonds?  They 
are  just  as  safe  as  cash."  Then,  when  I  say,  "All  right."  you  push 
me  one  more  and  say,  "  Why  should  he  not  be  able  to  invest  it  in 
Atclieson  bonds  ?  "  And  I  say,  "All  right,"  and  you  push  me  one 
more.  Pretty  soon  you  will  have  me  assenting  to  investment  in 
securities  on  the  Produce  Exchange.  It  was  intended  that  there 
should  be  a  safe  cushion  of  capital  in  the  business. 

Mr.  Redmond.  The  reason  I  asked  it  was  that  I  did  not  under- 
stand the  principle  of  it.  I  should  think  it  would  have  said  simply 
that  the  capital  to  be  employed  in  the  business  of  a  broker  shall 
be  contributed  and  maintained  in  cash.    That  is  the  thought,  then? 

Mr.  Corcoran.  As  the  language  now  reads,  that  is  the  thought. 
I  have  no  objection  to  a  concession  as  to  Government  bonds.  But 
the  difficulty  with  going  any  further  is  that  you  reach  a  degree  when 
you  start  on  the  toboggan  chute  and  never  know  when  you  are  going 
to  land  at  the  bottom. 

(Reading  further  from  the  bill :) 

(/■)  To  lend  or  arrange  for  the  lending  of  securities  pledged  by  or  carried 
for  the  account  of  any  custoriier  without  the  consent  of  such  customer  and 
without  crediting  the  interest  received  on  account  of  such  lending  to  the 
account  of  the  customer. 

That  deals  with  a  broker's  lending  his  customer's  security  in 
connection  with  request  made  upon  him  by  other  brokers  for  the 
loan  of  securities  to  cover  their  short  accounts.  The  stock  exchange 
has  criticised  that  language  with  respect  to  the  interest  provision, 
and  it  is  absolutely  right.     The  language  is  badly  drafted.     When 


J 


STOCK   EXCHANGE  PRACTICES  6505 

a  broker  lends  stock  to  another  broker  he  normally  gets  back  as  a 
deposit  the  market  value  of  that  stock  in  cash.  No  interest  is  usu- 
ally paid  on  this  deposit. 

The  theory  of  the  section  is  this :  After  all,  there  is  no  reason  why 
a  broker  should  have  the  privilege  of  lending  his  customer's  stock  to 
cover  the  short  accounts  of  other  brokers,  unless  he  pays  for  that 
privilege ;  and  even  if  he  does  not  receive  any  interest  on  the  deposit 
himself,  he  must,  during  the  time  that  the  stock  is  loaned  out  to 
another  broker,  credit  his  customer  with  an  amount  of  interest  at 
some  given  rate  on  the  market  value  of  the  securities  while  they  are 
out. 

I  understand  perfectly  that  there  is  difficulty  in  allocating  such 
interest  as  between  customers ;  but  it  is  something  that  can  be  worked 
out,  and  certainly  as  a  matter  of  fairness  between  the  broker  and  his 
customer  there  is  no  reason  why  the  broker  should  use  the  customer's 
securities  to  lend  to  another  broker  who  has  to  cover  a  short  sale,  and 
not  pay  something  for  the  privilege.  And  if  you  do  not  believe  in 
encouraging  short  selling,  and  believe  in  putting  at  least  some  dis- 
couraging minor  obstacles  in  the  way  of  it,  this  would  be  one  of  those 
obstacles. 

Mr.  Redmoxd.  Is  it  not  true,  if  you  have  looked  into  the  question, 
that  attempting  accuratel}'  to  credit  interest  on  this  theoretical  1:)asis 
which  you  have  described,  to  the  customers  of  a  large  firm,  would 
be  so  impossible  that  no  lending  could  in  fact  take  place  ? 

Mr.  CoRCOKAN.  Not  impossible;  rather  difficult.  But  again,  as  I 
say  perfectly  frankly,  this  is  intended  to  put  a  minor  obstacle  in  the 
way  of  short  selling. 

Mr.  Redmond.  And  if  it  should  develop  to  be  a  major  obstacle  and 
simply  prohibit  the  lending  of  securities,  that  would  be  deemed  to 
be  socially  good,  too,  I  take  it? 

]Mr.  CoRCORAX.  If,  and  I  am  not  one  of  the  persons  who  goes  along 
with  that  idea,  you  think  short  selling  is  bad. 

Mr.  Redmoxd.  What  would  yqu  do  in  the  case,  which  is  very  com- 
mon, of  a  man  who  orders  securities  sold  when  he  is  out  of  town? 
Let  us  say  a  broker  in  Texas  orders  securities  sold.  For  the  days  dur- 
ing wliich  those  securities  Avould  be  in  transit  from  Texas  to  New 
York  for  delivery,  securities  have  got  to  be  borrowed  to  be  delivered 
on  the  New  York  contract. 

Mr.  CoRCORAx.  That  is  not  a  short  sale  for  profit.  That  is  a  short 
sale  by  reason  of  the  physical  unavailability  of  the  securities. 

Mr.  Redmoxd.  But  what  I  am  pointing  out  is  that  that  would 
require  the  borrowing  of  securities  and  the  out-of-town  seller  would 
therefore  have  to  pay  this  extra  premium. 

Mr.  CoRCORAX.  That  is  quite  tiue.  and  perhaps  that  particular  pro- 
vision for  interest,  the  accounting  difficulties  of  which  I  perfectly 
well  realize,  ought  to  be  changed  to  make  some  allowance  for  that 
kind  of  a  situation.  But  as  I  say.  whether  you  will  eliminate  it 
entirely  depends  ui)ou  your  attitude  tcnvard  the  advisability  of  short 
selling. 

Senator  Gore.  That,  however,  involves,  as  a  rule,  a  long  sale. 

Mr.  Redmoxd.  Yes;  but  you  nevertheless  have  to  borrow. 

Mr.  CoRCORAX.  It  is  a  sale  against  the  box. 

Mr.  Redmoxd.  A  sale  against  securities  in  transit. 
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Mr.  Corcoran.  Yes. 

Senator  Kean.  There  are  a  great  many  women  that  order  you 
to  sell  some  bonds,  and  then  they  do  not  come  down  for  2  or  S 
days,  but  you  are  forced  to  deliver  them. 

Mr.  Corcoran.  Sir,  I  cannot  pretend  in  this  statute  to  govern  the 
vagaries  of  women  customers. 

The  Chairman.  The  committee  will  take  a  recess  at  this  time 
until  2 :  15. 

(Whereupon,  at  1  p.m.,  a  recess  was  taken  until  2 :  15  p.m.  of  the 
same  day.) 

AFTERNOON  SESSION 

The  committee  resumed  at  2 :  15  p.m.  on  the  expiration  of  the 
recess. 

The  Chairman.  The  committee  will  resume,  please. 

STATEMENT  OF  THOMAS  GARDINER  CORCORAN— Resumed 

The  Chairman.  Mr.  Corcoran,  you  may  resume  where  you  left  off. 
which  I  believe  was  section  7. 

Mr.  Pecora.  Mr.  Chairman,  we  had  just  finished  with  section  7 
of  the  bill. 

The  Chairman.  All  right.     You  may  proceed,  Mr.  Corcoran. 

Mr.  Corcoran.  We  are  through,  then,  with  the  provisions  relating 
to  the  control  of  the  amount  of  borrowed  money  that  gets  into  the 
stock  market. 

We  can  now  begin  with  section  8,  the  provisions  to  protect  the 
investor  from  evils  in  the  present  set-up  of  the  market  machinery. 

The  Chairman.  All  right. 

j\Ir.  Corcoran.  If  we  may  now  begin  with  section  8,  Senator 
Fletcher,  those  provisions  have  been  drafted  from  suggestions  of 
your  counsel  in  charge  of  the  work  of  investigating  stock-exchange 
practices.  In  other  words,  most  of  them  have  been  evolved  as  a 
result  of  the  investigation  that  has  been  carried  on  before  your 
committee  for  the  last  year  and  a  half. 

I  will  begin  now  by  reading  section  8 : 

Sec.  8.  (a)  It  shall  be  unlawful  for  any  person,  directly  or  indirectly,  by  the 
use  of  the  mails  or  any  means  or  instrumentality  i»f  interstate  commerce,  or  of 
any  facility  of  any  national  securities  exchange — 

(1)  To  effect  any  fictitious  transaction  in  any  security  registered  on  a 
national  securities  exchange,  or  any  transaction  which  purports  to  be  a  sale  of 
any  such  security  but  involves  no  change  in  the  beneficial  ownership  thereof. 

That  was  intended  to  prohibit  wash  sales.  A  wash  sale  is  a  trans- 
action designed  to  create  the  illusion  of  activity  in  a  stock.  A  trader 
orders  one  broker  to  sell  a  security  at  a  certain  price,  and  orders 
another  broker  to  buy  the  same  security  at  the  same  price.  The 
stock  exchange  quite  agrees  that  wash  sales  should  be  prohibited, 
but  raises  the  ])oint  that  possibly  subsection  (1) — no,  it  is  on  the  next 
point  that  the  stock  exchange  makes  objection 

Mr.  Redmond  (interposing).  Mr.  Corcoran,  might  I  ask  you  a 
question  right  there  ? 

Mr.  Corcoran.  Yes. 
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Mr.  Redmond.  Would  there  be  any  reason  why  that  provision 
should  not  be  extended  to  any  security,  whether  registered  on  an 
exchange  or  not  ? 

Mr.  Corcoran.  That  innnediately  raises  a  constitutional  point. 

Mr.  Redmond.  Does  it?  I  thought  it  was  limited  to  transactions 
through  the  mails  or  by  means  of  interstate  transportation. 

Mr.  Corcoran.  Yes.  But  it  raises  the  same  point  of  constitu- 
tionality that  has  been  raised  as  to  the  over-the-counter  market 
provision. 

Mr.  Redmond.  Precisely, 

Mr.  Corcoran.  I  do  not  see  why  it  could  not  be  done  if,  in  the 
committee's  judgment,  it  thinks  it  desirable  that  it  should  be  done. 

Mr.  Redmond.  Of  course  it  is  the  law  of  the  State  of  New 
York,  and  the  rule  of  the  New  York  Stock  Exchange  as  well,  that 
fictitious  transactions  should  not  take  place.  But  it  just  struck 
me  that  the  constitutional  question  exists  as  to  many  other  provi- 
sions of  the  bill,  and  that  at  least  you  might  go  as  far  as  striking 
out  the  words  "  registered  on  any  securities  exchange." 

Mr.  Corcoran.  It  might  seem  proper  to  the  committee  to  go  that 
far^ 

Now  we  go  to  subparagraph  (2)  : 

(2)  To  effect,  or  to  authorize  another  or  others  to  effect  for  such  pei'son's 
iiccount,  transactions  for  the  purchase  and  sale  of  any  security  registered  on 
a  national  securities  exchange  at  substantially  the  same  time  at  substantially 
the  same  i)rice,  whether  such  transactions  of  purchase  iind  sale  be  with  the  same 
or  with  different  parties ;  except  transactions  made  on  the  exchange  as  a 
matter  of  record  only  and  appropriately  recorded  and  reported  as  an  "  arranged 
transaction." 

That  provision  is  intended  to  catch  match  orders,  where  by  pre- 
arrangement  a  buy  order  and  a  sell  order  at  a  given  price  go  into 
the  exchange  together  to  create  the  illusion  that  there  is  activity  in 
the  stock,  or  to  create  a  quotation  on  the  stock  for  the  purpose  of 
helping  salesmen  distribute  the  stock. 

The  Chairman.  Mr.  Redmond,  would  you  .suggest  that  the  words 
*'  registered  on  a  national  securities  exchange "  be  stricken  out 
there? 

Mr.  Redmond.  I  think  it  might  be  well  to  strike  that  out.  Of 
course,  ^Ir.  Chairman,  the  possibility  of  matched  orders  except  upon 
an  organized  exchange  is  very  remote.  But  1  think  it  might  be  ]ust 
as  well  to  strike  those  words  out  there  if  they  are  going  to  be  stricken 
(.)ut  in  the  first  instance. 

The  Chairman.  The  committee  will  consider  that. 

Mr.  Redmond.  Mr.  Corcoran,  isn't  the  language  of  subsection  (2) 
capable  of  a  much  broader  meaning  than  just  a  prohibition  of 
matched  orders 

Mr.  Corcoran.  I  do  not  think  so.  But  I  have  noted  the  objection 
you  have  made  to  it,  on  page  14  of  your  brief,  and  if  the  committee 
will  permit  me,  I  would  suggest  to  Senator  Fletcher  that  possibly 
some  clarification  of  it.  to  prevent  the  section  lieing  given  an  inter- 
pretation which  will  prevent  a  man,  in  the  course  of  a  single  day, 
buying  and  selling  the  same  security,  might  be  considered. 

Mr.  Redmond.  The  essence  of  the  difference  being  what  you  your- 
self stated  a  minute  ago,  and  that  is,  that  by  prearrangement  orders 
are  sent  in  to  buv  and  to  sell  at  the  same  time. 


6508  STOCK   EXCHANGE   PRACTICES 

Mr.  Corcoran.  And  the  exception  would  just  be  restricted  to  bona 
fide  buying  and  selling  on  the  same  day,  without  any  intention  to 
create  the  illusion  of  activity  or  to  make  a  quotation  on  the  stock. 

The  Chairman.  You  may  proceed,  Mr.  Corcoran. 

Mr.  Corcoran.  We  now  take  up  subparagraph   (3)  : 

(3)  To  effect,  either  alone  or  in  concert  with  one  or  more  other  persons,  trans- 
actions for  the  purchase  and  sale  of  any  security  or  securities  registered  on  any 
national  securities  exchange  for  the  pui-pose  of  raising  or  depressing  the  price 
of  such  security  or  securities  or  for  the  purpose  of  creating  or  with  the  ex]>ec- 
tation  that  there  will  be  created  a  false  or  misleading  appearance  of  active 
trading  in  such  security  or  securities,  or  a  false  or  misleading  appearance  in 
respect  of  the  market  for  such  security  or  securities. 

The  stock  exchange  would  prefer  that  this  prohibition  should  be 
confined  to  cases  where  there  is  an  intentional  effort  to  unfairly 
influence  the  price  of  securities  for  the  purpose  of  making  a  profit. 
The  difficulty  with  such  a  restriction  is  that  once  you  accept  a  word 
that  leaves  so  much  leeway  as  "  intentional  "  and  is  susceptible  of 
so  many  difficulties  of  proof,  or  a  word  like  "  unfairly  "  that  has  the 
same  difiiculties  about  it,  j^ou  really  have  emasculated  your  provi- 
sion. To  prove  that  a  man  intentionally  operated  a  pool  to  unfairly 
influence  the  price  of  a  security  is  a  refinement  that  is  impossible  of 
practical  administration. 

Mr.  Redmond.  Well,  don't  we  then  fall  on  the  other  horn  of  the 
dilemma.  Nobody  buys  a  security  with  the  idea  that  his  purchase 
is  going  to  leave  the  market  ])rice  entirely  unaffected,  and,  there- 
fore, under  this  bill  if  it  is  given  the  broadest  possible  interpreta- 
tion every  purchase  or  sale  of  securities  would  be  for  the  purpose 
of  raising  or  depressing  the  price,  and  hence  every  buyer  and  seller 
would  be  a  criminal. 

Mr.  Corcoran.  No;  I  do  not  think  so.  I  do  not  think  language 
relating  to  transactions  which  take  place  for  the  purpose  of  raising 
or  depressing  tlie  price  of  securities  brings  within  the  normal  mean- 
ing of  that  language  the  inevitable  effect  upon  the  market  of  any 
transaction  in  securities.  What  you  are  sajdng  is  that  since  an}^ 
transaction  in  securities  must  in  some  way  influence  the  price  of  the 
security,  even  by  reason  of  the  very  existence  of  the  transaction, 
therefore  if  a  statute  says  that  you  must  not  carry  out  a  purposeful 
transaction  for  the  purpose  of  raising  or  depressing  the  price  of 
securities,  the  mere  fact  of  buying  and  selling  securities  without 
any  ulterior  purpose  except  the  buying  or  selling  of  the  security  is 
within  that  language. 

Mr.  Redmond.  Exactly. 

Mr.  Corcoran.  Oh,  no.     I  respectfully  disagree. 

Mr.  Redmond.  Wliat,  then,  is  going  to  be  the  norm  by  which 
people  might  guide  themselves? 

Mr.  Corcoran.  There  cannot  be  any  norm,  Mr.  Redmond,  in  the 
interpretation  of  language  like  that,  any  more  than  there  can  be  in 
any  case  where  you  are  working  with  standards  and  questions  of 
degree. 

Mr.  Redmond.  But  we  are  dealing  with  a  criminal  statute  here. 

Mr.  Corcoran.  We  are,  that  is  true. 

Mr.  Redmond.  And  isn't  it  generally  true  that  crime  requires  in- 
tent, and  it  is  the  criminal  intent  that  distinguishes  a  crime  from 
many  acts  which  otherwise  would  not  be  punishable  in  any  form? 
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Mr.  Corcoran.  No.  I  do  not  believe  that  is  any  longer  a  norm 
of  the  criminal  law.  I  think  it  was  a  norm  of  the  old  criminal  law, 
and  I  still  think  that  so  far  as  more  serious  offenses  are  concerned 
the  criminal  law  requires  intent  to  be  proved,  but  in  modern 
society  there  are  many  things  you  have  to  make  crimes  which  are 
sheer  matters  of  negligence.  As  you  know,  there  are  many  statutory 
crimes,  such  as  those  in  connection  with  driving  an  automobile,  where 
intent  is  not  required. 

Mr.  Redmond.  Do  you  mean  as  to  the  speed  statute  ? 

Mr.  Corcoran.  No.  If  you  drive  an  automobile  when  drunk, 
it  is  not  necessary  to  prove  an  intention  to  become  drunk,  or  to 
drive  an  automobile  when  drunk.  You  can  still  be  put  in  jail  for 
it,  whether  intent  is  proved  or  not. 

Mr.  Pecora,  That  is,  mala  prohibita. 

Mr.  Redmond.  But  even  so,  Mr.  Corcoran,  in  your  automobile 
case  if  by  reason  of  speed  while  intoxicated  you  run  down  a  man 
normally  you  can  be  tried  for  manslaughter  but  not  for  murder. 

Mr.  CoRCOiiAN.  But  manslaughter  is  a  crime.  And  this  is  not 
murder. 

Mr.  Pecora.  That  is  because  of  the  statutory  definition  of  that 
crime. 

Mr.  Corcoran.  What  you  are  saying  to  me,  Mr.  Redmond,  is  that 
you  have  to  have  intent  in  order  to  hold  a  man  for  crime.  I  say 
that  no  matter  whether  you  are  tried  for  manslaughter  or  for  murder 
under  the  automobile  case  nianshiuiihter  is  a  crime,  just  as  murder 
is  a  crime.  So  for  the  purpose  of  settling  the  point  as  to  whether 
the  modern  criminal  law  requires  intent,  you  must  concede  that 
manslaughter,  without  any  requirement  of  specific  intent,  is  a  crime 
just  the  same  as  murder. 

Mr.  Redmond.  Not  necessarily,  because  manslaughter  ties  in  with 
the  requirement  that  the  man  must  be  conscious  of  what  he  is  doing. 

Mr.  Corcoran.  Not  necessarily. 

Mr.  Redmond.  Let  me  finish  my  sentence.  Here,  ordinarily,  a  man 
is  engaged  in  the  ordinary  process  of  buying  or  selling  securities,  or 
of  buying  or  selling  property,  and  suddenly  you  say  to  him :  If  you 
do  this  for  the  purpose  of  raising  or  depressing  prices — and  we  give 
here  no  indication  beyond  that  as  to  what  distinguishes  a  legitimate 
commercial  transaction  from  a  criminal  act — you  are  doing  a  crim- 
inal act?     How  are  people  going  to  know  how  to  guide  themselves? 

Mr.  Corcoran.  Mr.  Redmond,  I  may  agree  with  you  that  if  you 
are  trying  to  skin  corners  as  closely  as  you  can,  you  cannot  tell  at 
exactly  what  stage  a  kitten  becomes  a  cat  in  determining  whether 
a  man  bought  or  sold  on  the  market  for  the  purpose  of  raising  or 
depressing  the  price  of  securities.  But  for  practical  puri)oses,  the 
language  is  adequate.  You  cannot  be  able  to  decide  ahead  of  time 
just  where  the  line  falls.  That  is  the  question  present  in  every  prob- 
lem that  a  law  court  has  to  decide. 

Mr.  Redmond.  I  should  just  like  you  to  give  me  some  instance 
in  the  criminal  law  in  which  a  man  may  become  a  criminal  when  do- 
ing ordinary  commercial  work,  doing  a  perfectly  ordinary  com- 
mercial transaction. 

Mr.  Corcoran.  Mr.  Redmond,  you  do  not  need  any  precedents 
in  the  commercial  law  for  that.     Once  you  establish  the  principle 
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of  law  that  intent  is  not  necessary  for  every  crime,  we  can  estab- 
lish a  new  crime  here  within  that  principle  without  the  necessity  of 
having  other  precedents  in  the  commercial  law.  Now,  Mr.  Redmond, 
are  you  arguing  with  me  on  the  question  of  policy? 

Mr.  Redmond.  No. 

Mr.  Corcoran.  Or  are  you  arguing  with  me  on  the  question  of 
law? 

Mr.  Redmond.  I  am  arguing  with  you  on  the  question,  that 
this  provision  gives  no  means  by  which  the  average  citizen  can  tell 
when  he  is  going  to  fall  within  the  scope  of  the  criminal  provision 
or  not. 

The  Chairman.  Well,  it  says  it  must  be  done  for  the  purpose  of 
raising  or  depressing  the  price. 

Mr.  Redmond.  But  every  purchase  might  be  so  termed. 

Mr.  Corcoran.  That  is  not  a  fair  interpretation  of  the  language 
at  all. 

Mr.  Pecora.  Oh,  no.  Perchance  it  might  be  in  fact  as  an  inci- 
dent to  the  act,  but  where  the  act  is  done  for  the  specific  purpose 
set  forth  in  the  statute,  then  the  statute  is  violated. 

Mr.  Redmond.  But  that  specific  purpose  may  be  assumed  the 
case  of  a  large  insurance  company  which  holds  half  a  million  dollars 
of  a  certain  issue  of  bonds,  and  they  go  and  buy  $50,000  more,  and 
this  purchase  actually  increases  the  price  of  that  security. 

Mr.  Pecora.  But  they  purchase  not  for  the  purpose  of  increasing 
the  price. 

Mr.  Redmond.  Yes ;  but  even  then. 

Mr.  Pecora.  This  has  to  do  with  avowed  market  operations,  where 
a  specific  purpose  is  sought  to  be  effectuated  by  the  operation. 

Mr.  Redmond.  Well,  then,  shouldn't  we  have  the  clause  in  the 
bill  clearly  describe  that,  if  that  is  to  be  the  intention  of  the  statute  ? 

Mr.  Pecora.  I  think  it  does  insofar  as  it  specifies  what  the  pur- 
pose shall  be  in  the  case  of  an  unlawful  act.  Under  that  purpose 
the  act  done  may  be  unlawful,  or  is  to  be  declared  unlawful. 

Mr.  Redmond.  Mr.  Pecora,  you  yourself  a  minute  ago  said  this 
section  had  to  do  with  an  avowed  market  transaction.  Couldn't 
we  find  some  language  which  would  show  clearly  what  this  clause 
is  intended  to  cover  ?  Otherwise  I  fear  people  will  not  know  whether 
they  are  on  the  verge  or  on  the  edge  of  the  criminal  law  or  not. 

Mr.  Pecora.  I  think  the  language  of  the  section  as  it  now  stands 
is  clear  enough. 

Mr.  Redmond.  Well,  I  have  raised  my  point. 

Mr.  Pecora.  Excluding  from  its  scope  an  act  that  is  not  done  with 
any  ulterior  motives  or  purposes,  as  set  forth  in  the  act. 

Mr.  Redmond.  Aren't  you  then  treating  "'  purposes  "  the  same  as 
'•  intent  "',  which  Mr.  Corcoran  objected  to? 

Mr.  Corcoran.  I  did  not  object  to  it. 

Mr.  Pecora.  You  might  regard  them  as  synonymous  terms. 

The  Chairman.  But  you  have  to  prove  the  purpose,  which  is 
practically  the  same  thing  as  proving  the  intent. 

Mr.  Pecora.  Yes.  You  may  treat  them  as  synonymous  terms, 
Mr.  Redmond. 

Mv.  Redmond.  All  right. 

The  Chairman.  You  may  proceed,  Mr.  Corcoran. 
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Mr.   Corcoran.  Subparagraph    (4)    provides: 

(4)  If  a  dealer,  broker,  or  member  or  a  person  in  the  employ  of  a  dealer, 
broker,  or  member,  to  circulate  or  disseminate  in  the  ordinary  course  of  busi- 
ness information  to  the  effect  that  the  price  of  any  security  or  securities  regis- 
tered on  a  national  securities  exchange  will  or  is  likely  to  rise  or  fall  partly  or 
wholly  because  of  the  market  activity  of  any  one  or  more  iiersons,  if  the  person 
disseminating  such  information  has  reason  to  believe  that  the  circulation  or 
dissemination  of  such  information  on  his  part  may  induce  the  purchase  or 
sale  of  any  such  security  in  the  expectation  of  such  market  activity ; 

That  section  deals  with  dissemination  of  rumors  of  pools.  As  Mr. 
Redmond  points  out  in  his  brief,  such  acts  are  already  prohibited 
by  the  rules  of  the  New  York  Stock  Exchange. 

Mr.  Redmond.  Simply  for  the  purpose  of  the  record,  Mr.  Cor- 
coran, that  is  Mr.  Whitney's  brief. 

Mr.  Corcoran.  All  right.     And  it  is  not  your  brief? 

Mr.  Redmond.  I  was  merely  setting  you  right  on  that. 

Mr.  Corcoran.  Now  we  will  take  up  subparagraph  (5)  : 

(5)  To  circulate  or  disseminate  information  regarding  any  security  registered 
on  a  national  securities  exchange  which  statement  is,  in  the  light  of  the  cir- 
cumstances under  which  it  was  made,  false  or  misleading  in  i-espect  of  any 
matter  sufficiently  important  to  influence  the  judgment  of  an  average  investor, 
if  the  person  disseminating  such  information  has  reason  to  believe  that  the 
circulation  or  dissemination  of  such  information  on  his  part  may  induce  tlie 
purchase  or  sale  of  such  security,  and  does  not  prove  that  he  acted  in  good 
faith  and  in  the  exercise  of  reasonable  care  had  no  ground  to  believe  that  the 
statement  was  false  or  misleading. 

I  would  suggest,  Mr.  Chairman,  if  I  may  be  permitted,  that  the 
language  of  that  subparagraph  should  be  amended  a  little  to  make 
it  clear  that  the  statement  must  be  made  for  the  purpose  of  inducing 
the  purchase  or  sale  of  the  security.  Not  because  I  do  not  think  the 
subparagraph  is  perfectly  clear  now,  but  there  has  been  some  appre- 
hension on  the  part  of  perfectly  legitimate  houses  dealing  in  invest- 
ment information,  like  the  publishers  of  standard  manuals,  and 
investment  counsel,  and  trustees  administering  estates,  that  they 
might  be  unwittingly  caught  by  that  provision  even  though  they 
acted  with  the  best  intentions  in  the  world.  I  would  suggest  that 
the  amendment  proposed  in  Mr.  Whitney's  brief,  on  page  15  thereof, 
be  considered. 

Mr.  Redmond.  Might  I  say  one  word  right  there,  because  I  think 
there  again  it  might  be  wise  to  strike  out  the  limitation  as  to  se- 
curities registered  on  national  securities  exchanges,  so  as  to  prevent 
a  false  statement  in  regard  to  unlisted  securities. 

Mr.  Corcoran.  I  will  next  take  up  subparagraph  (6)  : 

(6)  To  pay  or  cause  to  be  paid  directly  or  indirectly  any  consideration  or  any- 
thing of  value  to  any  person  to  circulate,  disseminate,  or  finance  the  cost 
of  circulating  and  disseminating,  information  to  the  effect  that  the  price  of 
any  security  or  securities  registered  on  a  national  securities  exchange  will  or 
is  likely  to  rise  or  fall  partly  or  wholly  because  of  the  market  activity  of 
any  one  or  more  persons ; 

That  relates  to  the  financing  of  tips  of  pools.  I  do  not  think  there 
is  any  substantial  objection  to  a  provision  of  that  kind,  is  there,  Mr. 
Redmond  ? 

Mr.  Redmond.  None.  And  I  think  we  would  like  to  see  it  go 
further  so  as  to  prevent  the  activities  of  tipster  sheets,  which,  as  I 
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read  subparagraph  (6).  does  not  do,  because  it  is  limited  to  the 
statement  in  regard  to  the  market  activity  of  one  or  more  persons. 

Mr.  Pecora.  Tipster  sheets  might  be  covered  by  subdivision   (5). 

Mr.  Corcoran.  With  respect  to  new  securities  at  least  they  are 
covered  by  the  present  provisions  of  the  Securities  Act. 

Mr.  Redmond.  Yes;  in  regard  to  new  issues  of  securities. 

Mr.  Pecora.  Tipster  sheets  certainly  ought  to  be  brought  within 
the  provisions  of  this  bill,  and  if  the  language  of  the  bill  in  its 
present  form  is  not  certain  to  do  that,  it  ought  to  be  clarified  and 
strengthened  accordingly. 

Mr.  Redmond.  I  think  certainly  within  the  scope  of  one  of  these 
two  sections  that  result  could  be  accomplished. 

Mr.  Pecora.  Yes. 

Mr.  Corcoran.  I  will  now  take  up  subparagraph  (7),  and  from 
now  on  the  entente  cordiale  disappears.     [Laughter :] 

(7)  To  engage  in  any  series  of  transactions  or  in  any  operation  for  the  pur- 
chase and  sale  of  any  security  registered  on  a  national  securities  exchange  which 
has  the  pui-pose  or  effect  of  pegging,  fixing,  or  stabilizing  the  price  of  such  se- 
curity without  having  prior  thereto  reported  to  the  exchange  authorities  and  to 
the  Commission  such  information  regarding  the  purpose  and  nature  of  such 
transactions  or  opei-ations,  the  details  thereof,  and  the  person  or  persons  inter- 
ested therein  as  the  Commission  by  rules  and  regulations  may  prescribe  as 
appropriate  or  necessary  in  the  public  interest  or  for  the  protection  of  investors. 

With  this  section  we  enter  upon  the  whole  problem  of  the  advisa- 
bility of  artificial  price  operations  in  the  market.  The  theory  of  this 
subparagraph  is  simply  this :  There  is  so  much  discussion  of  good 
pools  and  bad  pools  to  stabilize  and  to  fix  prices  that  the  safe  thing 
to  do  is  to  say :  "  Let  us  not  absolutely  prohibit  them,  but  let  them 
be  carried  on  only  under  such  rules  and  regulations  as  the  Commis- 
sion may  devise  and  after  they  have  first  been  reported  to  the 
Commission." 

Mr.  Redmond.  Of  course,  we  all  recognize  that  there  are  perfectly 
proper  transactions  in  the  matter  of  stabilizing  prices.  Our  own 
Government,  in  fact,  has  used  that  method  very  largely  in  the  flota- 
tion of  its  own  issues  of  securities.  I  personally  very  much  question 
the  wisdom  of  putting  in  a  criminal  provision  and  requiring  every 
such  transaction  to  be  reported  to  the  commission,  because  I  think 
you  are  going  to  flood  the  regulatory  commission  with  a  whole  set 
of  details  which  it  might  well  exclude  by  general  regulation.  I 
think  it  has  been  the  experience  already  of  the  Federal  Trade  Com- 
mission under  the  Securities  Act  that  there  are  certain  types  of 
transactions  that  they  would  like  very  much  to  exempt  from  the 
provisions  of  that  act,  because  they  recognize  that  they  are  small 
in  amount  or  of  a  nature  which  does  not  require  registration.  Now, 
if  you  should  vest  this  power  in  the  regulatory  commission  rather 
than  make  it  mandatory  and  a  crime,  unless  the  commission  is  noti- 
fied in  advance,  you  will  have  accomplished  all  of  the  same  possi- 
bilities of  regulation  without  in  any  way  hampering  ordinary  and 
legitimate  business  transactions. 

Mr.  Corcoran.  Well,  doesn't  that  objection,  Mr.  Redmond,  go  to 
the  amount  of  information  which  would  be  piled  in  upon  the  com- 
mission, and  couldn't  the  commission  by  its  own  rules  and  regula- 
tions prescribe,  if  necessary  or  if  thought  advisable,  limits  to  the 
amount  of  such  information — Perhaps  it  would  only  be  necessary 
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to  state  the  fact  that  a  pool  was  to  operate  in  a  certain  stock  with 
the  purpose  of  stabilizing  it  within  certain  limits — and  then  there 
wouldn't  be  any  administrative  burden  upon  the  commission  ?  Even 
the  mere  fact  of  the  prior  filing  of  information  would  warn  the 
commission  that  such  an  operation  was  to  take  place,  so  that  if  it 
wanted  to  make  an  investigation  to  see  whether  it  desired  further 
information,  it  would  have  at  least  a  warning  that  something  was 
up  of  which  it  should  possibly  take  cognizance. 

Mr.  Kedmoxd.  That  is  true,  but  remember  that  there  is  another 
aspect  of  this  problem.  The  records  of  the  commission  are  public 
documents,  and,  therefore,  if  you  should  form  a  group  to  stabilize 
the  price  of  a  security,  and  announce  it  to  the  public,  you  open 
a  new  door  to  fraud  that  might  be  more  vicious  even  than  what 
you  are  striking  at. 

Mr.  Corcoran.  Why  shouldn't  the  public  know  that  an  artificial 
operation  is  being  carried  on  in  a  stock?  And  in  that  connection 
should  be  considered  the  broad  question  of  the  social  advisability, 
the  wisdom  from  an  economic  standpoint,  of  having  secret  opera- 
tions in  a  stock  taking  place  while  the  public  in  complete  ignorance 
of  the  situation  is  buying  and  selling  in  the  market  on  the  faith  of 
the  quotation  going  out  on  the  ticker. 

Mr.  Rp:dmond.  But  you  cannot  make  these  things  binding.  For 
instance,  let  me  give  3'ou  an  example  that  I  have  in  mind.  Suppose 
a  group  of  people  announce  to  the  Federal  Trade  Connnission  that 
they  are  going  to  stabilize  the  price  of  a  certain  security  at  a  point 
between  45  and  50,  and  that  they  had  formed  a  group  for  that  pur- 
pose with  resources  of  a  million  dollars  or  of  5  million  dollars.  That 
might  lead  many  people  to  believe  that  that  security  would  remain 
within  the  range  at  which  the  group  was  stabilizing  the  price,  and 
that  group  might  refuse  to  buy  or  sell  a  single  share,  and  the  price 
might  go  down  to  .'10  or  up  to  60. 

Mr.  CoRCOiux,  Well,  the  commission  at  the  time  it  makes  the 
details  of  the  intended  operation  public  might  clearly  warn  the  public. 
This  subsection  requires  merely  a  filing  of  a  statement  of  intention. 
The  process  is  just  like  the  taking  out  of  a  marriage  license.  We 
warn  you  that  nobody  knows  whether  the  pool  operators  are  going 
through  with  the  operation  or  not. 

Mr.  Kedmond.  Isn't  the  answer  to  that,  that  the  information  given 
to  the  public  is  of  no  value  ? 

Mr.  Pecora.  In  other  words,  it  defeats  the  purpose. 

Mr.  Redmond.  Yes;  completely. 

Mr.  Corcoran.  The  public  knows  that  there  is  an  intention  to 
carry  on  pool  operations. 

Mr.  Redmond.  And  the  public  will  rely  on  that  published  inten- 
tion and  may  be  misled. 

Mr.  Corcoran.  But  if  the  public  is  warned  at  the  time  that  pos- 
sibly the  pool  operators  will  not  carry  out  their  filed  intention,  the 
public  does  not  need  to  be  misled.  It  is  only  a  question  of  how 
accurate  is  the  information  given  to  the  public. 

Mr.  Redmond.  I  think,  Mr.  Chairman,  I  have  expressed  the  doubt 
that  exists  in  my  mind  as  to  the  value  of  this  provision  as  a  manda- 
torv  provision,  and  that  really  is  the  point  that  I  was  trying  to 
make.  Whether  it  might  not  be  better  to  treat  it  as  a  permissive 
one. 
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Mr.  Corcoran,  There  is  one  other  point  raised  by  the  Exchange  in 
connection  with  this  subparagraph  (7),  and  that  relates  to  arbitrage. 
An  arbitrage  transaction,  of  course,  is  one  intended  to  keep  in  line 
on  different  exchanges,  the  respective  quotations  for  some  security, 
or  to  maintain  the  relative  prices  of  securities  within  a  given  rela- 
tion to  each  other.  With  your  permission  I  should  like  to  say  I  do 
not  believe  that  arbitrage  transactions,  which  merely  adjust  prices 
of  securities  one  to  another,  come  within  the  provisions  of  subsection 
(7).  If  they  do,  then  possibly  the  committee  would  like  to  consider 
whether  it  wants  to  exclude  or  include  arbitrage  transactions,  or, 
if  they  are  not  in  there,  whether  the  committee  wants  to  include  them. 

I^ow  we  come  to  subparagraph  (8)  : 

{8)  To  acquire  substantial  control  of  the  floating  supply  of  any  security  regis- 
tered on  a  national  securities  exchange  for  the  purpose  of  causing  the  price 
of  such  security  to  rise  on  the  exchange  because  of  such  control  of  the  floating 
supply ; 

That  relates  to  cornering  a  security.  I  do  not  believe  there  is  any 
substantial  objection  to  that. 

Mr.  Redmond.  None  except  the  vagueness  of  the  definition  of 
floating  supply,  which  I  think  should  be,  as  this  seems  to  be  a  crimi- 
nal statute,  made  definite  and  certain. 

Mr.  Corcoran.  I  will  now  take  up  subparagraph    (9).     It  shall 
be  unlawful — 
To  effect  by  use  of  the  facility  of  any  national  securities  exchange 


The  Chairman  (interposing).  Before  you  pass  from  that,  Mr. 
Corcoran,  what  do  you  mean  by  floating  supply? 

Mr.  Corcoran.  The  supply  that  is  in  the  market.  That  again  is 
a  market  term.  Of  the  outstanding  shares  of  stock  a  certain  amount 
is  always  held  by  more  or  less  permanent  investors,  while  a  certain 
other  amount  of  the  stock  is  sold  back  and  forth  on  the  exchanges, 
usually  represented  by  substantially  the  same  certificates.  That 
floating  supply  is  the  stock  which  figures  on  the  market  and  in  the 
quotations,  and  it  is  that  floating  supply  which,  if  cornered,  puts 
anybody  else  who  comes  into  the  market  at  tremendous  disadvantage 
as  against  the  person  who  has  cornered  that  floating  supply  of  stock. 

Mr.  Pecora.  Mr.  Redmond,  do  you  seriously  think  that  the  term 
"floating  supply"  is  one  that  needs  elaboration  in  the  bill? 

Mr.  Redmond.  I  do,  and  I  think  that  under  the  definition  which 
is  given  by  Mr.  Corcoran,  it  would  be  impossible,  under  this  provi- 
sion, to  proceed  against  those  who  actually  cornered  the  market, 
because  even  when  there  is  a  corner  there  is  always  a  residual  amount 
of  stock  that  is  in  the  hands  of  brokers  that  could  be  said  to  be 
floating  supply.     A  corner  is,  of  course,  a  perfectly  definite  thing. 

Mr.  Pecora.  You  easily  see  the  principle  underlying  this  par- 
ticular provision,  do  you  not? 

Mr.  Redmond.  Yes;  and  we  have  it  in  our  constitution. 

Mr.  Pecora.  But  you  mean  the  effectuation  of  that  principle  by  a 
suitable  provision  in  the  bill. 

Mr.  Redmond.  Yes.  And  we  go  one  step  farther  and  suggest 
that  it  be  not  a  criminal  provision  but  effective  control  by  giving  the 
regulatory  body  power  to  fix  the  settlement  price.  I  will  say  that 
the  exchange  adopted  that  rule  in  1925,  in  its  constitution,  and  there 
has  been  no  approximation  of  a  corner  since  then. 
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Mr.  Pecora.  If  you  do  that  you  might  put  the  culprit  into  the 
position  of  holding  on  to  a  part  of  his  loot  if  he  is  detected. 

Mr.  Redmond.  Wouldn't  he  be  permitted  to  do  this  under  that 
provision 

Mr.  Pecora  (interposing).  He  might  take  the  chance,  but  the 
penal  arrangement  would  cause  him  not  to  take  the  chance.  For 
instance,  a  pickkpocket  might  not  be  deterred  if  he  gave  up  half  of 
his  loot  in  event  of  detection,  but  if  the  penalty  is  a  penal  arrange- 
ment it  might  deter  him. 

Mr.  Redmond.  Suppose  you  were  to  make  it  so  the  pickpocket 
could  not  profit  at  all  ? 

Mr.  Pecora.  That  is  just  the  plan,  to  set  up  a  more  effective 
deterrent. 

Mr.  Redmond.  It  is  a  question  of  method,  then. 

Mr.  Pecora.  We  are  agreed  that  the  principle  should  be  inserted 
in  the  bill,  are  we  not? 

Mr.  Redmond.  Entirely,  and  I  think  the  New  York  Stock  Ex- 
change was  the  first  institution  that  adopted  such  a  plan. 

Mr.  Pecora.  All  right. 

Mr.  Corcoran.  Next  we  have  subparagraph  (9)  that  it  shall  be 
unlawful : 

To  effect  by  use  of  tbe  facility  of  any  national  securities  exchange — 

(i)  Any  transaction  in  any  security  whereby  any  party  to  such  transaction 
acquires  any  put,  call,  straddle,  or  other  option  or  privilege  of  buying  a  security 
from  or  selling,'  a  security  to  another  party  to  the  transaction  without  being 
bound  to  do  so ;  or 

Hi)  Any  transaction  in  any  security  with  relation  to  which  he  has,  directly 
or  indirectly,  any  interest  in  such  iiut.  call,  straddle,  option,  or  privilege ;  or 

(iii)  Any  transaction  in  any  security  for  account  of  any  person  who,  he  has 
reason  to  believe,  has,  directly  or  indirectly,  any  interest  in  any  suih  put,  call, 
straddle,  option,  or  privUejie  with  relation  to  such  security;  or  if  a  member, 
directly  or  indirectly,  to  have  or  guarantee  any  interest  in  any  put,  call, 
straddle,  option,  or  privilege  in  relation  to  any  security  registered  on  a  national 
securities  exchange. 

The  puts,  calls,  straddles,  mentioned  specifically  in  this  sub- 
paragraph are  particular  kinds  of  options.  A  put  is  a  right  to  sell 
to  a  given  person  at  a  given  j^rice  within  a  definite  time.  A  call  is 
the  right  to  buy  from  a  given  person  at  a  given  price  within  a  given 
time.    And  a  straddle  is  a  combination  of  the  two. 

This  subparagraph  raisCvS  the  whole  ])robIem  of  what  Congress 
thinks  should  be  the  policy  of  regulation  in  respect  of  options.  The 
exchange  argues  in  its  brief  that  there  are  good  option  transactions 
as  Avell  as  bad  option  transactions.  The  theory  upon  which  this 
subparagrapli  was  drafted  is  that  there  is  no  satisfactory  way 
of  distinguishing  good  ojitions  from  bad  options,  or  of  knowing 
when  an  option  originally  taken  for  a  good  purpose  turns  into  a  bad 
option,  and  therefore,  faced  with  the  inability  to  distinguish  between 
kittens  and  cats,  it  is  better  on  the  balance  of  convenience  to  prohibit 
options  altogether. 

Now,  shall  I  go  on,  ^Ir.  Chairman? 

The  Chairman.  Yes. 

Mr.  Rkdmoxd.  I  think  ]Mr.  Whitney's  brief  states  the  fundamental 
objection,  and  that  is  that  you  are  destroying  completely  a  perfectly 
legitimate  form  of  contract,  purely  because  it  is  capal)le  of  abuse. 
But  that,  of  course,  is  true  of  everv  single  form  of  business  in  the 
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whole  world.  Abuses  can  exist.  But  that  does  not  mean  that 
business  shoukl  stoj). 

Mr.  Pkc'oha.  I  have  not  seen  the  exchange's  brief  yet,  Mr. 
Redmond. 

Mr.  Redmond.  It  was  ^Ir.  Whitney's  statement  made  before  the 
House  committee  that  Mr.  Corcoran  is  referring  to,  I  think. 

The  Chairman.  Does  the  exchange  approve  of  puts  and  calls? 

;Mr.  Redimond.  The  exchange  does  not  permit  trading  in  puts  and 
calls  on  the  floor,  and  it  does  not  recognize  them  as  exchange  con- 
tracts until  notice  of  their  exercise  has  been  serve^l.  Foreign  ex- 
changes, particularly  the  London  market,  not  only  recognizes  option 
contracts  but  permits  dealing  in  them  exactly  as  if  they  were  dealing 
in  securities.  That  is  also  true  of  the  Paris  Bourse  and  the  Berlin 
Boerse.    That  is  practically  true  the  world  over. 

Mr.  Pecora.  Give  us  an  illustration  of  that. 

Mr.  RED>roND.  "We  will  assume  a  corporation  has  a  large  block 
of  securities  to  distribute.  It  may  give  an  o})tion  to  a  dealer  so 
that  that  dealer  may  go  out  and  distribute  them  in  a  perfectly  proper 
way. 

]\Ir.  Pecora.  It  also  dangles  before  the  dealer  the  temptation  to 
resort  to  market  operations. 

Mr.  Redmond.  Well,  temptations  exist  in  everything. 

Mr.  Pecora.  All  of  the  evidence  before  this  connnittee  in  regard 
to  options  that  has  been  presented  up  to  the  present  time  consist 
of  instances  where  options  have  been  prostituted  to  ulterior  uses 
and  purposes. 

]Mr.  Redmond.  Well,  isn't  it  true  that  your  investigators  have  had 
access  to  the  files  of  the  committee  on  business  conduct  of  the  New 
York  Stock  Exchange,  where  all  options  have  been  reported  since,  I 
think,  the  first  of  August  1933? 

ISIr.  Pecora.  We  haven't  had  the  time  nor  the  facilities  for  in- 
vestigating all  of  those  options  or  the  activities  of  the  persons 
holding  those  options. 

Mr.  Kedmcnd.  It  does  not  necessarily  follow  just  because  the  evi- 
dence which  has  been  presented  to  this  connnittee,  a  very  limited 
number  of  cases,  did  involve  operations  in  the  market  in  connection 
with  options,  that  all  options  nuist  be  connected  with  market 
oi)erations. 

Mr.  Pecora.  Well,  I  think  a  generalization  to  that  effect  may  be 
said  to  have  been  made  by  members  of  the  exchange  who  have  oper- 
ated under  options.    They  have  frankly  said  what  their  purpose  was. 

Mr.  Redmond.  In  some  instances  that  is  true,  but  I  think 

Mr.  Pecora  (interposing).  I  think  in  some  instances  members  of 
the  exchange  who  have  been  examined  here  have  testified  that  that 
was  the  general  purpose  for  obtaining  such  options. 

Mr.  Redmond.  But  they  were  members  of  the  exchange,  if  I  re- 
member correctly,  who  were  primarily  floor  men.  I  think  you  are 
referring  to  tlie  testimony  of  Mr.  Wright. 

Mr.  Peciira.  And  he  was  not  the  only  one. 

jNIr.  Redmond.  And  that  of  Mr.  Mason  Day? 

Mr.  Pecora.  Those  two,  and  this  committee  has  heard  testimony 
of  dealers  and  investment  bankers  generally  along  similar  lines. 

Mr.  Redmond.  But  I  do  not  want,  of  coui'se,  to  go  into  an  argu- 
ment on  the  basis  of  the  evidenc^\  because  I  am  not  here  to  ijive 
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evidence.  But  it  is  I  think  true,  and  I  think  the  committee  should 
consider  the  possibility  that  option  contracts  in  large  quantity 
entirely  for  legitimate  purposes,  do  exist. 

The  (Chairman.  Very  well,  Mr.  Corcoran,  you  may  proceed. 

Mr.  Corcoran.  I  next  take  up  subsection  (b)  of  paragraph  (9), 
and  I  might  explain  that  the  next  three  sections  which  I  shall  read 
give  a  civil  right  to  an  individual 

Mr.  Pecora  (interposing).  May  I  interrupt  you  for  just  a 
moment? 

Mr.  Corcoran.  Certainly. 

Mr.  Ppx'ORA.  This  bill  insofar  as  it  prohibits  options  prohibits 
the  use  of  them  through  the  facilities  of  exchanges,  don't  they,  Mr. 
Redmond  ? 

Mr.    Redmond.  That    is    true.     But    the    facilities    of    an    ex- 
change  

Mr.  Pecora  (continuing).  And  therefore  would  not  cover  an 
option  given  by  a  corporation  to  distribute  a  part  of  its  stock 
through  means  other  than  the  facilities  afforded  by  an  exchange. 

Mr.  Redmond.  But  the  facilities  of  an  exchange  are  defined  in 
such  broad  language  that  it  might  easily  sweep  in  the  entire  securi- 
ties business  of  tlie  country.  For  instance,  section  3.  subsection  (2), 
provides : 

The  phrase  "  facility  of  an  exchanjje "  inclmics  its  i)remisc's,  tangii)le  or 
intan^ribl**  jtroixTty,  whether  <m  the  premises  or  not.  any  riirht  to  the  use 
of  sufh  premises  or  property  or  any  service  tliereof,  including,  among  other 
things,  any  system  of  communication  to  or  from  the  exchange,  by  ticker  or 
otlierwise,  maintained  by  or  with  the  consent  of  the  exchange.  an<l  any  right 
of  the  exchange  to  the  use  of  any  i)roj)erty  or  service. 

Therefore  if  a  person  used  a  ticker  to  see  what  the  quotations 
were  in  connection  with  a  d<'alcr's  operation  me  miglit  be  said  to 
be  using  a  facility  of  the  exchange. 

Mr.  Corcoran.  If  I  may  be  permitted  to  suggest.  Senator  Fletcher, 
it  may  be  i)ossible  t(;  except  from  the  provisions  of  this  section, 
warrants  or  options  that  are  regif.tered  on  an  exchange,  except  tliat 
that  raises  again  the  whoK'  pn^blem  of  whether  warrants  or  options 
should  be  registered. 

Mr.  Redmond.  What   would  you  tlo  with   rights  to  subscribe? 

Mr.  Corcoran.  On  a  great  many  exchanges  they  are  listed,  aren't 
they  ? 

Mr.  Redmond.  Yes. 

Mr.  Corcoran.  I  woukl  say  in  a  case  like  that  that  you  might  make 
an  exception  for  those  warrants  and  options  that  it  is  advisable  to 
have  listed  on  an  exchange. 

Mr.  Redmond.  I  think  the  section  deserves,  and  this  is  the  onlj'^ 
point  I  wish  to  nuike.  further  consideration  before  a  useful  and  nor- 
mal commercial  practice  is  made  criminal. 

The  Chairman.  "We  will  consider  that,  Mr.  Redmond. 

Mr.  Redmond.  All  right. 

Mr.  Corcoran.  Now.  going  on  witli  the  next  three  paragraphs, 
{b),  (c),  and  (d),  these  give  to  any  individual  injured  by  reason 
of  having  been  induced,  by  reason  of  any  practices  forbidden  by  the 
preceding  sections,  to  buy  or  to  sell  securities  at  the  price  at  which  he 
did  buy  or  sell  them,  the  right  of  civil  action  for  damages  for  the 
amount  of  the  injury  done  him. 
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The  criticism  the  Exchange  made  of  these  sections  is  that  they 
do  not  confine  the  measure  of  recovery  to  the  actual  damage  suffered 
by  a  person  who  has  actually  sold  or  bought  securities  after  the  first 
transaction  which  he  was  induced  to  make  by  these  manipulative 
practices.  That  is,  the  bill  as  now  drafted  does  not  limit  civil 
liability  to  actual  damage  which  can  be  proved  to  have  resulted  from 
a  violation  of  the  preceding  paragraphs  of  this  section,  as  it  can  be 
proved,  in  the  case  of  the  man  who  buys  on  the  faith  of  a  pool  tip 
and  actually  sells  out,  or  of  the  man  who  sells  short  on  a  pool  tip 
and  then  actually  buys  in  and  covers,  so  that  you  know  what  the 
exact  damage  is. 

I  would  suggest  that  possibly  the  section  should  be  amended  to 
make  certain  where  you  can  prove  actual  damage,  that  that  be  the 
limit  of  the  damage.  The  sections  as  they  are  now  drafted — ^but 
perhaps  I  had  better  read  them : 

(&)  Any  person  who  participates  in  any  act  or  transaction  in  violation  of 
subsection  (a)  of  this  section  shall  be  liable  to  any  person  who  shall  purchase 
any  security,  the  price  of  which  may  have  been  effected  by  such  act  or  trans- 
action, and  the  person  so  injured  may  sue  in  law  or  equity  in  any  court  of 
competent  jurisdiction  to  recover  the  difference  between  the  price  he  paid 
for  such  security  and  the  lowest  price  for  which  such  security  shall  have 
sold  on  the  exchange  during  the  90  days  preceding  and  the  90  days  follomng 
such  purchase,  and  such  additional  damages,  if  any,  as  the  person  suing  may 
prove  that  he  sustained  as  a  result  of  any  such  transaction. 

The  theory  of  the  section  is  that  if  a  pool  is  operating,  or  if  a  tip  is 
circulated  that  a  pool  is  operating,  a  person  might  buy  a  security  at  a 
price  at  which  he  might  not  otherwise  have  bought  it.  Then  if  you 
cannot  prove  actual  damage  to  him  by  reason  of  reliance  upon  the 
pool  tip,  you  will  give  him  the  difference  between  the  very  high 
price  at  which  he  did  buy  and  the  low  price  during  the  90  days  before 
and  after  the  transaction,  which  in  a  very,  very  rough  way  measures 
the  price  at  which  he  might  have  bought  if  it  had  not  been  for  the 
pool  tip  that  induced  him  to  buy  at  the  particular  time  that  he  did. 

The  principle  of  civil  liability  for  the  damage,  with  which  I  do 
not  think  the  exchange  agrees,  is  moreover  not  only  a  matter  of  justice 
to  the  person  injured  but  is  also  the  surest  way  of  guaranteeing  that 
there  will  be  some  compliance  with  the  section.  In  other  words, 
there  is  no  policeman  so  effective  as  the  one  whose  pocketbook  is 
affected  by  the  degree  to  which  he  enforces  tlie  law. 

Xow,  the  Exchange  will  reply  to  that,  that  it  opens  the  law  up 
to  a  great  many  strike  suits.  That  is  the  objection  you  hear  in 
connection  with  other  sections  of  this  bill,  and  it  has  to  be  looked 
in  the  eye  right  now.  It  is  the  same  objection  made  to  the  liabilities 
under  the  Securities  Act.  It  is  the  bugaboo  that  there  will  be  a 
great  many  unjustified  strike  suits  by  which  unscrupulous  lawyers 
will  hunt  up  clients  with  whom  they  may  make  up  cases  to  shake 
down  defendants. 

I  might  say  that  the  strike-suit  bugaboo  has  been  talked  about  so 
much  in  connection  with  the  Securities  Act  that,  so  far  as  purely 
informational  purposes  go,  there  is  hardly  need  to  talk  about  it 
here.  Some  lawyers,  whose  judgment  is  probabh^  as  good  as  that 
of  others,  will  tell  you  that  ordinarily  a  strike-suit  lawyer  won't 
take  on  a  case  uidess  there  really  is  a  pretty  good  case,  for  other- 
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wise  he  won't  be  paid.  And  that,  as  a  mater  of  fact,  about  the 
only  effective  weapon  there  is  for  keeping  certain  big  financial  oper- 
ators in  line  and  within  some  semblance  of  the  law  is  the  fear  that 
the  strike  suiter  might  be  just  aroimd  the  corner.  Futhermore,  there 
are  a  great  many  people  who  think  that  the  strike  suit  is  a  weapon 
of  social  utility  not  to  be  discouraged  rather  than  something  to  be 
shouted  about  as  a  species  of  unfortunate  blackmail. 

As  a  matter  of  fact,  I  think  I  have  a  strike  suit  right  here  that 
was  approved  by  the  Supreme  Court  of  the  United  States  the  other 
day  in  the  National  Radiator  Co.  reorganization. 

Mr.  Redmond.  Was  it  a  strike  suit?    I  didn't  know  it. 

Mr.  Corcoran.  Whj',  you  know,  Mr.  Redmond,  that  the  three 
plaintiffs  in  that  case  must  have  been  called  the  name  that  you  and 
I  are  familiar  with  all  over  the  street  for  months  and  months. 

Mr.  Redmond.  Well,  JVli*.  Corcoran,  I  do  not  thinlc  it  is  profitable 
to  discuss  a  particular  case,  but  I  would  like  to  point  out  what  I 
understand  to  be  the  result  of  that  decision  and  see  whether  its 
social  utility  is  so  great.  I  believe  some  95  percent  of  the  bondhold- 
ers agreed  on  a  plan  of  reorganization.  Five  percent  did  not  agree. 
Th  company  having  been  in  a  bad  way,  the  reorganization  was  a 
drastic  one.  The  company  has  had  further  reverses,  and  I  under- 
stand that  as  a  result  the  5  jx^rcent  who  recover  under  that  decision 
will  take  the  entire  property  which  belongs  to  the  95  percent.  I 
question  very  much  whether  the  strike  suit  which  has  a  result  like 
that  is  to  the  benefit  of  the  public  as  a  whole. 

Mr.  Corcoran.  Well.  Mr.  Redmond,  here  is  the  decision  of  the 
Supreme  Court  of  the  United  States. 

Mr.  Pecora.  Mr.  Corcoran,  that  was  a  unanimous  decision. 

Mr.  Corcoran.  It  was  a  9-judgo  decision,  and  the  nine  judges 
seemed  to  think  that  the  reorganization  had  been  j^retty  bad,  not 
only  for  the  5  percent  who  did  not  consent  to  it  but  also  for  the  95 
percent,  probably  60  percent  of  whom  did  not  know  what  they  were 
doing  when  they  consented  to  it. 

Mr.  Redmond.  I  do  not  know  anything  about  what  they  had  in 
their  minds  when  they  consented  to  it,  nor  do  I  question  the  sound- 
ness of  the  decision,  because  the  decision  was  predicated  upon  a  very 
technical  point,  and  that  was  that  an  equity  receivership  was  used  in 
a  case  which  ought  to  have  fallen  within  the  provisions  of  the  bank- 
ruptcy law.    I  think  I  am  stating  the  legal  principle  correctly. 

^Ir.  Corcoran.  I  am  afraid  the  court,  whether  by  way  of  dicta  or 
otherwise,  certainly  went  nuich  further  than  that  in  the  language  it 
used  in  the  case. 

Mr.  Redmond.  It  may  have;  but  I  think  probably  we  are  con- 
suming the  time  of  the  committee  with  a  technical  legal  discussion. 

Mr.  Corcoran.  I  am  just,  sir,  trying  to  find  an  accolade  of  justifica- 
tion for  a  strike  suit,  and  I  cannot  think  of  anything  better  than  a 
decision  of  the  Supreme  Court  of  the  United  States  on  the  matter. 
All  strike  suits  are  not  bad. 

The  Chairman.  What  case  was  that? 

Mr.  Corcoran.  First  National  Bank  of  Cincinnati  against  Fler- 
shem  &  Co.,  handed  down  by  the  Supreme  Court  on  January  8  of 
this  year. 
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We  come  now  to  section  9,  on  the  regulation  of  manipulative 
devices. 

It  shall  be  unlawful  for  any  person,  directly  or  indii-ectly,  by  use  of  any 
means  or  instrumentality  of  interstate  commerce  or  of  the  mails  or  of  any 
facility  of  any  national  securities  exchange — 

(a)  To  effect  the  sale  of  any  security  registered  on  a  national  securities 
exchange,  which  at  tlie  time  of  such  sale  was  not  owned  by  such  person  or  his 
principal  except  in  accordance  with  such  rules  and  regulations  as  the  Com- 
mission may  prescribe  as  appropriate  or  necessary  in  the  public  interest  or 
for  the  protection  of  investors ; 

(6)  To  use  or  employ  or  to  execute  or  accept  for  execution  any  stop-loss 
order  in  connection  with  the  purchase  or  sale  of  any  security  registered  on  a 
national  securities  exchange  except  in  accordance  with  such  rules  and  regula- 
tions as  the  Commission  shall  prescribe  as  appropriate  or  necessary  in  the 
public  interest  or  for  the  protection  of  investors. 

What  that  comes  clown  to  is  this,  that  it  shall  be  imlawful  to  sell 
short  or  to  use  stop-loss  orders  except  under  such  rules  and  regula- 
tions as  the  Commission  may  prescribe.  That  avoids  a  decision  as 
to  the  utility  and  advisability  of  short  selling  and  stop-loss  orders  by 
putting  it  up  to  the  administrative  commission  to  permit  their  use 
under  such  regulations  as  it  shall  deem  advisable. 

In  connection  with  the  short  selling  it  is  interesting  to  notice  that 
in  this  morning's  Herald  Tribune — no,  it  is  the  Tribune  of  the 
21st — there  is  a  quotation  from  another  report  of  the  Twentieth 
Century  Fund  on  short  selling,  which  to  a  slight  degree  disagrees 
with  the  position  of  the  Exchange  that  short  selling  is  a  very  valuable 
factor  in  cushioning  a  falling  market.  This  is  from  the  report  of 
Mr.  Evans  Clark : 

AVhatever  influence  short  selling  does  have  on  general  price  movements  is 
to  accelerate  the  downward  trend  of  prices  during  the  early  and  middle  phases 
of  a  decline,  and  either  to  check  the  price  trend  in  the  lower  phase  or  acceler- 
ate the  recovery  after  prices  have  turned  upward. 

Then  outside  the  quotation  from  the  Herald  Tribune : 

According  to  figures  gathered  by  the  Fund,  short  selling  does  not  have  any 
appreciable  effect  on  limiting  the  extremes  to  which  prices  may  rise. 

I  am  simply  calling  the  attention  of  the  committee  to  that  report, 
because  in  considering  what  the  policy  should  be  in  respect  of  short 
sales  that  report  may  be  verj^  useful  to  the  coirunittee. 

The  Chairman.  Do  you  understand  the  provisions  of  the  bill  now 
prohibit  or  prevent  stop  orders? 

Mr,  Corcoran.  It  prohibits  stop-loss  orders  except  in  accordance 
with  such  rules  and  regulations  as  the  commission  shall  prescribe. 

The  Chairman.  What  line  and  page  is  that? 

Mr.  Corcoran.  It  is  on  page  20,  sir. 

The  Chairman.  I  have  had  some  criticism  to  that  effect,  that  they 
ought  not  to  be  absolutely  prohibited. 

Mr.  Corcoran.  They  are  not,  sir,  as  the  bill  is  now  drawn. 

The  Chairman.  Yes.     I  did  not  think  it  was,  myself. 

Mr.  Corcoran.  Now,  if  we  may  go  on  to  the  next  section,  on  the 
segregation  and  limitation  of  the  functions  of  broker,  specialist, 
and  dealer :  Possibly  we  would  better  first  read  the  section  (reading)  : 

It  shall  be  unlawful  for  any  mcmlier  of  a  national  securities  exchange  or 
any  person  who  as  a  broker  transacts  a  business  in  securities  through  the 
medium  of  any  such  member  to  act  as  a  dealer  in  or  underwriter  of  securities, 
whether  or  not   registered   on   any  national  securities  exchange.     It   shall   be 
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unlawful  for  any  member  of  a  national  securities  exchange  to  act  as  a  si>ecial- 
ist  unless  registered  as  such  with  the  exchange,  subject  to  such  rules  and  regu- 
lations as  the  Commission  may  prescribe,  and  it  shall  be  unlawful  for  any 
specialist  on  a  national  securities  exchange  (a)  to  effect  on  the  exchange  any 
transaction  except  on  fixed-price  orders  or  (b)  to  disclose  to  any  other 
person  inft)rmation  in  regard  to  orders  placed  with  him  which  is  not  available 
to  all  members  of  the  exchange.  An  exchange  may  provide  that  officers  <n- 
employees  of  the  exchange  may  perform  the  functions  of  specialist  subject 
to  such  rules  and  regulations  as  the  Commission  may  presci'ibe. 

I  shall  not  attempt  to  go  into  that  section  too  much  in  detail, 
because,  sir,  you  will  probably  hear  more  about  that  section  from 
other  witnesses  before  this  committee  than  about  any  other  section  of 
the  bill. 

The  situation  which  that  section  meets  in  a  certain,  way — and 
there  may  be  other  proposals  for  ways  to  meet  it — is  simply  this : 
At  the  present  time  there  are  operating  as  part  of  the  machinery 
through  which  the  public  buys  securities  underwriters  who  under- 
write and  distribute  a  security,  and  for  the  sake  of  their  own  reputa- 
tion, as  well  as  out  of  a  sense  of  duty  to  their  customers,  attempt 
to  maintain  a  good  market  in  that  security  after  it  has  been  dis- 
tributed. 

There  are  on  the  other  hand  brokers  who  act  theoretically  as 
agents  for  customers  who  send  in  to  them  orders  to  buy  or  sell  securi- 
ties on  exchanges.' 

As  I  told  you  before,  a  good  deal  of  the  business  done  on  exchanges, 
although  all  actual  orders  on  an  exchange  are  executed  by  brokers 
Avho  are  members  of  such  exchange,  originates  with  brokers  who  are 
not  members  of  the  exchange  but  who  clear  their  transactions 
through  an  exchange  broker. 

Intermediate  between  the  underwriter,  who  has  a  very  si)eciai 
interest  in  sponsoring  and  maintaining  the  market  for  a  particular 
stock  or  security,  and  the  broker  who  acts  only  as  a  commission 
agent  to  execute  an  order  to  buy  or  sell  for  a  commission,  there  is 
a  group  of  dealers  who,  as  merchants,  buy  and  sell  securities  for  their 
own  account  and  resell  them  to  the  public. 

Very  often  a  stock  exchange  house  will  be  a  broker,  it  will  also 
be  an  underwriter,  and  it  will  also  have  a  dealer's  department  in 
which  it  peddles  out  stocks  or  bonds  that  are  bought  on  the  ex- 
change. And  you  have  two  evils  that  arise  out  of  that  duality  or 
tripality  of  function. 

First  of  all.  if  a  broker  is  also  an  imderwriter,  or  to  a  less  extent 
if  he  is  a  dealer,  and  a  customer  comes  to  him,  he  acts  as  a  practical 
matter  not  only  as  the  connnission  agent  to  execute  the  transaction 
on  the  exchange  but  also  as  the  customer's  investment  lawyer  and 
gives  the  usually  bewildered  customer  advice  as  to  what  to  buy.  The 
broker  thus  may  be  in  a  very  tempting  position — a  little  too  much  for 
ordinary  humankind.  A  customer  comes  to  him  and  says:  "  I  Avant 
to  buy  some  stock.  What  shall  I  buy?  "  And  thus,  in  connection 
with  every  broker's  office  there  is  an  informal  investment  service 
going  on.  If  the  broker  unconsciously  has  real  faith  in  a  security 
because,  as  an  underwriter  he  promoted  it,  or  if  he  is  not  quite  that 
honest  and  wants  to  get  as  many  orders  as  possible  into  the  market 
to  hold  up  the  price  of  the  security  that  he  has  floated,  he  is  in  a 
very  tempting  position  to  advise  the  customer  to  put  in  an  order  to 
buy  that  .security  in  Avhich  he  is  personally  interested. 
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The  other  difficulty  is  that  the  capital  in  the  brokerage  business 
becomes  involved  in  the  operations  of  the  broker  in  his  capacity  as 
dealer  or  underwriter. 

As  we  said  this  morning,  the  four  biggest  failures  in  the  Street, 
Prince  &  Whitely,  Pynchon  &  Co.,  West  &  Co.,  and  Bauer,  Payne, 
Pond  &  Vivian,  were  cases  where  insofar  as  their  brokerage  accounts 
were  concerned  the  houses  were  perfectly  solvent.  But  their  assets 
were  involved  in  positions  in  securities  which  they  had  sponsored  or 
in  which  they  were  interested,  and  when  they  were  wiped  out  in 
their  positions  in  such  securities  the  bankruptcy  pulled  the  brokerage 
clients  down  with  them. 

On  the  other  side  of  the  picture  you  have  the  fact  that  at  the 
present  time  both  in  New  York  City  and  throughout  the  country 
there  is  a  great  deal  of  actual  combining  of  all  these  functions. 
You  will  hear  argument  before  you  from  other  witnesses  that  if  you 
drive  a  person  to  choose,  as  this  bill  would  do,  between  being  a  broker/ 
on  a  stock  exchange  and  a  dealer  or  an  underwriter  or  a  broker  off 
the  stock  exchange,  you  will  make  it  very,  very  difficult  for  many 
houses  to  continue  in  business  at  all. 

You  must  remember  that  one  of  the  advantages  to  a  dealer  in 
being  a  member  of  the  stock  exchange  is  that  he  does  not  have  to  pay 
regular  stock-exchange  commissions,  and  that  a  good  many  dealers 
operate  on  a  spread  which  at  the  present  time  would  not  permit  them 
to  stay  in  business  if  they  are  to  pay  a  full  broker's  commission.. 

You  have  another  complication  in  the  situation  arising  out  of  the 
position  of  the  so-called  "  odd-lot  dealer."  The  New  York  Stock 
Exchange  does  not  deal  in  lots  of  less  than  100  shares.  If  a  small 
investor  wants  to  buy  less  than  100  shares  the  order  he  gives  to  his 
broker  is  not  met  by  the  offer  of  another  broker  on  a  stock  exchange 
as  a  brokerage  transaction.  The  broker  really  buys  10  shares  from 
an  odd-lot  dealer  who  has  purchased  those  shares  and  taken  a  posi- 
tion under  an  arrangement  with  the  exchange  whereby  he  agrees  that 
he  will  sell  odd  lots  at  any  time  within  a  given  fraction  of  a  point, 
one  quarter  or  three  eights,  or  a  half,  of  the  last  transaction  in  the 
security. 

Mr.  Redmoxu.  Mr.  Corcoran,  for  the  sake  of  the  record,  that  dif- 
ferential is  one  eighth. 

Mr.  CoRcocAN.  That  is  on  the  New  York  Stock  Exchange? 

Mr.  Redmond.  Yes. 

Mr.  Corcoran.  How  about  the  odd-lot  dealers  in  securities  on 
other  exchanges?     The  Curb  is  higher  than  that. 

Mj\  Redmond.  There  is  no  organized  odd-lot  dealer,  as  I  remember 
it,  on  the  curb.  The  specialists  do  the  odd-lott  business.  But  on  the 
New  York  Stock  Exchange  the  differential  is  one  eighth  on  the  active 
stocks. 

Mr.  Corcoran.  The  problem  before  you  is,  hoAv  are  you  going  to 
handle  the  situation  where  it  is  undoubtedly  very  much  to  the 
advantage  of  an  investor  that  he  should  be  dealing  with  a  broker 
who  has  nothing  to  sell  him  but  is  willing  to  act  as  a  completely  un- 
biased agent,  and  with  a  broker  who  is  not  going  to  imperil  the 
customer's  position  by  investing  his  capital  in  positions  of  his  own 
as  a  dealer  or  an  underwriter?  How  are  you  going  to  reconcile  that 
with  the  fact  that  the  brokerage,  investment,  and  dealing  business 
is  in  many  cases  today  organized  as  a  unit  ? 
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The  underwriting  business  is  not  profitable  today.  Tlie  under- 
writing business  is  a  feast  and  famine  business.  The  backlog  of 
many  of  the  houses  that  in  better  times  carried  on  the  bulk  of 
the  underwriting  business  is  brokerage  commissions  at  the  present 
time. 

It  is  very  clear  that  one  exception  should  be  made  to  the  pro- 
visions of  the  section  as  now  drawn,  and  if  I  might  suggest, 
Senator,  I  would  like  to  recommend  that  in  the  case  of  the  odd-lot 
dealer  who  really  has  to  clip  his  spread  ver\"  close  to  serve  the 
public  which  wants  to  buy  odd-lot  securities,  some  exception  should 
be  made  to  the  rule  expressed  in  this  section,  which  demands  that 
nobody  can  be  a  member  of  the  exchange  except  a  broker. 

I  should  like  to  suggest,  if  I  might,  that  the  provisions  of  this 
section  that  only  brokers  can  be  members  of  exchanges  might  be 
modified  to  permit  odd-lot  dealers  also  to  be  members  of  the 
exchange  and  to  have  the  advantage  of  not  having  to  pay  full 
brokerage  commissions,  under  such  rules  and  regulations  as  the 
Commission  may  prescribe. 

Xow,  as  for  the  treatment  of  the  rest  of  them :  As  this  section  is 
drawn  it  says  the  exchange  has  no  justification  in  the  economic 
sj'^stem  except  as  a  market  place  in  which  the  ordei-s  of  the  in- 
vesting public  can  be  executed.  Therefore,  no  one  can  be  a  member 
of  the  exchange  except  a  broker. 

A  suggestion  has  been  made  that  if,  as  a  matter  of  fact,  the 
hardship  that  will  be  worked  on  houses  doing  a  combination  busi- 
ness at  the  present  time  is  too  great,  if  because  they  choose  to  do 
a  dealer  or  an  underwriting  business,  they  would  under  this  nde 
have  to  withdraw  from  the  excliange  as  brokers,  some  arrangement 
might  be  worked  out  to  enable  them  to  operate  for  a  limited  period, 
say  1  or  2  years,  off'  the  exchange,  but  with  the  privilege  of  splitting 
commissions  under  very  careful  rules  and  regulations  with  members 
of  the  exchange.  That  is,  a  house  that  had  been  a  member  of  tlie 
exchange  but  wanted  to  concentrate  in  a  dealer  or  underwriting 
business  would  withdraw  from  the  exchange  but  would  be  per- 
mitted to  have  an  arrangement  under  which  it  could  split  commis- 
sions for  a  time  on  the  brokerage  business  that  came  into  it  with  a 
broker  on  the  exchange,  so  that  it  would  not  have  to  pay  full 
brokerage  commissions  during  the  period  of  transition. 

That  would,  3'ou  see,  permit  a  house  to  do  a  brokerage  business 
off  the  exchange  as  well  as  act  as  a  dealer  or  underwriter,  but  it 
would  not  have  a  broker's  privilege  of  going  on  the  floor  of  the 
exchange,  nor  would  it,  except  for  this  transition  period,  be  able  to 
do  business  at  ordinary  stock  exchange  member  rates  or  without 
incurring  any  commission  at  all.  It  would  only  be  able  to  do  busi- 
ness through  another  broker  on  the  exchange  but  at  a  very  much 
reduced  rate. 

The  further  suggestion  has  been  made  that  if  that  sort  of  a  com- 
promise is  worked  out  some  arrangement  should  be  made  to  insure 
that  the  capital  of  such  a  house  which  continues  to  stay  oft'  the 
exchange  in  the  brokerage  business,  and  in  the  dealer  business,  the 
underwriting  business  should  be  divided  and  segregated  so  that  a 
certain  portion  of  it  would  be  definitely  allocated  to  the  brokerage 
business  and  a  certain  portion  of  it  definitely-  to  the  dealing  and 
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underwriting  business.  The  result  would  be  that  if  there  should  be  a 
crash  in  the  house,  for  reasons  connected  with  its  dealer  business  or 
its  underwriter  business,  that  crash  would  not  involve  the  safety 
of  the  customers  who  were  trading  with  it  as  a  broker.  [Addressing 
Mr.  Redmond.]    Do  you  want  to  step  in  here? 

Mr.  Redmond.  No  ;  unless  you  are  through. 

Mr.  Corcoran.  Now,  the  next  point  relates  to  the  specialists.  You 
"will  imdoubtedly  hear  a  great  deal  about  specialists  from  the  wit- 
nesses who  will  follow.  Your  committee  has,  of  course,  heard  a 
great  deal  about  specialists  in  the  investigations  that  have  been  held 
before  you.  We  may  read  section  10  again  with  respect  to  specialists. 
It  provides  [reading]  : 

It  shall  be  unlawful  for  anj-  member  of  a  national  securities  exchange  to 
iact  as  a  specialist  unless  registered  as  such  with  the  exchange,  subject  to 
such  rules  and  regulations  as  the  Commission  may  prescribe. 

There  is  no  objection  to  the  language  so  far. 

It  shall  be  unlawful  for  any  specialist  on  a  national  securities  exchange 
(a)  to  effect  on  the  exchange  any  transaction  except  on  fixed  price  orders  or 
(&)  to  disclose  to  any  other  person  information  in  regard  to  orders  placed 
with  him  which  is  not  available  to  all  members  of  the  exchange.  An  ex- 
change may  provide  that  officers  or  employees  of  the  exchange  may  perfonn 
the  functions  of  specialists  subject  to  such  rules  and  regulations  as  the  Com- 
mission may  prescribe. 

The  specialist — and  as  an  amateur  I  hesitate  to  talk  about  such 
an  intricate  subject — the  specialist  is  a  combination  of  a  clerk  who 
keeps  the  books  for  orders,  and  also  a  kind  of  dealer  who  trades  for 
his  account  to  make  a  market  in  a  security  between  the  extremes  of 
the  orders  that  are  on  his  books.  If  there  are  orders  to  buy  at  90 
and  to  sell  at  93,  the  theory  of  the  function  of  the  specialist  is  to 
keep  the  buying  ordere  on  his  books  until  they  meet  selling  orders, 
or  himself  to  buy  and  sell  at  some  point  in  between  the  difference 
between  the  bids  and  offers,  so  that  a  market  may  be  maintained  at 
the  time  when  no  natural  juxtaposition  of  the  buy  and  sell  orders 
occurs  and  there  is  no  natural  market  for  the  security. 

Now,  the  abuses  that  have  arisen  out  of  the  specialist  system: 
The  specialist,  of  course,  always  knows  what  is  on  the  books  and 
has,  so  long  as  he  is  trading  for  his  own  account,  an  inside  lool^  at  the 
cards  of  a  poker  game.  The  difficulties  of  the  specialist  system  have 
been  completely  brought  out  in  investigations  before  your  committee. 

There  is  in  the  brief  of  the  stock  exchange  a  long  argument  for  the 
specialist  system  as  it  is  at  present  set  up.  Without  attempting  to  de- 
cide between  them,  I  think  it  might  be  a  good  thing  if  I  should  read 
to  you  a  slightly  different  attitude  toward  the  specialist,  which  was 
reported  this  morning  by  the  Twentieth  Century  Fund,  the  report 
of  the  30  experts  who,  acting  completely  independently  of  any  pros 
and  cons  toward  this  stock  exchange  bill  and  under  the  auspices  of  a 
very  trustworthy  board  of  directors,  have  reported  on  several  phases 
of  market  regulation.  There  is  a  report  given  this  morning  on 
collusion  of  specialists  with  pools.  May  I  be  permitted  to  read  it  for 
the  record? 

The  Chairman.  Yes. 

Mr.  Corcoran   (reading)  : 
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The  testimony  of  members  of  the  New  York  Stock  Exchange  given  before 
the  Senate  Committee  on  Banking  and  Currency  tends  to  confirm  the  common 
knowledge  of  "  the  Street  "  that  collusion  with  specialists  has  been  a  method 
of  price  manipulation  used  by  i)ools.  This  practice  is  almost  impossible  to 
;irove,  but  enough  evidence  has  been  cited  in  the  survey  to  establish  a  reason- 
able presumption  that  it  exists. 

The  key  position  of  the  specialist  in  the  oi)eration  of  the  market  is  clearly 
revealed  in  a  special  statistical  study  of  oriu'inal  source  material  included  in 
this  survey.  This  covers  a  detailed  examination  of  the  actual  books  of  69 
floor  members  in  151  typical  active,  semiactive,  and  inactive  issues,  made 
available  for  this  purpose  by  those  c-<jncerned  for  4  periods  of  1  week  each 
in  1933,  representing  periods  of  slow  and  rapid  advances  and  declines  of 
prices.  The  records  show  that  al)out  one  half  of  all  the  transactions  in  the 
New  York  Stock  Exchange  go  through  the  specialist's  hands.  While  the 
specialist  is  prohibited  by  the  Stock  Exchange  rules  from  divulging  the  orders 
on  his  "  book  ",  he  himself  has  at  all  times  a  clear  picture  of  the  buying  and 
selling  orders  which  would  bociane  effective  at  various  price  levels.  The 
specialist  acts  not  only  as  a  broker,  but  also  can  trade  on  his  own  account — 
except  that  he  is  forbidden  to  act  as  broker  and  dealer  in  the  same  transaction. 

The  specialist  is  expected  to  "  make  the  market "  in  his  stock.  To  enable 
him  to  carry  out  this  duty  he  is  pennitted  to  buy  or  sell  for  his  own  account 
shares  of  the  stock  in  wliich  he  is  the  specialist.  When  he  acts  as  a  com- 
mission broker  he  is  an  agent,  but  when  he  buys  or  sells  for  his  own  account 
he  acts  as  principal.  It  is  through  his  iiersonal  transactions  that  he  may 
influence  market  prices. 

It  appears  that  the  influence  of  the  purchase  and  sales  of  the  specialist  will 
vary  because  of  certain  conditions  prevailing  at  the  time.  In  a  dull  market  a 
comparatively  small  percentage  of  trades,  if  made  on  one  side  of  the  market, 
will  probably  produce  as  definite  a  reaction  as  a  larger  proportion  in  a  more 
active  market.  The  condition  of  his  "  book  "  will  materially  affect  the  in- 
fluence of  his  transactions  and  alter  the  percentage  of  total  sales  required  to 
produce  a  specific  result.  That  the  specialist,  by  the  very  nature  of  his  rela- 
tionship to  the  market,  is  in  a  position  wherel)y  his  influence  may  be  readily 
converted  into  a  price  factor  of  major  importance,  and  may  even  become  the 
price  determinant,  is  scarcely  open  to  question. 

The  records  included  in  this  survey  show  that  the  personal  trading  of 
specialists  for  their  own  account  bulks  large  in  the  day-to-day  operations  of  the 
New  York  Stock  Exchange.  About  15  iiercent  of  all  transactions  are  of  this 
nature.  While  this  personal  trading  of  the  spe<nalist  is  justified  by  de- 
fenders of  the  practice  as  making  a  continuous  market,  the  facts  show  that 
this  trading  constitutes  a  larger  proportion  of  total  transactions  in  the  active 
stocks  which  would  have  a  continuous  market  without  hisS  personal  trading 
than  in  the  less  active  stocks. 

Furthermore,  there  is  serious  doubt  as  to  whether  the  specialists'  personal 
activities  exert  a  stabilizing  effect  on  the  market.  The  records  of  their  trad- 
ing for  their  own  account  does  not  disclose  any  pronounced  tendency  to  trade 
either  with  or  against  the  trend  of  the  market,  but  they  show  that  the 
.specialists'  activities  are  of  the  in-and-out  variety  and  that  their  profits  and 
losses  are  based  largely  on  price  changes  within  each  trading  session. 

That  is  the  report  of  about  as  expert  a  group  as  you  could  have. 

It  is  very  interesting — I  think  I  have  the  report  here — in  connec- 
tion with  this  subject  to  see  what  the  Twentieth  Century  Fund  did 
recommend  as  to  the  segregation  of  brokers  and  other  operators  on 
the  exchanges.  This  is  section  6  of  the  filing  committee's  report 
read  on  February  9.  I  am  reading  from  the  New  York  Times 
report : 

No  individual  or  firm  doing  a  commission  business  in  securities  should  be 
permitted  to  act  as  a  dealer  in  securities  or  to  trade  in  securities,  either  on 
margin  or  otherwise,  for  his  or  its  own  account. 
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The  difference  between  the  provisions  of  this  bill  and  the  Twen- 
tieth Century  report  is  that  this  bill  refuses  to  allow  a  dealer  to  be 
on  the  floor  at  all. 

And  with  respect  to  specialists : 

Specialists,  as  well  as  other  exchange  members,  should  be  permitted  to  func- 
tion either  as  traders  or  as  brokers  but  not  as  both. 

There  is  one  other  operator  on  the  exchanges  who  operates  solely 
for  his  own  account  whom  the  bill  would  prohibit  being  a  member  of 
the  stock  exchange,  and  that  is  the  so-called  "  floor  trader."  I  un- 
derstand that  of  the  1,300-and-odd  members  of  the  New  York  Stock 
Exchange  there  are  at  the  present  time  approximately  100  members 
who,  though  entitled  as  members  of  the  exchange  to  carry  on  any  of 
the  operations  on  the  floor  of  the  exchange,  including  brokerage, 
simply  trade  on  the  floor  for  their  own  account.  Those  are  the 
so-called  "  floor  traders." 

Under  the  terms  of  this  bill  a  floor  trader  could  not  be  a  member 
of  the  exchange.    Only  brokers  could  be  members  of  the  exchange. 

It  has  been  argued  for  the  floor  trader  that  his  constant  opera- 
tions in  and  out  of  the  market  make  for  a  more  even  and  constant 
market.  The  argument  is  because  of  the  floor  traders  as  well  as  the 
specialist,  who  is  a  species  of  floor  trader,  in  not  quite  so  concen- 
trated a  form,  the  differences  between  sales  are  a  quarter  or  an  eighth 
of  a  point  instead  of  being  two  or  three  points. 

That,  again,  is  one  of  those  arguments  for  liquidity  in  the  market, 
in  which  the  advantages  of  liquiclity  may  be  well  weighed  against  the 
disadvantages  of  having  on  the  floor  of  the  exchange  a  body  of  men 
who  have  no  function  with  relation  to  the  public  but  whose  activities 
on  their  own  behalf  are  supposed,  without  any  intention  on  their 
part,  to  operate  to  the  benefit  of  the  public. 

Floor  traders  may  cut  down  the  spread  between  sales  from 
sale  to  sale,  but  they  do  not  in  any  way  cushion  the  market  over  the 
day,  because  the  floor  trader,  who  knows  and  senses  the  trend  of  the 
market  better  than  any  individual  broker,  knows  where  it  is  going 
much  better  than  the  people  on  the  outside  who  have  to  buy  from  the 
ticker,  naturally  follows  the  trend. 

Most  floor  traders  actually  unload  in  the  course  of  a  day.  This 
bill  would  drive  the  floor  trader  from  the  floor. 

Just  before  we  finish  on  this  segregation  section  and  I  turn  it  over 
to  Mr.  Redmond,  there  is  one  argument  being  made  in  connection 
with  permitting  brokers,  dealers,  and  underwriters  to  continue  in  a 
unified  business  that  really  from  the  side  of  the  economic  structure 
deserves  some  of  your  attention. 

It  is  argued ;  the  underwriting  business  at  the  present  time  is  un- 
profitable; if  you  do  not  allow  the  present  underwriting  houses  to 
have  a  bread  and  butter  commission  business  they  will  have  to  go  out 
of  business,  and  then  what  will  happen  to  the  necessary  national 
machinery  for  distributing  securities  ? 

In  all  fairness,  and  I  think  I  have  fairly  stated  and  recognized 
the  practical  problem  of  immediacy  in  divorcing  these  three-in-one 
businesses,  it  might  not  be  such  a  bad  thing  if  a  lot  of  the  under- 
writing outlets  did  have  to  go  out  of  business.  One  of  the  difficulties 
with  the  market  of  1928  and  1929  and  with  the  kind  of  security  that 
was  put  out  in  that  underwriting  market  of  1928  and  1929  was  that 


w 


STOCK   EXCHAXGE   PEACTICES  6527 

the  securities-distribution  machinery  had  been  built  up  to  the  point 
where  there  were  so  many  outlets,  so  many  men,  and  such  an  invest- 
ment in  the  business  that  securities  had  to  be  found  at  any  cost  to 
keep  that  machine  going.  Matters  had  reached  a  point  where  the 
maintenance  of  the  mechanism  had  become  more  important  than  the 
quality  of  the  merchandise  that  the  mechanism  had  to  sell.  Dr. 
Goldenweiser  told  you  yesterday  that  we  reached  a  point  where 
issues  advertised  by  underwriting  syndicates  were  sold  and  snapped 
up  before  anyone  really  knew  what  the  issue  was  about. 

We  had  a  very  much  overbuilt  underwriting  and  distributing 
mechanism  in  1928  and  1929.  In  the  opinion  of  many  well-informed 
people,  it  was  not  a  good  thing  for  the  country  to  have  such  an 
overbuilt  mechanism.  And  it  might  be  well  in  considering  the  valid- 
ity of  the  argument  that  these  three-in-one  businesses  must  be  left  so 
that  there  will  be  an  outlet  for  the  underwriting  of  securities  when 
underwriting  again  becomes  possible,  to  consider  that  it  might  not 
be  such  a  bad  thing  if  we  did  not  have  Quite  so  much  underwriting 
machinery,  Avith  a  temptation  which  the  size  of  that  machinery 
entails  to  sacrifice  the  quality  of  securities. 

The  Chairman.  Was  that  responsible  to  some  extent  for  the  over- 
issue of  securities? 

Mr.  Corcoran.  Yes;  very  definitely  so.  Senator, 

Mr.  Redmond.  Mr.  Chairman,  you  undoubtedly  will  have  many 
witnesses  more  qualified  than  I  to  discuss  the  complicated  ques- 
tions that  are  touched  on  by  this  section.  The  only  thing  I  would 
like  to  point  out  is  that  this  section  carries  out  certain  theories,  which 
have  been  based  upon  certain  conclusions  drawn  from  the  evidence 
before  this  committee  or  U])on  the  study  made  by  the  twentieth  cen- 
tury fund,  and  makes  mandatory  these  separations. 

Senator  Goldsborough.  May  I  ask  you  what  section  you  are  deal- 
ing with? 

Mr.  Redmond.  Section  10,  page  21. 

Mr.  Whitney,  in  his  statement  to  the  House  committee,  merely 
had  this  to  say  in  describing  the  powers  which  might  be  vested  in 
the  stock-exchange  authority : 

That  this  authority  should  also  have  power  to  study  and,  if  necessary,  to 
adopt  rules  in  regard  to  those  cases  where  the  exercise  of  the  function  of 
broker  and  dealer  by  the  same  pt^rson  is  not  compatilile  with  fair  dealing. 

That  I  take  it  is  the  position  of  the  exchange;  that  instead  of  a 
mandatory  provision  this  question  of  the  segregation  of  the  func- 
tions of  broker  and  dealer  should  he  studied  and  only  those  pro- 
hibited that  are  incompatible  with  fair  dealing. 

The  Chairman.  Is  your  membership  now,  Mr.  Redmond,  limited 
to  brokers? 

Mr.  Redmond.  I  did  not  get  the  question. 

The  Chairman.  Is  your  membership  limited  to  brokers? 

Mr.  Rei:>3iond.  No,  Mr.  Chairman.  A  member  of  the  exchange 
can  act,  as  Mr.  Corcoran  said,  as  a  broker  or  as  a  dealer  or  as  a 
floor  trader. 

The  Chairman.  Yes;  but  is  anybody  eligible  for  membership  in 
the  exchange  except  the  brokers  ? 
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Mr.  Redmond.  Yes;  any  person  who  is  a  citizen  of  the  United 
States,  more  than  21  years  of  age,  as  I  remember  the  constitutional 
provision. 

The  Chairman.  So  you  would  not  like  to  have  the  membership 
limited  to  brokers  as  this  bill  provides? 

Mr.  Redmond,  As  this  bill  provides,  Mr.  Chairman,  that  would 
prevent  entirely  many  of  the  dealing  functions  which  are  now  and 
have  been  for  many  years  a  normal  part  of  the  market. 

Mr.  Pecora.  That  is,  you  would  prohibit  those  functions  being 
exercised  by  persons  who  also  exercise  the  functions  of  a  broker? 

Mr.  Redmond.  Insofar  as  that,  after  study,  was  found  to  be 
incompatible  with  fair  dealing. 

The  Chairman.  You  agree,  though,  that  no  man  ought  to  be  in 
position  to  serve  two  masters  at  one  time  ? 

Mr.  Redmond.  I  would  not  quite  make  that  generalization,  Mr. 
Chairman.     I  think  in  many  things  that  we  do,  we  serve  two  masters. 

Mr.  Pecora.  Well,  if  two  masters  include  self,  do  you  think  that 
principle  should  be  followed? 

Mr.  Redmond.  I  think  it  is  perfectly  possible.  It  is  done  in  all 
lines  of  business,  isn't  it,  Mr.  Pecora? 

Mr.  Pecora.  I  think  it  has  come  under  the  ban  of  our  courts  quite 
extensively. 

Mr.  Redmond.  I  think  the  court  of  appeals  in  a  case  not  long  ago 
took  the  position  that,  while  dealing  as  a  broker  and  as  a  principal 
raised  a  question  that  required  investigation,  there  was  nothing 
in  that  relationship  which  in  and  of  itself  Avas  unlawful. 

Mr.  Pecora.  Apart  from  the  question  of  legality,  how  do  you 
deal  with  it  on  the  basis  of  morals?  Do  you  think  a  man  should 
be  put  in  a  position  where  he  may  have  to  make  a  decision  that 
would  involve  consideration  on  the  one  hand  of  his  own  interests  and 
on  the  other  hand  the  interest  of  his  customer  or  client  ? 

Mr.  Redmond.  I  think  that  we  are  faced  in  life  every  day  by 
questions  of  just  that  kind,  and  that  that  is  why  we  have  ethical 
standards.  Some  people  cannot  stand  the  temptation,  but  the  vast 
majority  of  honest  people  can.  It  goes  without  saying  as  Senator 
Gore  said  this  morning,  that  you  cannot  legislate  temptation  out  of 
the  way. 

Mr.  Pecora.  You  may  not  legislate  it  entirely  out  of  the  way,  but 
when  you  legislate  against  a  situation  which  creates  the  temptation 
or  accentuates  it,  it  might  be  a  good  thing  to  do. 

Mr.  Redmond.  That  is  what  we  did  in  the  prohibition  law,  isn't 
it,  Mr.  Pecora  ? 

Mr.  Pecora.  This  is  not  a  sumptuary  law  like  the  prohibition  law. 
You  are  not  using  a  fair  analogy,  in  my  opinion. 

Mr.  Corcoran.  Section  11,  registration  requirements  for  securi- 
ties :  This  is  the  section  on  which  you  have  heard  perhaps  the  loudest 
thunder  from  the  exchanges,  and  this  is  the  section  which  the 
exchange  has  advised  all  corporations  in  the  United  States  puts 
them  completely  under  the  domination  of  the  Federal  Trade  Com- 
mission. I  think  it  might  be  a  good  thing,  at  the  expense  of  boring 
you  a  little,  to  read  the  section  through  before  we  start  to  talk 
about  it. 

Sec.  11.  (a)  It  shall  be  unlaw'^nl  for  any  person  to  effect  any  transaction  in 
any  security  on  a  national  securities  exchange  unless  a  registration  is  effective 
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as  to  such  security  in  accordance  with  the  provisions  of  this  act  and  the  rules 
and  I'eguhitions  made  by  the  Commission  thereunder  and  unless  such  security 
has  been  issued. 

The  rest  of  this  section  in  effect  permits  the  Federal  Trade  Com- 
mission more  or  less  to  dictate  within  certain  limitations  the  listing 
requirements  for  securities  on  stock  exchanges.  When  a  security  is 
fully  listed  for  trading  on  a  stock  exchange  it  is  required  to  meet 
certain  requirements  before  it  is  admitted  to  listing.  To  be  listed 
on  the  New  York  Stock  Exchange  security  has  to  be  seasoned  2  or  3 
years  to  make  certain  that  it  is  well  distributed;  and,  furthermore, 
to  make  certain  that  it  has  a  certain  quality.  Otherwise,  the  New 
York  Stock  Exchange  will  not  deal  with  it.  To  a  lesser  degree 
similar  requirements  are  made  of  securities  listed  on  all  exchanges. 

This  section  in  effect  says  the  Federal  Trade  Commission  will 
have  something  to  say  about  the  listing  requirements  in  the  event  that 
the  listing  requirements  imposed  by  the  exchanges  are  not  stiff 
enough  to  meet  what  the  Federal  Trade  Commission  thinks  is  decent 
protection  of  the  public  in  buying  that  security. 

Now,  the  very  fact  that  the  stock  exchanges  universally  require 
the  filing  of  certain  information,  the  making  of  certain  reports  to  the 
stockholders  and  the  observance  of  certain  covenants  as  to  prac- 
tices by  listed  companies,  shows  that  listing  requirements  for  the 
securities  and  the  enforcing  of  compliance  with  certain  decent  stand- 
ards of  operation  is  a  normal  part  of  the  function  of  a  securities 
exchange  or  of  any  other  securities  market. 

With  that  background,  let  us  go  on  and  read  section   (b)  : 

A  security  may  be  registered  with  a  national  securities  exchange  upon  appli- 
cation by  the  issuer,  by  filing  with  such  exchange  and  with  the  Commission 
such  undertakings,  information,  and  documents  as  the  Commission  may  by  its 
rules  and  regulations  require  in  the  public  interest  and  for  the  protection  of 
investors,  together  with  such  additional  undertakings,  information,  and  docu- 
ments as  the  exchange  may  require. 

Now,  it  is  upon  an  interpretation  of  the  breadth  of  that  language 
that  the  exchange,  outside  of  reliance  upon  the  power  of  the  Com- 
mission to  enforce  uniform  accounts,  depends  for  its  charge  that 
this  bill  puts  all  American  business  under  the  heel  of  the  Federal 
Trade  Commission :  The  specific  language  is  that  a  security  may 
be  registered,  that  is,  it  may  be  listed,  only  upon  the  "  filing  with  the 
exchange  and  with  the  Commission  of  such  undertakings,  informa- 
tion and  documents  as  the  Commission  may  by  its  rules  and  regu- 
lations require  in  the  public  interest  for  the  protection  of  investors." 

The  language  is  "  such  undertaldngs  as  the  Commission  may  by 
its  rules  and  regulations  require  "  but  notice  the  qualifying  phrase 
that  comes  afterwards — "  in  the  public  interest  and  for  the  protec- 
tion of  investors."  The  exchange  has  put  an  interpretation  upon 
that  language  that  says  there  is  no  limit  to  the  kind  of  undertaking 
which  the  Commission  may  demand  as  a  condition  of  listing;  that 
the  Commission  will  be  in  a  position  where,  if  it  just  does  not  like  a 
further  investment  in  a  particular  industry  during  a  year,  it  may 
say,  "  No  more  capital  goes  into  that  industry.  We  just  arbitrarily 
refuse  to  let  you  list,  because  in  our  judgment  industry  does  not 
need  this  particular  issue." 

Now.  T  am  facing  this  thing  squarely  and  hammering  on  the 
language  because  I  think  that  when  you  read  the  rest  of  the  section 


6530  STOCK   EXCHANGE   PRACTICES 

in  the  light  of  which  that  allegedly  too  loose  language  has  to  be 
interpreted,  you  will  see  by  the  kind  of  things  asked  for  in  the 
specific  parts  of  the  section  that  it  is  an  unfair  interpretation  of  the 
language  to  say  that  there  is  any  intent  to  set  up  a  capital  issues- 
committee  in  the  Federal  Trade  Commission,  seeking  under  the  guise 
of  prescribing  listing 

Mr.  Redmoxd.  Might  I  interrupt  you  there,  simply  because  you 
have  said  that  it  is  an  unfair  interpretation,  and  I  take  full  re- 
sponsibility for  interpreting  the  legal  aspects  of  this  bill  to  the 
exchange.  You  are  aware,  are  you  not,  Mr.  Corcoran,  that  in  an- 
other and  later  provision  the  findings  of  the  Federal  Trade  Com- 
mission as  to  the  facts  are  made  conclusive? 

Mr.  Corcoran.  That  is  a  provision  that  is  a  prerogative  of  every 
administrative  commission.  It  is  one  of  the  first  principles  of 
administrative  law  that  an  administrative  body,  when  appeal  is 
taken  from  its  decision  to  a  court,  is  in  the  position  that  its  findings 
as  to  facts,  unless  absolutely  unsupported  by  the  evidence,  are  con- 
clusive. 

Mr.  Redmond.  But  you  will  admit,  will  you  not,  that  that  power 
given  in  this  provision — that  these  regulations  be  such  as  the  Com- 
mission will  require  in  the  public  interest  and  for  the  protection 
of  investors — allows  the  Federal  Trade  Commission,  whenever  it 
thinks  that  a  thing  is  in  the  public  interest  and  for  the  protection 
of  investors,  to  demand  it? 

Mr.  Corcoran.  Yes;  but  I  say,  however,  that  the  general  language 
at  the  beginning  of  this  section  has  to  be  read  in  connection  with 
the  specific  illustrations  of  the  kind  of  things  the  Commission  is 
expected  to  require  in  the  succeeding  pages  of  the  section. 

Mr.  Redmond.  Then,  I  will  wait  for  further  discussion. 

Mr.  Corcoran.  Let  us  jump  (b),  which  sets  forth  the  mechanical 
provisions  of  registration,  and  go  to  subsection  (c)  on  page  23. 

Mr.  Redmond.  Do  you  want  to  discuss  the  30-day  provision,  which 
I  think  is  provided  for  in  the  balance  of  (b)  ? 

Mr.  Corcoran.  I  will  let  vou  pick  it  ud.     I  have  not  much  time. 

Under  subsection  (c) — and  this  is  an  illustration  of  the  specific 
thing  that  the  Commission  is  entitled  to  require — it  is  provided 
[reading] : 

(c)  The  rules  and  regulations  of  the  Commission  in  regard  to  registration 
shall  require — 

(I)  An  undertaking  by  the  issuer  to  comply  witli  and  so  far  as  is  within 
its  power  to  enforce  compliance  l)y  its  officers,  directors,  and  stockholders  with 
the  provisions  of  this  act  and  any  amendments  thereto  and  with  the  rules 
and  regulations  made  or  to  be  made  by  the  Commission  thereunder  and,  unless 
the  issuer  is  a  member  bank  of  the  Federal  Reserve  System,  not  to  lend  any 
funds  in  the  money  market  of  any  exchange  or  to  any  member  thereof  or  to 
any  person  who  transacts  a  business  in  securities  through  the  medium  of 
any  such  member  except  in  accordance  with  such  rules  and  regulations  as 
the  Commission  may  prescribe. 

Certainly  so  far  innocent  enough. 

(II)  Such  information  as  to  the  issuer  and  affiliates  in  respect  of — 

As  we  enumerate  these  things,  let  us  see  if  there  is  anything  which 
you  could  not  fairly  say  a  corporation  should  disclose  in  its  registra- 
tion statement  and  in  its  listing  application  to  a  stock  exchange  for 
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the  information  of  its  stockholders  and  those  who  are  expected  to 
buy  that  stock  in  the  open  market  [reading]  : 

(1)  The  organization,  financial  structure,  and  nature  of  the  business. 

(2)  Particulars  regarding  the  terms,  position,  rights,  and  privileges  of  the 
different  classes  of  securities  outstanding. 

(3)  Particulars  regarding  terms  on  which  securities  have  been  or  are  to 
be  offered  to  the  public. 

(4)  Particulars  regarding  the  directors,  officers,  and  principal  security- 
holders and  underwriters,  their  remuneration  and  their  interests  in  the 
securities  of  and  material  contracts  with  the  issuer  and  affiliates. 

(5)  Particulars  regarding  remuneration  to  others  than  directors  and  officers 
exceeding  $20,000  per  annum. 

(6)  Particulars  regarding  bonus  and  profit-sharing  arrangements. 

(7)  Particulars  regarding  management  and  service  contracts. 

(8)  Particulars  of  options  in  respect  of  securities  existing  or  to  be  created. 

(9)  Particulars  i-egarding  material  contracts  not  made  in  the  ordinal^ 
coui-se  of  business,  and  material  patents. 

(10)  P.alanci'  sheets  for  preceding  years  certified  by  independent  public 
-accountants. 

(11)  Profit  and  loss  statements  for  preceding  years  certified  by  independent 
public  accountants;  and  such  other  information  as  the  Commission  may  by 
rules  and  reuulations  require  as  necessarj-  and  appropriate  in  the  public 
interest  or  for  the  protection  of  investors. 

(Ill)  Copies  of  articles  of  incorporation,  bylaws,  trust  indentures,  or  cor- 
responding documents,  whatever  the  names,  underwriting  arrangements,  and 
other  documents  of  tlie  issuer  and  affiliates  which  the  commission  by  rules  and 
regulations  may  require  as  necessary  in  the  public  interest  or  for  tlie  protec- 
tion of  investors. 

Now,  Mr.  Chairman,  if  I  may,  to  make  sure  that  there  can  be  no 
charge  that  this  earlier  langiuige  goes  so  far  as  to  set  up  a  capital 
issues  committee  dominating  American  industry,  I  should  like  to 
suggest  that,  in  the  light  of  the  specific  provisions  in  this  long  sec- 
tion, the  general  language,  which,  of  course,  takes  its  color  from  the 
kind  of  thing  specifically  asked  for,  no  fair  construction  such  as  that 
which  is  put  upon  it  as  a  bugaboo  by  the  Stock  Exchange.  But  to 
make  absolutely  sure  that  there  caimot  be  any  charge  of  any  such 
intent  on  which  in(histry  can  be  rallied  again.st  this  bill,  I  would 
suggest  that  you  do  change  the  hmguagc  in  section  (6)  where  it  says: 

'  sucli  undertakings,  inl'drmiition,  ;ind  documents  as  the  Commission  may  by  its 
rules  and  regulations  require  in  the  public  interests 

The  CiiAiRMAx.  What  line? 

Mr.  CoRCORAX.  It  is  line  12,  page  22.  Change  it  to  read  in  such  a 
way  that  there  will  be  no  question  that  the  rules  and  regidations 
which  the  Commission  may  make  are  only  those  to  insure  fair  pro- 
tection to  investors  and  honest  dealing  in  the  securities.  Then  I 
think  the  bugaboo  vanishes. 

Another  indication  of  the  way  in  which  that  general  language 
should  be  inter[)reted  is  obtained  after  you  read  section  12,  which 
indicates  the  kinds  of  documents  which  the  Commission  should  re- 
quire. Let  us  read  section  12.  It  relates  to  the  reports  which  the 
Commission  can  require  every  listed  company  to  file  with  it  and  with 
the  exchange  for  the  information  of  its  stockholders.  And  while 
we  are  on  this,  just  remember  again  that  as  part  of  stock  exchange 
practice  in  relation  to  the  corporations  who.se  securities  are  listed  with 
them,  the  stock  exchanges,  as  jNIr.  Whitney's  brief  says,  have  always 
sought  for  more  publicity  on  the  part  of  the  companies  whose  securi- 
ties are  listed  with  them  atid  have  considered  that  every  advance  they 
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could  make  in  that  direction  was  soniethino-  veiT  much  to  their  credit 
as  exchanges  and  something  very  mucli  in  the  line  of  their  duty  to 
the  public  as  an  exchange  [reading]  : 

Sec.  12.  (a)  Evoi-y  issuer  of  a  security  registered  on  a  national  securities 
exch.uige  shall  file  with  the  exchange  and  with  the  Commission,  in  accordance 
with  the  rules  and  regulations  to  be  prescribed  by  the  Commission  and  in  such 
form  and  in  such  detail  as  the  Commission  may  by  rules  and  regulations  pre- 
scribe in  the  public  interest  and  for  the  protection  of  investors — 

(1)  Such  information  and  documents  as  the  Commission  may  require  to 
keep  reasonably  current  the  information  and  documents  filed  pursuant  to 
section  11 ; 

That  is  the  section  that  we  have  just  read.  [Reading  further 
from  the  bill :] 

(2)  Annual  and  quarterly  reports,  including,  among  other  things,  a  balance 
sheet  and .  profit-and-loss  statement  certified  by  an  independent  public 
accountant. 

Senator  Kean.  Do  you  not  think  that  to  require  quarterly  re- 
ports is  putting  a  pretty  big  task  on  them? 

Mr.  Corcoran.  I  will  discuss  that  in  ]ust  a  second,  sir  [reading]  : 

(3)  Monthly  reports — 
worse  than  quarterly  ones — 

including,  among  other  things,  a  statement  of  sales  or  gross  income. 

Now,  there  are  two  objections  made  to  those  reports.  One  of 
them  is  in  connection  with  other  provisions,  that  you  are  requiring 
the  corj^orations  to  report  too  frequently.  The  second  one  is  that 
even  if  you  are  not  requiring  them  to  report  too  frequently,  you  are 
making  it  too  expensive  because  of  the  cost  of  certified  jiublic 
accountants. 

A  further  objection  is  made  that  you  are  putting  the  Federal  Trade 
Commission  in  a  position  where  it  can  prescribe  uniform  ac.'ounting 
rules  for  particular  industries.  The  problem  about  uniform  ac- 
counting arose  l^efore  the  House  committee  the  other  day.  and  as 
Chairman  Rayburn  pointed  out,  if  accounts  are  going  to  mean  any- 
thing they  have  to  be  compiled  in  accordance  with  some  uniform- 
accounting  principles;  and  the  awful  situation  that  the  Exchange 
points  out  of  some  Government  commission  being  in  a  position  to 
prescribe  uniform  accounting  rules  for  particular  kinds  of  businesses 
has  been  a  fact  for  many  years  wdth  the  railroads  through  the  Inter- 
state Commerce  Commission  apparently  to  the  benefit  of  all  con- 
cerned, and  nobody  has  died  yet. 

Senator  Kean.  Exce}>t  the  railroads. 

Mr.  Corcoran.  No;  they  have  not  died  either.  They  are  probably 
in  a  little  better  shape  than  they  were  before,  sir. 

The  second  point,  with  i-eferencei  to  the  cost  of  auditing  accounts. 
Mr.  Whitney  stated  before  the  House  connnittee  that  a  corporation 
with  a  capitalization  of  $5,000,000  would  probably  have  to  pay — 
and  check  me  if  my  figures  are  incorrect — from  $500,000  to  $1,000,000 
a  year  to  have  it.s  accounts  audited  monthly  and  (juarterly.  My 
humble  judgment,  and  the  judgment  of  a  great  many  other  people 
is  that  if  that  is  so,  accounting  is  a  great  business  to  get  into.  I 
just  don't  believe  that  is  so.  Furthermore,  1  tloirt  believe  that  if 
you  had  business  accustomed  to  keep  accounts  on  the  basis  of  uni- 
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form  rules  prescribed  by  the  Commission,  the  accountant's  job  would 
be  anywhere  near  so  hard  as  it  is  now  or  justify  any  such  fees. 

Then  we  get  to  the  last  point — whether  you  are  asking  too 
much  of  industry  to  give  these  annual  and  quarterly  reports  and 
these  interim  monthly  reports  that  show  at  least  gross  sales  and 
gross  income. 

If  I  might  I  would  like  to  read  into  the  record  at  this  point' 
a  statement  w^hich  appeared  in  the  New  York  Times  on  the  eighteenth 
and  which  is  in  substance  a  paraphrase  of  testimony  before  the 
House  committee  of  a  Mr.  Fred  Y.  Presley  who  is  the  manager 
of  a  very  large  investment  trust  in  New  York,  a  professional  in- 
vestor in  the  securities  market  who  makes  it  his  business,  as 
I  understand,  since  the  information  offered  him  in  published  rei)orts 
is  so  inadequate,  to  go  around  himself  and  see  what  he  can  learn 
by  consultation  with  the  managers  of  companies.  If  I  might  just 
read  this  at  the  present  time  [reading]  : 

"  It  has  been  stated  in  connection  with  the  bill  that  the  quarterly  reporting 
of  pertinent  facts  would  cause  companies  to  divulge  trade  secrets  that  would 
lay  domestic  comi)anics  (Jiicn  to  foreign  c()nii>etition ",  Mr.  Presley  said.  "  I 
know  of  no  '  trade  secrets ',  or  other  signiticant  facts  concerning  the  opera- 
tion of  leading  companies  that  are  not  already  in  the  possession  of  conc-erns, 
domestic  or  foreign,  that  are  worthy  of  being  regarded  as  competitors.  There- 
fore, quarterly  reporting  would  not  place  such  .secrets  in  tlie  hands  of 
competitors." 

Parenthetically,  every  one  who  has  ever  dealt  with  industrial 
engineers  knows  that  the  system  of  commercial  espionage  that  exists 
at  the  present  time  in  the  United  States  is  so  perfect  that  nor- 
mally the  directors  of  a  corporation  Iniow  much  more  about  their 
competitors'  business  tiian  they  do  even  about  their  own;  that  any 
competent  engineer  for  a  manufacturing  concern,  for  example,  who 
knows  the  location  of  that  plant,  the  prevailing  rates  of  wages  for 
labor,  the  cost  of  raw  materials,  railroad  rates  to  the  nearest  market 
and  other  costs  of  transportation,  all  now  on  almost  a  uniform  basis, 
can,  according  to  one  of  the  best  engineers  I  know  who  sat  with  me 
the  other  night,  compute  the  cost  of  production  and  the  cost  of  selling 
of  any  competitor's  product  down  to  li/4  percent. 

But  to  go  on  with  Mr.  Presley  [reading]  : 

If  by  the  terras  "  trade  secrets  ",  opponents  of  tliis  measure  mean  excessive 
margins  of  protit.  which  would  be  revealed  only  by  the  publication  of  earnings 
against  sak-s.  then  these  criti-s  have  cited  the  best  reason  for  publication  of 
the  figures. 

If  margins  of  profit  are  too  wide  and  pric«'s  are  too  high,  the  consuming 
public  shonkl  be,  afforded  the  protection  of  open  competition  and  investors 
should  he  appri.sed  that  the  margins  are  so  wide  as  to  become  untenable 
through  competition. 

Some  director.s  and  executives  of  coi^porations  have  failed  to  keep  pace  with 
the  progressive  transfer  of  control  from  private  gi-onps  to  the  public.  The 
directors  today  are  merely  employees  working  in  the  interest  of  the  investing 
public.  The  latter  never  intended  to  place  the  directors  in  a  preferential 
position  with  regard  to  information  eoucerning  the  company's  earnings,  but 
this  situation  exists  in  hundreds  of  companies  today. 

Pool  operations  in  recent  years  have  been  concentrated  largely  in  stocks  of 
companies  which  repi^)rt  annually  and  which  thus  preserve  secrecy  and  mystery 
concerning  their  earnings  f<n-  months  at  a  time. 

A  study  of  hundreds  of  companies  in  the  la.st  7  years  has  convinced  me  that 
the  units  which  do  nor  report  adequately  on  their  operations  and  financial 
status  have  either  been  losing  ground  competitively;  have  been  pursuing  poli- 
cies which  they  do  not  care  to  have  exposed ;  have  been  operating  on  margins 


6534  STOCK   EXCHANGE   PEACTICES 

of  profit  which  are  clearly  excessive,  or  have  beeu  influenced  iu  their  public 
relations  by  private  groups,  which  have  not  yet  recognized  the  shifting  of 
ownership  of  great  corporations  to  the  public  and  are  not  sensitive  to  the 
fiduciary  responsibilities  of  directors  and  oflicers. 

The  reporting  of  large  corporations  has  improved  in  recent  years,  partly  as 
a  result  of  the  leadership  of  the  New  York  Stock  Exchange  and  because  of  the 
increasing  recognition  of  the  rights  of  the  smaller  investor,  which  has  been 
produced  by  the  recent  depression. 

If  the  coii3orate  form  of  organization  is  to  endure,  millions  of  investors  must 
be  protected  by  legislation  that  will  ensure  that  the  small  stockholder  and  the 
large  one  will  be  treated  on  a  basis  of  equality. 

The  major  problem  of  investors  and  investment  trusts  is  the  appraising  of 
values.  Whenever  the  financial  community  has  gotten  too  far  away  from 
values  and  loses  its  perspective,  as  in  1929  and  the  summer  of  1933,  there  has 
been  trouble. 

The  problem  of  appraising  values  depends  on  three  factors :  General  business 
conditions,  on  which  Government  agencies,  such  as  the  Federal  Reserve  Board 
and  the  Department  of  Commerce,  present  full  information ;  the  condition  of  the 
industry  in  which  one  is  seeking  to  invest  funds ;  and  the  financial  record  of  the 
individual  companies.  The  success  of  the  investor  in  ascertaining  facts  re- 
garding industries  and  individual  companies  is  dependent  largely  on  the  policy 
of  companies  as  to  issuing  adequate  and  frequent  reports. 

All  that  the  investing  public  wants  is  a  quarterly  statement,  audited  by 
public  accountants,  showing  what  has  actually  transpired  in  the  way  of  earn- 
ings and  sales  and  containing  the  financial  position  of  the  company.  It  does 
not  seek  to  learn  future  plans,  disclosure  of  which  might  prejudice  the  com- 
pany's competitive  position. 

I  do  not  believe  that  any  company  would  have  the  effrontery  to  seek  to  evade 
the  reporting  requirements  of  this  bill  by  withdrawing  its  shares  from  listing 
on  any  exchange  in  this  country. 

The  Chairman,  I  think  there  is  some  ground  for  a  complaint 
he  has  made.  I  have  numerous  letters  from  people  who  say  that 
under  this  bill  they  would  have  to  have  auditors  and  accountants 
in  their  establishments  practically  continuously,  at  enormous  ex- 
pense. That  is  one  thing.  Then,  take  a  corporation  engaged  in 
manufacturing  products,  say,  only  3  months  in  the  year.  The  rest 
of  the  time  they  are  doing  nothing.  Their  plant  is  practically  idle. 
What  is  the  use  of  requiring  that  sort  of  a  concern  to  make  monthly 
reports  or  even  quarterly  reports? 

Mr.  Corcoran.  Senator,  insofar  as  the  first  problem  is  concerned, 
as  soon  as  you  do  w^ork  out  uniform  accounting  principles  on  which 
companies  can  keep  their  books  (and  if  you  want  to  know  what  the 
importance  of  that  means  in  corporate  reporting,  there  is  an  article 
on  the  subject  in  Harper's  for  this  month  just  come  out  which  is  well 
worth  stuch'ing) — after  you  get  uniform  accounting  principles  set 
up,  it  will  not  be  so  hard  for  auditors  to  make  reports  on  companies 
nor  for  companies  to  keep  their  own  books  in  such  shape  that  they 
know  what  is  going  on.  Until  that  point  is  reached,  what  you  are 
weighing  is  the  cost  to  the  company  of  keeping  its  books  in  such 
shape  that  an  auditor  can  go  over  the  books  pretty  easily,  against  the 
cost  to  the  stockholders  of  not  knowing  what  is  going  on  and  against 
the  cost  to  the  stock  exchange  of  having  pools  operated  on  mysteries 
when  no  one  really  knows  what  the  position  of  the  corporation  is. 

As  to  your  second  point,  that  business  is  cyclical  with  a  great 
many  corporations,  that  is  true.  But  the  annual  reports  or  quarterly 
reports  would  not  necessarily  fall  on  January  1  or  April  1.  Different 
businesses  have  their  cyclical  quarters  at  diiferent  times,  and  there 
would  be  no  objection  if  the  quarterly  reports  for  different  businesses 
should  come  out  at  different  times.     As  for  the  objection  that  many 
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businesses  do  all  the  work  they  do  during  3  months  of  the  year,  the 
answer  is  that  the  auditing  job  would  be  a  snap  for  the  rest  of  the 
year. 

Senator  Keak.  Yes;  but  they  would  have  to  pay  for  it  just  the 
same. 

Mr.  Corcoran.  They  do  not  have  to  pay  very  much  for  it,  sir. 

The  Chairman.  I  quite  agree  that  there  ought  to  be  reports,  but 
I  do  not  know  about  monthly  reports. 

Mr.  Corcoran.  The  monthly'  report  does  not  have  to  be  audited  by 
a  certified  public  accountant.  That  is  required  only  for  the  annual 
and  quarterly  statements. 

Senator  Kean.  If  it  was  every  6  months  that  would  be  all  right. 

Mr.  Corcoran.  That  leaves  6  months  of  mystery  in  there  in  which 
a  pool  can  operate.  I  do  not  pretend  to  be  an  expert  on  corporate 
reporting,  but  I  have  read  into  the  record  the  testimony  in  reference 
to  whether  a  quarterly  or  semiannual  statement  is  adequate  of  a 
man  who  is. 

Senator  Kean.  I  believe  they  should  make  monthly  reports;  I 
believe  they  should  make  quarterly  reports,  but  I  do  not  think  you 
ought  to  ask  them  to  have  expert  accountants  do  it. 

Mr.  Corcoran.  The  Twentieth  Century  Fund  'report  suggested 
since  this  sort  of  thing  was  done  for  the  protection  of  stockholders, 
that  just  as  in  English  practice  the  stockholders  pay  one  director  who 
acts  as  their  insi:)ector  for  their  particular  and  separate  benefit,  the 
stockholders  might  pay  for  the  report.  But  I  do  not  see  why  the  ex- 
pense should  not  be  on  the  compan3^  I  do  not  see  why,  in  the  first 
place,  the  cost  of  auditing  rejiorts  cannot  be  brought  down  with 
a  universal  practice  like  this,  with  the  prescription  of  a  uniform  ac- 
counting method ;  and  I  do  not  see  why  it  is  not  the  duty  of  proper 
management  to  let  the  investor  know  what  he  is  buying. 

Senator  Kean.  I  think  you  ought  to  have  a  uniform  system;  I 
agree  with  that. 

Mr.  Corcoran.  But  you  object  to  the  cost  of  the  report. 

Senator  Kean.  The  cost  of  the'  report. 

Mr.  Corcoran.  There  is  one  more  point  which  I  would  like  to 
talk  about  before  I  finish  this  section. 

Senator  AValcott.  Let  me  ask  a^ou  a  question.  What  do  you 
mean  by  a  quarterly  report  that  has  to  be  audited?  Do  you  mean 
a  physical  inventory  or  a  book  inventory? 

Mr.  Corcoran.  I  should  say  a  book  inventory,  sir. 

Senator  Walcott.  Suppose  the  Federal  Trade  Commission  re- 
quires, as  it  may — it  has  the  authority  to  require  such  a  thing — a 
physical  inventory  quarterly,  and  suppose  you  are  running  a  gross 
of,  say,  30  or  40  or  50  million  dollars.  Have  you  ever  been  connected 
with  a  large  business  yourself  ? 

Mr.  Corcoran.  Yes;  I  know  what  the  problem  of  physical  inven- 
tory is. 

Senator  Walcott.  Have  you  been  associated  with  a  large  busi- 
ness ? 

Mr.  Corcoran.  Only  as  a  lawyer. 

Senator  Walcott.  You  have  never  been  through  that,  then. 

Mr.  Corcoran.  You  will  have  to  depend  to  some  degree,  and  I 
think  you  can  reasonably  depend,  iipon  the  Commission's  being  a 
little  reasonable  in  that  respect. 
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Senator  Walcott.  I  don't  know  about  that. 

Mr.  Corcoran.  You  are  not  setting  up  any  God-given  group  of 
men  completely  removed  from  public  criticism  when  you  give  this 
Commission  that  power. 

Senator  Walcoti'.  It  is  too  great  a  power,  because  they  could 
easily  require  a  physical  inventory  which  would  be  almost  a  physical 
impossibility.  They  would  barely  take  one  physical  inventory  when 
they  would  be  starting  on  the  next  one. 

Mr.  Corcoran.  That  is  true.  I  completely  agree  with  you  on 
that. 

Senator  Walcott.  I  think  it  ought  to  be  hedged  about  in  some 
way  to  show  exactly  what  is  meant. 

Mr.  Corcoran.  Possibly,  sir,  that  should  be  done. 

There  is  one  more  idea  that  should  be  ventilated  before  we  finish 
with  this  section,  and  that  is  the  suggestion  of  the  New  York  Stock 
Exchange  that  all  this  publicity  required  of  corporations,  together 
with  the  standard  of  fidelity  to  the  corporation  required  of  officers 
and  directors  is  the  matter  of  a  Federal  corporation  law.  Such  mat- 
ters do  not  belong  in  any  stock-exchange  bill,  they  say. 

There  are  two  answers  to  that :  First  of  all,  if  you  were  to  have  a 
Federal  incorporation  law,  the  same  provisions  that  we  have  here 
would  have  to  go  into  it. 

The  second  thing  is  that,  looking  matters  right  square  in  the  face, 
talking  about  a  Federal  incorporation  law  is  just  a  dilatory  plea, 
as  a  lawyer  would  put  it.  It  is  a  red  herring  to  put  action  off.  The 
legislative  course  of  a  Federal  corporation  law  is  going  to  be  a  lot 
longer  than  anybody  thinks  now.  There  are  a  great  many  people 
who  believe  in  this  bill  and  in  the  principles  of  stock-exchange  regu- 
lation who  think  there  are  serious  objections  to  a  Federal  corporation 
law.  Furthermore,  to  say  that  decent  accounting  of  corporations  to 
their  stockholders  should  be  put  off  until  there  happens  to  be  put 
througli  Congress  a  law  which  deprives  all  States  of  their  present 
powers  over  their  corporations  is  to  put  off  until  the  millennium.  A 
Federal  incorporation  law,  granting  that  it  is  desirable,  is  something 
^so  far  in  the  future  that  to  avoid  putting  provisions  in  a  stock- 
exchange  bill  because  it  would  be  mudi  more  artistic  in  a  Federal 
incorporation  law,  looked  at  candidly,  means  a  4-  or  5-year 
postponement. 

Mr.  Redmond.  I  do  not  want  to  take  time  to  discuss  the  particulars 
that  you  have  taken  up,  because  I  am  sure  witnesses  will  be  heie 
before  this  committee  who  are  much  more  competent  that  I  to 
give  information — based  on  actual  facts  and  experience  and  not 
purely  upon  hearsay — as  to  the  expense  of  these  audits,  if  not  as  to 
the  actual  impossibility  of  corporations  complying  with  these  re- 
•quirements  of  the  bill.  I  would  like,  however,  to  say  just  two  things, 
first  of  all,  because  you  originally  said  that  my  interpretation  of  this 
act  was  an  unfair  interpretation,  and  that  there  might  be  some 
amendment.  I  think  an  amendment  along  the  lines  that  you  sug- 
gested, if  it  was  clear,  would  go  a  long  way  toward  removing  my 
objection.  My  opinion  was  based  ujion  this  bill  as  it  was  drawn:  and 
I  pointed  out  to  you  that  the  i)owers  given  to  the  Commission  were 
imliiuited  when  read  in  relation  to  the  other  provision  of  the  law 
which  makes  the  finding's  of  the  Commission  as  to  facts  conclusive. 
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I  also  want  to  point  out  that  these  broad  powers  run  right  straight 
through  the  bill. 

Mr.  Corcoran.  Yes. 

Mr.  Redmond.  It  was  not  just  in  subdivision  (b)  of  section  11 
that  I  found  unlimited  powers  given  to  the  Commission.  You  read 
a  list  of  the  specific  things  which  had  to  be  filed  as  a  condition  of 
registration ;  but  if  you  will  notice  the  final  part  of  subparagraph  11, 
it  reads  [reading] — 

and  such  other  information  as  the  Commission  may  by  rules  and  reguhitious 
require  as  necessary  and  appropriate  in  the  public  interest  or  for  the  protection 
of  investors. 

Again  a  repetition  of  the  language  which  I  pointed  out  to  you  was 
the  equivalent  of  unlimited  power. 

Mr.  Corcoran.  And  again  to  be  read  in  the  light  of  the  specific 
language  contained  in  the  same  section 

Mr.  Redmond.  Let  me  continue.  If  you  will  turn  to  subdivision 
(4)  of  section  12,  you  will  find  this  language  [reading]  : 

Such  otlier  icports  and  at  such  time  as  tlie  Commission  may  l)y  rules  and 
regulations  pies.ribe  in  tlie  public  interest  or  for  the  protection  of  investors 
or  with  a  view  to  insuring  that  the  security  boldei's'  interests  shall  not  be 
prejudiced  by  the  use  of  information  for  the  advantage  of  any  special  group 
-or  interest. 

Again  unlimited  power. 

Mr.  Corcoran.  And  again  in  a  section  in  which  you  have  some 
indication  of  what  specific  things  are  expected. 

Mr.  Redmond.  AVell,  let  us  not  rely  too  much  on  that,  because  when 
you  turn  to  subdivision  (b)  of  section  18,  where  specifically  it  is 
provided  [reading]  : 

.  The  authority  above  given  the  Cimimission  shall  include,  among  other  things, 
authority  to  prescribe  the  foiTn  or  forms  in  which  required  information  shall  be 
S6t  forth 

Mr.  Corcoran.  Tiuit  is  the  uniform  a<-counting. 
Mr.  Redmond  (continuing  reading)  : 

I'lie  items  or  details  to  be  shown  in  the  b;ilance  sheet  and  earnings  statement, 
and  the  methods  to  be  followed  in  the  iireparation  (»f  accounts,  in  tlie  aiipraisal 
or  valuation  of  assets  and  liabilities,  in  tlie  determination  of  rlepr(>ciatioii  and 
depletion,  in  the  differentiation  of  i-ecurring  and  nonreciUTing  income,  in  the 
differentiation  of  investment  and  (>i>erating  income,  and  in  the  preparation, 
where  the  Commission  deems  it  necessary  or  desirable,  of  consolidated  balance 
sheets  or  income  accounts  of  any  person  directly  or  indirectly  controlling  or 
controlled  by  the  issuer,  or  any  iierson  under  direct  or  indirect  common  control 
with  the  issuer. 

Mr.  Corcoran.  But  that  again  comes  down  to  uniform  accounting 
methods,  which  we  have  just  discussed,  and  nothing  more. 

Mr.  Redmond.  'J'hat,  as  I  see  it,  deprives  management  of  the  right 
to  determine 

Mr.  Corcoran.  No  more  than  railroad  managements  are  now  de- 
prived of  their  right  to  determine  how  they  want  to  carry  deprecia- 
tion and  depletion,  and  differentiate  recurring  and  nonrecurring  in- 
come. 

Mr.  Redmond.  Remember  that  our  railroads  have  been  under  regu- 
lation for  many  years,  and  those  accounting  rules  have  been  devel- 
oped from  many  years  of  practice  and  experience. 


6538  STOCK   EXCHANGE    PRACTICES 

Mr.  Corcoran.  As  these  will  have  to  be  developed,  because  no  one- 
expects  them  to  come  full  fledged  from  the  head  of  Jove  on  October  1.. 

Mr.  Redmond.  Let  me  finish  my  statement  about  the  railroads. 
The  railroads  are  all  engaged  in  one  particular  type  of  business,, 
where  the  Interstate  Commerce  Commission  has  power  to  regulate 
their  rates,  and  likewise  largely  to  regulate  their  expenditures. 

Mr,  Corcoran.  Yes. 

Mr.  Redmond.  We  all  feel  that  the  railroads  are  under  the  domina- 
tion of  the  Interstate  Commerce  Commission,  and  I  do  not  think  it 
is  too  much  to  say,  reading  these  provisions,  that  all  commerce  and' 
industry  registering  on  these  national  exchanges  would  likewise  be 
under  the  domination  of  the  Federal  Trade  Commission.  That  is  my 
opinion,  and  I  am  prepared  to  stand  by  it. 

Mr.  Corcoran.  Will  you  go  along,  now,  if  we  make  the  kind  of  a: 
suggestion  we  have  suggested  for  the  first  paragrapli  ? 

Mr.  Redmond.  If  it  be  clarified  to  carry  out  what  you  say,  and 
it  runs  right  through  the  bill,  not  only  will  we  go  along,  but  I  say 
it  is  the  New  York  Stock  Exchange  which  is  responsible  for  the 
fact  that  American  corporations  do  give  current  information. 

Mr.  Corcoran.  That  is  absolutely  correct. 

Mr.  Redmond.  The  New  York  Stock  Exchange  established  the- 
idea  of  quarterly  reports. 

Mr.  Corcoran.  And  this  is  just  along  the  line  you  have  been 
working  for  yourself  for  many  years,  and  we  are  helping  you  get 
what  you  have  wanted  for  a  long  time. 

Mr.  Redmond.  There  is  the  old  expression.  Mr.  Corcoran,  "  God 
save  us  from  our  friends."  Sometimes  it  is  more  than  true.  This 
time  our  friends  have  pushed  it  beyond  the  limit  of  common  sense. 

Might  I  say  one  final  thing  ?  You  used  the  expression  ''  a  red  her- 
ring "  in  regard  to  the  suggestion  that  these  corporate  provisions 
properly  belong  in  a  national  incorporation  law.  That  is  not  a 
red  herring.  That  has  been  the  position  of  the  exchange  for  years. 
It  is  not  put  foi'ward  at  this  time  to  delay  or  otherwise  prevent  any 
act  regulating  the  exchanges. 

Mr.  Corcoran.  But,  frankly,  3^ou  do  not  expect  the  passage  of  a 
Federal  corporation  law  for  a  long  time,  do  you  'I 

]Mr.  Redmond.  We  do  not  know  whether  it  can  or  cannot  be  done^ 
but  we  do  say  that  it  is  the  sound  way,  the  right  way,  and  the  only 
way  in  which  corporate  practice  in  this  country  can  be  regulated. 
We  should  not  regulate  simply  the  corporations  that  are  listed  upon 
an  exchange. 

JSIr.  Pecora.  ]VIr.  Redmond,  is  there  any  legal  authority  now  which 
would  restrain  the  governing  authorities  of  the  New  York  Stock 
Exchange  from  imposing  any  requirements  that,  in  their  judgment,, 
they  saw  fit  to  impose  as  a  condition  to  listing  a  stock? 

Mr.  Redmond.  Legally,  no;  but  practical!}' 

Mr.  Pecora.  Then  they  exercise  their  judgment,  which  is  un- 
tramnieled  or  unrestricted  by  law. 

Mr.  Redmond.  J^tit  ])i-;:;tically  there  is  a  limit  which  is  stronger 
than  any  legal  control, 

Mr.  Pecora.  That  is  common  sense. 

Mr.  Redmond.  If  Ave  put  on  false  or  undue  listing  requirements, 
corporations  simply  would  not  list. 

Ml'.  Pecora.  That  is  based  upon  tlie  j^rinciph'  of  coninion  sense. 
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Mr,  Redmond.  And  freedom  of  contract. 

Mr.  Pecora.  And  it  is  just  as  fair  to  assume  that  the  Federal 
Trade  Commission  would  exercise  that  same  degree  of  common  sense 
Rs  the  governing  authorities  of  the  New  York  Stock  Exchange  may 
be  expected  to  exercise. 

Mr.  Redmond.  No,  Mr.  Pecora.  The  issue  is  different.  It  is  not  a 
question  of  common  sense.  It  is  a  question  of  freedom  of  contract. 
There  is  no  action  the  New  York  Stock  Exchange  can  take  to  compel 
a  corporation  to  list,  whereas  under  this  bill  penalities  are  put  upon 
unlisted  securities.  Attempts  are  going  to  be  made  to  drive 
them  into  these  national  securities  exchanges,  and  then  to  submit 
themselves  to  such  regulations  as  the  Federal  Trade  Commission 
may  see  fit  to  adopt. 

Mr.  Pecora.  Do  they  not  now  submit  themselves  to  regulation  by 
the  Stock  Exchange,  within  its  requirements? 

Mr.  Redmond.  Only  when  they  are  willing  to  do  so.  That  is 
freedom  of  contract,  and  there  is  no  freedom  of  contract,  as  we  see 
it,  in  this  bill. 

The  Chairman.  The  Stock  Exchange  has  to  keep  in  mind  the 
thought  of  competition,  does  it  not? 

Mr.  Redmond.  Competition?  Barely,  Mr.  Chairman.  The  cor- 
porations that  want  listing  on  the  Stock  Exchange  want  it  because 
they  feel  that  they  have  the  size  or  the  number  of  stockholders  to 
warrant  it.  They  could  get  listing  on  easier  terms  on  other  ex- 
changes, but  still  they  come  to  the  New  York  Stock  Exchange,  be- 
cause they  are  willing  to  give  their  investors  the  degree  of  intorma- 
tion  that  the  exchange  requires. 

Senator  Kean.  They  also  receive  a  larger  market. 

Mr.  Redmond.  A  larger  market,  naturally. 

Mr.  Corcoran.  And  that  advantage  of  the  larger  market  is  such 
an  advantage  that  it  will  compensate  for  a  great  deal  stiffer  require- 
ments for  giving  information  before  a  company  will  actually  with- 
draw from  listing. 

Senator  Kean.  In  that  connection  I  would  like  to  show  you  that 
letter  [handing  a  paper  to  Mr.  Corcoran]. 

Mr.  Corcoran  (after  examining  paper).  That  is  typical. 

Senator  Kean.  I  would  like  to  have  it  go  into  the  record.  You 
have  read  the  letter  ? 

Mr.  Corcoran.  Yes. 

Senator  Kean.  I  offer  for  the  record  a  letter  from  a  man  who 
says  he  would  withdraw  his  securities  from  the  New  York  Stock 
Exchange  if  this  bill  went  through. 

The  Chairman.  You  want  to  offer  the  letter? 

Senator  Kean.  I  have  offered  the  letter.    May  it  be  received? 

The  Chairman.  Yes. 

Mr.  Pecora.  May  the  letter  be  read? 

(Senator  Kean  hands  paper  to  Mr.  Pecora.) 

Senator  Kjean.  I  do  not  know  the  man.    He  is  a  stranger  to  me. 

The  Chairman.  We  have  filled  up  a  good  many  pages  of  this  rec- 
ord with  letters.  I  got  a  letter  from  a  man  the  other  day  who  said 
that  his  children  were  without  shoes,  and  he  did  not  have  any  money. 

Senator  Kean.  I  have  lots  of  those. 

The  Chairman.  He  wants  us  to  bring  suit  against  the  three  con- 
cerns for  $15,000,  which  he  has  lost  through  buying  worthless  stock. 
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and  still  he  protests  against  this  bill  and  says  he  wants  to  be  free 
to  buy  some  more. 

(The  letter  referred  to  is  as  follows :) 

Monsanto  Chemical  Co., 

General  Offices, 
^t.  Louis,  Febi-uary  21,  193Jf. 
Hon.  Hamilton  F.  Kean, 

United  States  Senate,  Wushin</toH  D.C. 

My  Dear  Senator  :  My  father  devoted  his  lifetime  to  building  up  this  com- 
pany. I  have  spent  my  entire  career  since  the  war  in  it  and  have  been  its 
president  since  1928.  Our  common  stock  is  listed  on  the  New  York  Stock 
Exchange.  Neither  my  father  nor  myself  has  ever  speculated  in  the  stock 
of  this  company.  There  have  been  no  pools  and  neithen  of  us  has  ever  sold 
a  share  short.  Although  I  cannot  speak  for  the  other  officers  and  directors,. 
I  am  confident  in  my  own  heart  the  same  applies  to  them. 

The  Fletcher-Rayburn  Bill  now  pending  before  Congress  to  regulate  the 
Stock  Exchanges  of  the  country  would  have  a  most  disastrous  effect  on  the 
community  at  large  and  upon  our  stockholders.  I  say  without  hestitation  that 
should  this  bill  become  law  we  would  remove  our  stock  from  listing  on  the 
New  York  Stock  Exchange,  thereby  denying  the  benefit  which  our  several 
thousand  stockholders,  the  great  majority  of  whom  are  small  investors,  now^ 
have  in  a  ready  market  for  the  sale  of  their  securities  and  a  definite  loaning 
value  at  the  banks. 

Although  I  have  never  issued  and  never  will  issue  any  misleading  statements 
or  accounts  regarding  our  corporate  affairs,  this  company  cannot  afford  to  pay 
me  and  other  ofBcers'  salaries  which  would  be  commensurate  with  the  risks 
we  would  take  under  the  liability  provisions  of  the  act.  The  provisions  of  the 
act  would  place  our  company  at  a  decided  disadvantage  with  those  of  our 
competitors,  whose  securities  are  not  listed,  to  have  our  monthly  sales  and 
profits,  and  any  other  information  which  the  Federal  Trade  Commission  de- 
mand of  us  a  matter  of  public  information  and  available  to  our  domestic  and 
foreign  competitors. 

There  are  many  other  provisions  of  the  bill  which  are  extremely  impracti- 
cable and  objectionable  both  to  corporations  and  the  Exchanges. 

I  believe  it  would  not  accomplish  its  lofty  purpose.  It  would  result  in  boot- 
legging of  securities,  the  loss  of  an  orderly  market  in  which  investors  can  go  to 
buy  or  sell,  and  deprive  corporations  of  the  means  of  securing  necessary  work- 
ing capital  from  time  to  time. 

It  would  be  a  severe  blow  to  the  recovery  which  is  now  being  evidenced  and 
shatter  the  confidence  of  corporation  executives  throughout  the  country,  who, 
after  all,  must  be  relied  upon  by  the  United  States  Government  to  maintain 
employment  in  their  own  and  heavy  construction  industries,  as  the  Government 
cannot  do  so  indefinitely.  Not  only  would  their  confidence  be  shattered,  but 
their  wherewithal  to  make  the  necessary  investments  would  be  denied  to  them. 

I  am  very  sincerely  in  hopes  you  will  oppose  the  passage  of  this  bill  in  its 
present  form,  or  that  it  be  so  materially  amended  that  it  would  have  practi- 
cally no  resemblance  to  the  present  measure. 
Sincerely  yours, 

(Signed)     Edgar  M.  Queeny,  President. 

Senator  Walcott.  What  is  the  alternative,  Mr.  Corcoran,  if  a 
concern  is  not  satisfied  with  the  operation  of  this  bill  and  the  ex- 
cessiA^e  powers  given  to  the  Federal  Trade  Commission,  and  wants, 
therefore,  to  withdraw  from  the  exchange  ?  What  can  a  man  do  to 
still  operate  his  company? 

Mr.  Corcoran.  In  a  very  few  cases  possibly  there  would  be  with- 
drawals from  the  stock  exchange,  except  that  there  always  hangs 
over  the  head  of  those  companies  that  are  withdrawing  from  the 
stock  exchange  they  will  still  be  subject  to  the  possibility  of  working 
out  a  control  over  the  over-the-counter  market,  such  as  is  provided  for 
in  here.  You  were  not  here  when  I  was  discussing  with  Senator 
Kean  this  morning  the  suggestion  that  since  practically  all  these 
requirements  are  for  the  purpose  of  making  information  available 
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to  stockholders,  insofar  as  there  is  an  interest  in  the  stockholders  in 
having  the  shares  listed  on  the  stock  exchange,  the  shareholders  just 
simply  will  not  permit  the  companies  to  be  withdrawn  from  the  stock 
exchange  because  of  these  requirements. 

Senator  Walcott.  Of  course,  there  are  thousands  of  companies, 
many  of  them  of  large  size,  that  prefer  not  to  have  their  securities 
listed  on  any  exchange. 

Mr.  Corcoran.  Yes,  sir. 

Senator  Walcott.  Would  you  deny  them  the  right  to  operate 
those  corporations? 

Mr.  Corcoran.  No. 

Senator  Walcott.  They  are  not  interested,  necessarily,  in  the  pub- 
lic buying  any  securities,  or  selling  securities. 

Mr.  Corcoran.  No. 

Senator  Walcott.  There  is  nothing  in  this  bill  to  curtail  their 
operations  ? 

Mr,  Corcoran.  No.  There  is  a  provision  in  here,  on  page  27,  sec- 
tion 14,  with  regard  to  over-the-counter  markets,  which  would  put 
the  Commission  in  a  position  where  it  might  prescribe  rules  and 
regulations  for  companies,  the  securities  of  which  are  sold  through 
the  mails  or  in  interstate  commerce.  Just  how  that  will  be  worked 
out,  nobody  knows.  Neither  the  Dickinson  report,  nor  the  Twen- 
tieth Century  Fund,  nor  this  bill  has  any  specific  ideas  as  to  how 
you  would  reach  the  over-the-counter  market,  but  certainly  there  is 
some  way  it  can  be  reached. 

Senator  Kean.  Suppose  the  company  is  not  offering  any  securities? 

Mr.  Corcoran.  You  are  talking  about  new  securities  now? 

Senator  Kean.  Yes. 

Mr.  Corcoran.  This  deals  only  with  securities  that  are  listed  on 
an  exchange.  New  securities  do  not  normally  reach  an  exchange 
until  a  year  or  so  after  they  are  issued  and  have  been  distributed. 

Senator  Kean.  Suppose  you  have  a  company  that  has,  say,  $5,000,- 
000  capital  or  $10,000,000  capital,  and  they  do  not  offer  their  se- 
curities. Their  securities  are  out.  They  have  no  interest  in  whether 
there  is  any  market  for  them  or  not. 

Mr.  Corcoran.  Is  there  an  over-the-counter  market  for  the  se- 
curities ? 

Senator  Kean.  Yes. 

Mr.  Corcoran.  The  regulations  which  the  Connnission  would  try  to 
impose  in  that  case,  where  there  was  very  little  of  a  public  investor, 
interest  would,  I  should  think,  be  very,  very  slight,  if  any  at  all. 

Senator  Kean.  They  can  say,  "  Here,  it  is  of  no  interest  to  us. 
We  do  not  care  whether  anybody  buys  these  securities  or  not.  We 
have  got  the  money.  We  are  doing  the  business.  We  do  not  want 
anybody  to  buy  our  securities." 

Mr.  Corcoran.  It  might  be  difficult  to  reach  them. 

Senator  Walcott.  Why  would  you  want  to  reach  them? 

Mr.  Corcoran.  You  would  not  want  to  reach  them,  unless  there 
were  a  real  public  interest  in  the  seucrities,  and  some  public  turning 
over  of  the  securities. 

The  Chairman.  The  committee  will  now  take  a  recess  until  10 
o'clock  tomorrow  morning. 

(Whereupon,  at  4:45  p.m.,  Tuesday,  Feb.  27,  1934,  an  adjourn- 
ment was  taken  until  tomorrow.  Wednesday,  Feb,  28,  1934,  at  10  a.m.) 
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WEDNESDAY,   FEBRUARY   28,    1934 

United  States  Senate, 
Committee  on  Banking  and  Cuerency, 

Washington^  D.C. 
The  committee  met  at  10  a.m.,  pursuant  to  adjournment  on  yester- 
day, in  room  301  of  the  Senate  Office  Building,  Senator  Duncan  U. 
Fletcher  presiding. 

Present:  Senators  Fletcher  (chairman),  Barkley,  Bulkley,  Gore, 
Reynolds,  Byrnes,  Bankhead,  McAdoo,  Adams.  Carey,  and  Kean. 

Present  also:  Ferdinand  Pecora,  counsel  to  the  committee;  Jidius 
Silver  and  David  Saperstein,  associate  counsel  to  the  committee;  and 
Frank  J.  Meehan,  chief  statistician  to  the  committee ;  also  Roland  L. 
Redmond,  counsel  to  the  New  York  Stock  Exchange. 

The  Chairman.  The  committee  will  come  to  order.  We  will 
further  hear  Mr.  Corcoran. 

STATEMENT  OF  THOMAS  GARDINER  CORCORAN,  IN  THE  OFFICE 
OF  COUNSEL  FOR  THE  RECONSTRUCTION  FINANCE  CORPORA- 
TION, WASHINGTON,  D.C— Resumed 

The  Chairman.  Now,  Mr.  Corcoran,  I  believe  you  were  dealin«j 
with  section  11  when  the  committee  adjourned  yesterday  afternoon. 
Will  you  please  take  up  the  subject  where  you  left  off,  and  continue? 

Mr.  Corcoran.  Mr.  Chairman,  we  had  finished  section  12,  as  I 
remember  it,  sir. 

The  Chairman.  All  right. 

Mr.  Corcoran.  Now,  Mr,  Chairman,  I  shall  go  along  as  fast  as 
possible  so  I  won't  cut  into  Mr.  Whitney's  time  any  more  than  I  can 
possibly  help. 

The  Chairman.  All  right. 

Senator  Carey.  Did  you  say  j'ou  had  finished  with  section  12  of 
the  bill? 

Mr.  Corcoran.  We  had  finished  with  section  12,  and  I  am  now 
going  to  section  13  (a).  This  section  relates  to  proxies.  The  pur- 
pose of  the  provisions  is  to  require  that  when  a  management  solicits 
stockholders  for  proxies,  or  when  any  committee  solicits  stockholders 
for  proxies,  the  management  or  the  committee  so  soliciting  proxies 
shall  reveal  the  purpose  of  such  solicitation  of  proxies  (which  under 
the  laws  of  even  the  most  advanced  States  at  the  present  time  is  not 
required  to  be  made  too  definite)  and  just  how  much  ownership 
interest  they  have  in  the  corporation. 

May  I  now  read  the  section — 

Sec.  13.  (a)  It  shall  be  unlawful  for  any  person  by  the  use  of  the  mails  or  of 
any  means  or  instrumentality  of  transportation  or  communication  in  interstate 
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commerce  or  of  any  facility  of  any  national  securities  exchange  or  otherwise 
to  solicit  or  to  permit  the  use  of  his  name  to  solicit  any  proxy  or  consent  or 
authorization  in  resiject  of  any  security  registered  on  any  national  securities 
exchange  unless  at  such  time  prior  to  such  solicitation  as  the  Commission  shall, 
by  rule  or  regulation,  prescribe  the  persons  named  to  exercise  such  proxy, 
consent,  or  authorization  shall  file  with  the  Commission  a  statement,  which 
shall  be  included  as  a  part  of  every  such  solicitation,  setting  forth  the  purposes 
of  the  proxy,  consent,  or  authorization,  the  persons  to  exercise  it — 

And  then  this  is  important: 

their  relations  to  and  interest  in  the  security,  the  names  and  addresses  of  the 
persons  from  whom  similar  proxies,  consents,  or  authorizations  are  being 
solicited,  and  such  further  information,  and  in  such  form  and  detail  as  the 
Commission  may  by  rules  and  regulations  prescribe  in  the  public  interest  or 
for  the  protection  of  investors. 

Now,  the  New  York  Stock  Exchange  is  completely  correct  in  its 
criticism. of  the  present  drafting  of  that  section  insofar  as  the  section 
as  now  drafted  would  require  the  names  and  addresses  of  the  per- 
sons from  whom  similar  proxies  are  being  solicited,  to  be  sent  out 
with  each  request  for  a  proxy.  The  section,  Mr,  Chairman,  accord- 
ing to  the  suggestion  made,  is  in  that  respect  imperfect.  The  request 
for  the  proxy  should  contain  everything  except  the  names  and 
addresses  of  all  other  persons  solicited,  and  those  names  and  ad- 
dresses should  be  required  to  be  filed  only  with  the  regulatory 
commission. 

The  Chairman.  What  page  and  line  do  you  now  refer  to,  Mr. 
Corcoran  ? 

Mr.  CoKCORAN.  Line  2  on  page  27.  I  might  say  that  the  purpose 
of  requiring  the  filing  of  the  names  and  addresses  of  other  persons 
solicited  is  perfectly  obvious.  It  is  almost  impossible  for  stock- 
holders who  are  herded  together  like  sheep  under  present  proxy 
Dractices  to  get  together  or  to  get  up  courage  enough  to  assert  their 
rights  unless  they  have  some  opportunity  of  knowing  who  their 
fellows  in  interest  are.  Although  under  the  laws  of  a  gi"eat  many 
States  at  the  present  time  stockholders'  lists  are  open  to  the  inspec- 
tion of  stockholders,  there  are  some  States  in  which  that  is  not  true ; 
and,  besides,  there  are  many  States  where  the  management  might  be 
able  as  a  practical  matter  to  obstruct  the  obtaining  of  the 
information. 

Now  I  will  take  up  subsection  (b)  : 

(b)  It  shall  be  unlawful  for  any  member  of  a  national  securities  exchange  or 
any  person  who  transacts  a  business  in  securities  through  such  member  to  give 
a  proxy,  consent,  or  authorization  in  respect  of  any  security  registered  on  a 
national  securities  exchange  and  carried  for  the  account  of  a  customer  without 
a  si>ecific  written  authorization  from  such  customer. 

The  evil  which  that  section  is  intended  to  reach  is  that  brokers 
very  often  hold  large  amounts  of  customers''  securities.  In  all  cases 
where  securities  are  carried  on  margin  the  stock  is  of  record  in  the 
name  of  the  broker  or  in  a  ''  Street  "  name,  so  that  the  stockholder 
actually  entitled  as  a  matter  of  record  to  vote  at  the  meeting  or  give 
a  proxy,  is  the  broker,  and  sometimes  imscrupulous  proxy  committees 
as  a  result  of  this  situation  have  been  able  to  pick  up  huge  batches  of 
votes  through  such  brokers,  although  the  beneficial  owner  of  the 
stock  does  not  give  his  consent  to  the  ])roxy  at  all. 
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Xow  I  will  take  up  section  14  of  the  bill 

Senator  Keax  (interposing).  Mr.  Corcoran,  in  reo-ard  to  the  sec- 
tion you  are  leaving,  don't  you  think  that  the  section  as  is  practically 
perpetuates  every  management?  In  other  words,  do  you  think  it 
goes  far  enough,  or  that  it  gives  a  fair  chance  to  the  outsider? 

Mr.  CoRCoRAx.  It  gives  a  fairer  chance  than  the  outsider  now  has. 

Senator  Kean.  Well,  at  the  present  time  I  do  not  think  there  are 
many  brokers  who  would  give  a  proxy  without  the  ccmsent  of  the 
owner  of  the  stock,  but 

Mr.  Corcoran  (interposing).  That  is  quite  true. 

Senator  Kean  (continuing).  I  think  nearly  all  people  having 
stock  in  their  names,  say :  ''  Oh,  yes.  I  will  ask  the  principal,  and 
if  he  consents,  why,  then  I  will  give  the  proxy."  But  otherwise  they 
do  not  give  the  proxy. 

Mr.  Corcoran.  Yes.  Subsection  (b)  as  now  written  says  if  the 
broker  gets  such  authorization,  then  all  right. 

Senator  Kean.  Yes;  that  is  all  right.  But  as  to  the  other  part  of 
it,  why,  it  seems  to  me  it  might  be  drawn  a  little  more  in  favor  of 
the  stockholder  who  wishes  to  protest  against  the  management  of  the 
company,  rather  tlian  the  way  it  is  now  drawn. 

Mr.  Corcoran.  Well,  Senator  Kean.  you  will  notice  that  there  is 
a  flexible  clause  at  the  end  of  the  tirst  subsection,  on  lines,  4,  5  and 
G,  page  27.  which  requires  that  the  proxy  and  the  solicitation  shall  be 
in  the  form  and  contain  such  details  as  the  Commission  may  by  rules 
and  regulations  prescribe  in  the  public  interest  or  for  the  protection 
of  investors. 

Senator  Kean.  That  puts  it  all  back  again,  to  the  matter  of 
simply  blanket  authority  to  the  commission. 

Mr.  Corcoran.  Senator  Kean,  I  am  very  certain,  and  I  respectfully 
suggest  that  nobody  in  the  committee  would  object,  that  if  it  is 
possible  to  work  out  a  more  thorough-going  protection  for  the  stock- 
holder in  the  use  of  proxies,  every  one  would  be  very  grateful  foi'  a 
more  eifective  means  of  protecting  him. 

Senator  Carey.  Is  this  done  now  enough  to  warrant  legislation  at 
the  hands  of  Congress? 

Mr.  Corcoran.  Yes, 

Senator  Gore.  This  means,  I  take  it,  that  stockholders'  meetings 
at  the  present  time  are  more  or  less  perfunctory.  Somebody  simply 
gets  proxies  and  holds  the  meeting,  and  that  gives  rise  to  this  pro- 
posed legislation. 

Mr.  Corcoran.  Yes;  that  is  true. 

Senator  McAdoo.  There  is  no  doubt  that  there  has  been  great 
abuse  of  the  use  of  proxies. 

Mr.  Corcoran.  Yes,  sir. 

Senator  McAdoo.  And  more  adequate  provision  for  the  protection 
of  stockholders  should  be  made. 

Mr.  Corcoran.  Yes,  sir. 

Senator  McAdoo.  And  I  think  this  section  pretty  well  meets  that 
situation. 

Mr.  Corcoran.  I  think  so  too. 

Senator  Kean.  The  question  in  my  mind  is  whether  it  gives 
sufficient  protection. 

Mr.  Corcoran.  Well,  that  might  very  well  be  considered. 
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Senator  Gore.  This  would  seem  to  me  to  contemplate  what  ought 
to  be  done.  I  am  not  certain  that  it  contemplates  what  will  be  done, 
that  is,  whether  this  will  energize  stockholders  enough  to  get  any 
practical  results.    I  doubt  that,  Mr.  Corcoran. 

Mr.  CoRCouAN.  Well,  Senator  Gore,  I  do  not  know  of  anything 
that  can  be  done  to  stir  stockholders  from  their  inertia. 

Senator  McAdgo.  No;  you  cannot  energize  them,  I  fear. 

Senator  Gore.  Certainly  a  lot  of  things  go  on  that  ought  not  to 
go  on,  but  can  you  enact  a  law  that  will  properly  meet  that  situation  ? 

Mr.  Corcoran.  We  fully  realize  that  stockholders  will  not  give 
the  time  for,  nor  incur  the  expense  of  acting  alone.  But  if  you  let  a 
stockholder  know  who  are  the  other  stockholders  of  similar  interest 
who  might  go  along  with  him,  by  letting  him  look  at  a  list  filed  with 
the  Commission,  then,  having  the  information  by  which  he  can  get  in 
touch  with  them  and  possibly  persuade  them  to  go  along  with  him, 
and  share  the  expense,  he  may  act,  whereas  he  would  not  act  blindly 
and  alone. 

Senator  Gore.  I  think,  perha]:)S,  the  vice  of  the  situation  is  the 
inertia  of  the  stockholder,  and  if  we  could  overcome  that  inertia  we 
might  accomplish  something.  It  seems  to  me  one  of  the  worst  evils 
in  the  situation  is  due  to  the  divorcement  between  the  management  of 
corporations  and  the  owners  of  corporations. 

Mr.  Corcoran.  That  always  happens  when  things  get  too  big. 

Senator  Gore.  Yes;  and  I  suppose  this  proposed  legislation  is 
directed  more  or  less  to  that.  Take,  for  instance,  this  bonus  matter, 
the  paying  of  a  million  dollars  to  the  president  of  a  concern — and 
in  that  connection  we  have  just  had  a  report  from  the  Federal  Trade 
Commission  which  I  think  shows  the  abuse,  and  I  do  not  think  that 
thing  would  happen  if  you  could  get  stockholders  themselves  to  act, 
if  you  could  get  the  stockholders  themselves  to  act  to  protect  them- 
selves against  such  an  imposition. 

Senator  McAdoo.  All  that  we  can  do,  I  think,  is  to  provide  a  means 
by  which  stockholders  can  protect  themselves  if  they  want  to  do  it, 
or  if  they  have  the  enterprise  or  the  energy  to  do  it.  If  they  have 
not  the  required  enterprise  or  energy,  then  of  course  you  cannot 
enact  any  law  that  will  cover  the  situation. 

Senator  Gore.  Yes;  that  is  true,  but 

Senator  Carey  (interposing).  Why  wouldn't  it  be  proper  for  the 
corporation  to  furnish  each  stockholder  with  a  list  of  its  stock- 
holders ? 

Senator  Kean.  They  are  obliged  to  do  it  now  under  the  laws  of 
most  States. 

Mr.  Corcoran.  That  is  only  a  matter  of  local  corporation  law. 

Senator  Carey.  I  mean  if  the  shares  are  being  traded  in  in  inter- 
state commerce,  couldn't  that  reciuirement  be  put  into  this  law? 

Mr.  Corcoran.  We  have  reached  it  in  another  way,  by  saying  that 
no  one  can  use  the  mails  or  any  other  means  of  interstate  communica- 
tion through  the  facilities  of  a  stock  exchange,  which  is  a  little  more 
artistic  way  of  saying  it  for  the  pur])ose  of  this  bill. 

Senator  Kean.  Well,  I  think  this  clause  ought  to  be  studied  a  lit- 
tle bit,  and  rewritten. 

Mr.  Corcoran.  Oh,  I  am  (]uite  willing  to  agree  with  you  on  that. 

Senator  Kean.  I  have  no  objection  to  subsection  (b). 
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The  Chairman.  You  may  proceed  with  your  statement,  Mr.  Cor- 
coran, 

Mr.  Corcoran.  Section  14  relates  to  over-the-counter  markets.  An 
over-the-counter  market  is  an  irregular  market,  although  in  some 
cases  fairly  well  organized,  for  securities  not  listed  on  regular  ex- 
changes. There  must  be  some  potentiality  of  control  of  the  over- 
the-counter  market  in  the  Federal  Trade  Commission  or  the  regula- 
tory body  to  whom  you  entrust  the  working  out  of  your  law  or  the 
securities  listed  on  exchanges  will  be  subjected  to  unfair  competition 
from  the  over-the-counter  market. 

You  will  appreciate  that  there  has  been  some  talk  of  the  possi- 
bility that  corporations  would  withdraw  their  securities  from  ex- 
changes, and  from  listing,  because  the  provisions  of  this  bill  are 
too  onerous.  As  we  have  tried  to  point  out,  the  onlj'  provisions  of 
the  bill  that  are  in  any  way  onerous  on  present  management  are  for 
the  benefit  of  stockholders  by  giving  them  information  and  protect- 
ing them  from  inside  trading  by  officials  and  directors.  80  that  it  is 
hardly  likely  stockholders  will  permit  their  corporations  to  withdraw 
shares  from  listing  simply  because  the  bill  makes  it  necessary  for 
directors,  while  the  shares  are  listed,  to  give  adequate  information 
to  stockholclei's. 

Undoubtedly  the  regulatory  commission  will  have  to  have  some 
potentiality  of  control  over  the  over-the-counter  markets,  and  this 
provision  was  drawn  as  broadly  as  possible  to  enable  the  Conmiission 
to  take  whatever  action  to  regulate  over-the-counter  markets  a  study 
might  show  feasible. 

May  I  read  that  section : 

OVER-COUXTEB   MARKETS 

Sec.  14.  It  sliull  be  unlawful  for  any  person,  singly  or  in  concert  with  others, 
to  make  use  of  the  mails  or  nf  any  means  or  instrumental. ty  of  conununiration 
or  transportation  in  interstate  commerce  for  the  purpose  of  making  or  creating, 
or  enabling  another  to  make  or  create,  a  market  t<;r  any  .<:ecurily.  wiicther  or 
not  registered  on  a  national  securities  e^xchange,  without  complying  with  such 
rules  and  regulations  as  the  Commission  may  prescribe  as  appropriate  in  the 
public  interest  or  for  the  protection  of  investors. 

It  is  almost  impossible  at  the  present  time  to  draw  any  section 
more  specific  on  the  regulation  of  the  over-the-counter  securities. 

Senator  Kean.  Mr.' Witness,  if  3'ou  will  take  the  bond  market,  let 
us  say  that  10  bonds  are  traded  in  on  the  exchange  and  500,000  bonds 
are  traded  in  outside.  I  mean  to  say  that  tlie  exchange  bu.siness  in 
bonds  as  compared  with  the  outside  market  in  bonds,  does  not  amount 
to  anything.  , 

Mr.  Corcoran.  No. 

Senator  Kean.  So  that  all  trading  in  bonds,  or  at  least  a  large 
]:)art  of  the  trading  in  bonds,  is  done  entirely  outside  of  any  exchange. 

Mr.  Corcoran.  But  there  is  no  reason  why  it  could  not  be  done  on 
an  exchange,  is  there.  Senator  Kean? 

Senator  Kean.  Yes ;  there  are  a  good  many  reasons. 

Senator  Gore.  Are  there  any  abuses  connected  with  that  matter 
under  the  present  scheme  of  things  that  this  would  correct? 

Senator  Keax.  I  do  not  think  so. 

Senator  Gore.  Then  whv  include  it? 
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Senator  Keax.  That  is  what  I  want  to  know. 

Senator  Cai;ey.  Mr.  Corcoran,  let  us  presume  that  a  man  has  a 
small  corporation  whose  stock  is  not  listed  on  any  stock  exchan^je;  if 
he  should  desire  to  write  to  a  number  of  his  friends  and  say  that 
he  had  that  stock  and  would  like  to  have  them  take  a  certain  amount 
of  it.  would  he  be  precluded  under  this  section  from  so  doing  unless 
the  Commission  first  passed  upon  it  ? 

Mr.  Corcoran.  Yes;  unless  the  Commission  had  worked  out  gen- 
eral rules  and  regulations  covering  it.  But  the  way  the  bill  will 
be  handled  administratively^,  of  course,  will  be  that  within  the  6  or 
7  months  before  the  act  goes  into  effect  the  Commisison  will  give 
general  permission  to  carry  on  the  business  of  selling  in  the  usual 
way  pending  such  a  time  as  the  matter  can  be  worked  out. 

Senator  Kean.  And  it  may  not  work  the  matter  out  to  cover 
Senator  Carey's  objection. 

Senator  Carey.  Let  us  say  that  there  is  a  small  corporation  with 
a  capital  of  $10,000,  a  more  or  less  private  affair;  would  that  mean 
that  the  man  who  was  interested  in  the  corporation — I  mean  a  cor- 
poration of  that  kind — could  not  do  business  with  anyone  without 
having  it  registered  here  in  Washington? 

Mr.  Corcoran.  He  could  not  do  business  buying  and  selling  its 
securities  through  the  mails  or  through  interstate  commerce  except 
under  the  regulations  of  the  Commission, 

Senator  Carey.  Do  you  mean  that  he  could  not  even  write  to  a 
friend  in  another  State  about  it? 

Mr.  Corcoran.  Well,  that  sort  of  transaction  would  be  at  least 
subject  to  such  rules  and  regulations  as  the  Commission  would  pre- 
scribe, and  an  intelligent  commission  would  not  prescribe  any  rules 
and  regulations  that  would  cover  such  a  case.  But  the  law  has  to 
stretch  that  far  because  it  is  impossible  to  draw  logical  differentia- 
tions between  classes,  to  fit  this  case  and  the  next  bigger  case,  and 
then  the  next  bigger  case.  The  administrative  commission  has  to  be 
intelligent  and  not  interfere  in  a  small  case  like  that. 

Senator  Gore.  Well,  we  seem  to  have  had  such  good  luck  under 
the  eighteenth  amendment  in  the  matter  of  discriminations  that  we 
now  want  to  prohibit  ordinary  transactions  in  stocks. 

Senator  Carey.  Well,  Mr.  Corcoran,  how  are  yon  going  to  get 
such  a  matter  straightened  out? 

Mr.  Corcoran.  This  matter  would  be  covered  by  general  rules  and 
regulations  as  soon  as  the  commission  began  to  organize  to  ad- 
minister the  act. 

Senator  Barkley.  In  view  of  the  requirements  of  the  Securities 
Act  providing  that  all  stock  shall  be  ^-egistered  with  the  Federal 
Trade  Commission,  is  there  really  any  need  for  any  further  super- 
vision over  the  sale  of  stock  by  new  corporations  that  might  be 
created  ? 

Mr.  Corcoran.  This  applies  to  securities  that  have  already  been 
issued.    The  Securities  Act  applies  only  to  new  issues  of  securities. 

Senator  Barkley.  Well,  this  would  apply  to  stock  that  may  be 
issued  from  time  to  time.  j 
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Mr.  CoRCORAx.  This  applies  to  stock  that  may  be  issued  from  time 
to  time ;  yes.  In  other  words,  this  applies  in  the  first  place  to  stock 
that  has  been  issued  without  having  had  to  comply  with  the  Securi- 
ties Act,  because  it  was  issued  before  the  Securities  Act  came  into 
existence;  and  then  it  applies,  of  course,  to  trading  in  that  stock 
after  it  has  been  registered  with  the  Federal  Trade  Commission 
under  the  Securities  Act. 

Senator  Barkley.  Yes;  and  it  would  apply  to  all  future  issues. 

Mr.  Corcoran.  You  see,  Senator  Barkley,  the  Securities  Act  as 
now  drawn  does  not  provide  any  continuous  supervision  over  sales. 
It  relates  only  to  the  original  public  offering. 

Senator  Barkley.  Well,  they  have  pretty  broad  powers  to  follow^ 
up  the  transaction. 

Mr.  Corcoran.  Not  very  much,  sir.    That  is  unfortunate. 

Senator  Barkley.  I  am  wondering  whether  there  is  a  sufficient 
amount  of  abuse  in  over-the-counter  transactions  to  make  it  necessary 
to  apply  to  the  ordinary  processes  of  organization  of  a  small  company 
in  the  sale  of  its  stock,  where,  we  will  say.  some  man  wants  to  write 
to  a  relative  that  he  is  going  to  organize  a  little  real-estate  company, 
or  a  litle  oil  company,  or  a  little  coal  company,  and  prevent  him 
from  writing  a  letter  and  getting  any  of  his  friends  or  relatives  to 
take  stock  in  such  a  company  without  first  coming  up  here  to  Wash- 
ington and  getting  the  permission  of  the  Federal  Trade  Commission. 

Mr.  Corcoran.  AVell,  you  see,  Senator  Barkley,  you  are  putting 
a  case  up  to  me  which  is  way  down  at  the  snuill  end  of  the  scale.  On 
the  other  hand,  there  are  very  big  transactions  on  the  over-the- 
counter  markets  which  it  is  very  essential  the  Commission  should  be 
able  to  reach,  particularly  for  the  protection  of  the  nuirkets  of  the 
exchanges.  Now,  the  matter  of  differentiating  between  these  big 
over-the-counter  transactions,  which  must  be  reached  in  order  to 
prevent  unfair  competition  with  the  exchanges,  and  the  small  trans- 
actions, which,  as  you  say,  are  so  small  that  there  is  really  no  public 
interest  in  regulating  them,  can  be  dealt  with  by  means  of  differentia- 
tion between  cases  in  the  rules  ar^d  regulations  of  the  Commission. 

Senator  Kean.  Well,  it  seems  to  me  they  ought  to  be  dealt  with  in 
the  law. 

Mr.  Corcoran.  All  right,  if  3'ou  can  find  any  logical  place  to  draw 
a  line  in  the  law. 

Senator  Carey.  As  I  read  this  bill  this  seems  to  me  to  be  the  situa- 
tion :  If  I  had  a  block  of  stock  in  a  corporation  and  that  stock  was 
not  listed  on  a  stock  exchange,  and  if  I  had  to  sell  that  stock  and  I 
knew  some  man  in  another  State  whom  I  thought  might  purchase 
it.  and  I  wrote  a  letter  to  him  and  asked  him  if  ho  would  buy  that 
stock,  then  I  would  be  violating  this  law. 

Mr.  Corcoran.  Not  in  the  case  of  a  single  transaction  like  that. 

Senator  Carey.  Why  not? 

Mr.  Corcoran.  Because  this  says: 

For  the  inirpdso  of  makinjr  or  oreatins:,  or  enabling  another  to  make  or  create, 
a  market  for  any  set'Ui'ity. 

Senator  Carey.  Well,  in  such  a  case  wouldn't  that  man  be  creating 
a  market  for  the  security? 
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Mr.  Corcoran.  Hardly  in  the  case  of  that  one  transaction,  or 
hardly  in  the  case  even  of  10  or  12  transactions.  But  if  you  are 
maintaining  a  regular  mechanism  through  which  bids  and  asks  are 
matched,  as  maintained  by  the  over-the-counter  market  dealer,  then 
such  mechanism  would  be  within  the  scope  of  this  bill.  But  I  hardly 
think  that  the  mere  solicitation  of  four  or  five  friends  to  buy  stock 
in  a  small  company  would  be  considered  an  attempt  to  create  a 
market  for  that  stock  within  the  meaning  of  this  section. 

Senator  Carey.  As  I  read  that  section,  it  seems  to  me  to  mean 
that,  if  a  stock  is  not  listed  on  an  exchange,  a  man  is  precluded  from 
selling  such  stock  through  the  mails. 

Mr.  Corcoran.  The  purpose  of  the  section  was  to  catch  what  is 
called  in  the  market  over-the-counter  transactions. 

Senator  Caret.  I  understand  that  perfectly,  but  I  also  want  to 
know  where  this  little  man  will  find  himself. 

Mr.  Corcoran.  If  you  are  afraid  that  the  language  is  too  broad, 
that  it  will  prevent  any  solicitation,  even  without  an  attempt  to  set 
up  a  market  for  the  stock,  I  would  suggest  that  amendments  to  that 
section  are  in  order. 

Senator  Barkley.  How  would  it  do  instead  of  saying — 

It  shall  be  unlawful  for  any  person,  singly  or  in  concert  witli  otliers,  to  malje 
use  of  the  mails  or  of  any  means  or  instrumentality  of  communication  or  trans- 
portation in  interstate  commerce  for  the  purpose  of  making  or  creating,  or 
enabling  another  to  make  or  create,  u  market  for  any  security — — 

to  so  clarify  the  language  as  to  distinguish  these  transactions.  I  do 
not  see  how  you  can  distinguish,  under  this  bill,  between  making  a 
market  for  100  shares  and  making  a  market  for  100,000  shares.  An 
effort  to  sell  the  shares  is  an  effort  to  create  a  market  for  them. 
Why  wouldn't  it  do  to  simply  authorize  the  Commission,  in  general 
terms,  to  fix  rules  and  regulations  under  which  transactions  of  that 
sort  might  be  carried  on  without  starting  out  to  make  it  unlawful 
for  anybody  to  do  that  unless  he  complies  with  rules  and  regulations 
providing  that  it  must  be  done.  The  Commission  cannot  make  sep- 
arate regulations,  I  imagine,  for  each  class  of  transaction  unless  they 
can  fix  some  line  of  demarcation  dependent  upon  the  amount  of 
stock  or  the  value  of  it  or  something  of  that  kind.  If  they  attempt 
to  make  general  rules  and  regulations  which  will  cover  large  trans- 
actions in  the  over-the-counter  market,  they  are  bound  to  include  the 
smaller  transactions. 

Mr.  Corcoran.  You  see.  Senator  Barkley,  the  purpose  of  the  sec- 
tion is  to  reach  the  situation  where  a  dealer  sits  at  a  telephone  or 
writes  letters  and  says,  "  I  am  maintaining  a  market  in  this  unlisted 
stock.  I  solicit  bids  and  offers."  And  he  does  that  as  a  business. 
Now,  as  a  matter  of  degree  it  is  very  difficult  to  draw  a  line  separat- 
ing different  kinds  of  solicitations,  to  find  one  point  where  3"ou  will 
not  permit  solicitation  and  another  where  you  do  not  want  to  inter- 
fere with  it.  If  it  is  possible  to  make  any  such  differentiation  in  the 
section,  however,  and  if  it  is  possible  to  cut  off  the  application  of 
the  section  at  the  point  where  the  Congress  does  not  think  there  is 
any  public  policy  in  following  the  thing  up,  so  much  the  better. 

Senator  Btjlkley.  Is  it  your  conception  that  the  Commission  will 
make  such  differentiation  by  regulation? 

Mr.  Corcoran.  I  should  certainly  think  so. 
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Senator  Bulklet.  Well,  if  we  do  not  happen  to  get  on  the  Com- 
mission smarter  men  than  any  of  us  it  would  just  be  too  bad. 

Mr,  Corcoran.  Senator  Bulkley,  as  to  the  matter  of  smarter  men 
than  any  of  you,  I  would  hardly  dare  comment. 

Senator  Btjlkley.  Well,  I  am  really  serious  in  my  statement. 

Senator  Gore.  Yes ;  or  if  you  could  aet  somebody  on  the  Commis- 
sion who  would  attend  to  the  matter  himself  and  not  leave  it  to  some- 
body else,  then  there  would  be  a  different  situation. 

Senator  Bulkley.  And  if  the  Commission  can  make  such  differ- 
entiation, Mr.  Corcoran,  why  not  write  it  into  the  law. 

Mr.  CoRCORAisr.  Because  when  you  are  dealing  with  a  provision 
that,  as  you  yourselves  know,  is  to  cover  the  situation  all  the  way 
from  the  market  in  New  York  bank  stocks  in  New  York  Cit}^,  and 
the  over-the-counter  market  in  insurance  stocks  and  bonds,  down 
to  a  case  where  you  have  a  trader  on  his  own  with  a  one-room  office 
in  a  small  town  making  a  market  in  a  local  stock,  you  have  so  mam" 
differentiations  all  the  way  down  that  you  would  need  a  500-page 
law  in  order  to  cover  them  all. 

Senator  Bulkley.  Well,  do  you  think  the}^  will  be  able  to  cover 
it  by  regulations? 

]\Ir.  Corcoran.  That  is  what  this  bill  proposes  they  do. 

Senator  Bulkley.  Why  don't  you  think  they  will  meet  the  same 
difficulties  ? 

Mr.  Corcoran.  Because  thej'^  will  have  a  chance  to  study  the  prob- 
lem and  change  their  rules  and  regulations  as  they  go  along  if  they 
find  their  rules  and  regulations  do  not  work  out. 

Senator  Bulkley.  Yes,  but  they  are  subject  to  very  direct  pressure 
while  in  our  case  the  pressure  is  more  remote. 

Mr.  Corcoran.  That  is  true;  but  at  the  same  time  the  Commis- 
sioners will  have  a  })rofessional  job  to  study  and  know  all  the 
varieties  of  conditions.  It  is  the  same  problem  you  always  run  up 
against  when  you  have  to  give  an  administrative  commission  the 
power  to  meet  a  number  of  situations  as  they  arise,  especially  when 
you  face  a  problem  on  which  no  oi)e  is  completely  sure  of  the  details. 
You  will  notice  that  in  the  Dickinson  report  and  in  the  Twentieth 
Century  report,  as  well  as  in  this  bill,  the  general  conclusion  is  that 
something  must  be  done  about  this  problem,  but  at  exactly  what 
point  or  degree  control  should  cease  no  one  yet  knows.  And  since 
it  can  only  be  decided  after  a  great  deal  of  study  and  a  great  deal 
of  experimentation,  any  statutory  provision  should  be  as  flexible  as 
possible. 

Senator  Gore.  On  that  point  let  me  remind  you  that  liquor  has 
always  been  regarded  as  outlaw  commerce.  Our  effort  to  prevent 
the  sale  of  contrabands  of  that  sort  has  not  been  a  very  pleasant 
success,  and  it  is  now  being  abandoned  with  a  great  deal  of  parade 
and  flourish  of  trumpets.  On  the  other  hand,  here  we  are  going  to 
the  extent  of  almost  universal  prohibition,  not  in  the  matter  of  con- 
trabands of  commerce,  but  in  the  matter  of  stocks  and  bonds,  legiti- 
mate subjects  of  commerce.  Do  you  think  the  policies  are  at  all 
inconsistent  ?  I  think  it  was  Fortescue  who  said,  "  Excessive  good 
laws  produce  excessive  mischief  ",  and  I  think  that  is  true  if  you 
attempt  to  tell  people  when  to  go  to  bed  and  when  to  get  up.  They 
are  liable  to  disregard  your  advice.  1  think  we  should  have  a 
minimum  instead  of  a  maximum. 
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Mr.  CoRCORAisr.  And  that  is  the  attitude  any  intelligent  commission 
will  take.  But,  Senator  Gore,  the  difference  between  the  prohibition 
law  and  this  regulatory  law  is  that  in  the  one  case  you  were  trying  to 
prohibit  something  on  possibly  moral  grounds,  which  raised  a  great 
deal  of  resentment  among  many  people,  while  here 

Senator  Gore  (interposing).  But  at  least  it  had  a  great  deal  of 
moral  sentiment  behind  it,  and  there  were  the  religious  organiza- 
tions strongly  backing  it. 

Mr.  Corcoran.  That  is  true,  but  the  difference  between  the  two 
situations  is  this :  In  the  one  case  you  were  prohibiting  absolutely 
the  use  of  liquor,  and  in  this  case  you  are  merel}^  regulating  means 
and  methods  of  trading  in  securities. 

Senator  Bulkley.  But  if  we  had  left  it  to  the  discretion  of  a  com- 
mission as  to  who  would  have  been  allowed  to  buy  liquor,  it  would 
have  been  all  right,  would  it? 

Mr.  Corcoran.  It  might  have  been.     [Laughter.] 

Senator  Gore.  Don't  you  think  that  here  we  have  a  case  of  med- 
dling with  people's  daily  concerns,  and  that  you  should  leave  some- 
thing to  the  individual  to  do  for  himself? 

Mr.  Corcoran.  This  is  true.  And  this  bill  leaves  a  great  deal  for 
the  individual  to  do  for  himself.  As  a  matter  of  fact,  this  leaves 
the  stock-trading  business  fundamentally  in  the  position  of  going 
on  as  it  has  always  gone  on,  subject  to  certain  requirements  and 
control.  In  other  words,  the  business  will  be  fundamentally  free  to 
go  along,  subject  only  to  certain  rules  and  regulations  covering  cer- 
tain well-known  abuses.  There  is  no  social  philosophy  behind  this 
bill  as  Mr.  Redmond  tried  to  make  me  say  the  other  day.  This  is 
not  at  all  a  moral  proposal  for  abolishing  stock  trading.  This  is 
the  result  of  the  economic  judgment  of  the  community. 

Senator  Gore.  If  you  limit  it  to  preventable  abuses  that  would  be 
one  philosophy,  but  when  you  go  on  and  on,  that  is  another  thing. 

The  Chairman.  I  cannot  see  any  difficulty  in  that  section.  The 
purpose  is  to  prevent  the  creating  and  establishing  of  a  market  in 
one  instance,  and  in  the  case  Senator  Carey  mentioned  here  it  is 
simply  a  fellow  trying  to  sell  his  stock  and  to  realize  on  it,  not  for 
the  ]3urpose  of  making  a  market  or  of  creating  a  market. 

Senator  Gore.  Well,  one  of  your  little  agricultural  corporations 
that  he  was  talking  about  this  morning  would  have  to  run  down  to 
Washington  and  ask  somebody's  permission. 

Senator  Carey.  Well,  if  you  intend  to  have  a  $10,000  livestock  cor- 
poration man  come  down  here  to  Washington  and  take  the  matter 
up  with  the  Federal  Trade  Commission,  it  would  cost  more  money 
perhaps  than  the  corporation  is  worth. 

Senator  Gore.  Oh,  well,  he  could  come  down  here  and  borrow 
money  from  the  Government  for  that.  So  that  would  not  matter 
so  much. 

Senator  Bankhead.  How  comprehensive  is  the  matter  of  making 
and  creating  a  market? 

Mr.  Corcoran.  I  told  you  a  while  ago  of  the  typical  case  it  was 
intended  to  catch. 

Senator  Bankhead.  Would  the  matter  of  a  newspaper  advertise- 
ment mean  the  makinir  of  a  market? 
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Mr.  Corcoran.  If  it  were  in  connection  with  the  general  course  of 
conduct  of  soliciting  bids  and  offers  that  could  be  matched  by  the 
dealer;  yes. 

Senator  Barklet.  It  might  depend  upon  what  the  courts  would 
decide,  might  it  not? 

Mr.  Corcoran.  It  could  also  be  worked  out  by  the  rules  and  regu- 
lations of  the  Commission  which  are  finally  to  give  form  to  the 
language  in  the  bill. 

Senator  Bankhead.  As  I  get  the  meaning  of  this  section,  it  is  to 
create  what  one  might  call  a  Federal  blue-sky  law  for  all  stock  trans- 
actions that  move  in  interstate  commerce  in  any  way. 

Mr.  Corcoran.  Not  a  Federal  blue-sky  law  in  the  sense  that  the 
Commission  will  in  any  way  pass  upon  the  merit  of  a  security. 

Senator  Bankhead.  I  did  not  use  the  term  "  Federal  blue-sky 
law  "  as  being  objectionable  at  all,  but  you  know  what  is  generally 
mentioned  in  that  connection. 

Mr.  Corcoran.  There  are  three  or  four  kinds  of  blue-;  ky  laws.  I 
wanted  to  be  sure  that  you  understood  it  was  not  the  kind  in  which 
a  connnission  passes  upon  the  matter  of  the  merit  of  a  security  and 
practically  blesses  it  for  sale  in  the  State.  As  I  say.  the  tyi)ical 
situation  this  bill  is  intended  to  catch  is  the  situation  of  the  dealer 
in  securities  who  uses  the  mails  or  the  interstate  telephone  to  make 
a  market.  He  tries  to  find  peo])le  who  want  to  sell  to  him  and  tries  to 
find  peo])le  who  will  buy  from  him,  and  he  tries  to  pay  a  little  less 
for  what  he  bu3's  than  he  sells  for,  with  the  idea  of  making  a  profit 
in  between  the  two  prices.  In  other  words,  he  makes  it  his  business 
to  trade  in  securities.    Now.  that  is  the  typical  case. 

Senator  Bankhead.  Let  me  ask  you  right  there:  Is  that  the  sort 
of  trading  that  means  the  making  of  a  mark<>t  ? 

Mr.  Corcoran.  Yes;  that  is  making  a  market. 

Senator  Barkley.  Let  us  suj^pose  that  I  have  2.000  shares  of 
stock  in  some  small  cori)oration,  and  that  stock  is  not  listed  on  a 
stock  exchange,  and  I  have  in  mind  20  friends  who  might  buy  100 
shares  apiece,  and  I  call  them  up  ,on  the  telephone,  or  write  letters 
to  them — which  of  course  lune  to  go  tlirou<rli  the  mails— soliciting 
the  purchase  of  that  stock.  Of  course  I  am  trying  to  make  a  market 
for  my  stock  because  I  want  to  sell  it.  Now,  what  is  the  difi'erence 
between  doing  that  and  mv  calling  up  one  man  who  might  be  able 
to  buy  all  of  the  2,000  shares? 

Mr.  Corcoran.  I  am  not  absolutely  sure  that  even  your  first  case 
would  be  making  a  market  for  the  stock,  in  the  sense  that  you  were 
carrying  on,  or  trying  to  carry  on.  a  continuous  series  of  buying  and 
selling  transactions.  You  are  trying  to  distribute  stock,  in  which 
operation  you  do  all  the  selling  and  the  other  people  do  all  the 
buying.  You  are  not  soliciting  buyers  and  sellers  to  trade  through 
you.  I  will  not  say  that  could  not  be  within  the  i)rovisions  of  this 
section,  because  I  do  not  know.  The  ditference,  certainly,  between 
your  20-buyer  case  and  1-buyer  case  is  a  question  of  degree. 

Senator  Barkley.  As  I  indicated  a  while  ago,  the  meaning  of  this 
language  here.  "  to  create  a  market "  ultimately  depends  upon  what 
the  courts  are  going  to  say  it  means. 

Mr.  Corcoran.  That  is  true. 
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Senator  Barkley.  If  they  should  say  it  means  any  sort  of  effort 
to  create  a  market  for  any  quantity  of  stock,  then  the  transaction  I 
mentioned  would  be  covered. 

Mr.  Corcoran.  Yes;  except,  sir,  that  the  rules  and  regulations  of 
the  Commission  could  exempt  that  transaction  at  the  very  beginning 
of  the  administration  of  the  law. 

Senator  Kean.  It  could,  but  probably  would  not. 

Mr.  Corcoran.  No  ;  I  think  it  probably  would,  because  if  there  is 
anything  that  is  going  to  get  the  Commission  into  trouble,  it  is  this 
over-the-counter  market  section,  and  the  first  thing  the  Commission 
would  do  would  be  to  see  that  while  it  was  w^orking  out  other  sections 
in  the  law,  it  did  not  get  itself  snarled  up  with  this  one. 

Senator  Kean.  Under  this  bill,  suppose  you  have  a  bank  with 
$100,000  capital  in  a  town,  and  some  man  owns  100  shares,  and  he 
dies.  Then  his  executors  have  to  create  a  market  by  soliciting  the 
other  directors  and  the  other  peoiDle  in  the  town,  and  selling  that 
stock,  and  they  would  have  to  come  under  this  law. 

Mr.  Corcoran.  No ;  I  do  not  believe  they  would  be  under  the  law 
just  for  100  shares  of  stock. 

Senator  Carey.  They  would,  the  way  that  reads. 

Mr,  Corcoran.  No.     It  is  a  matter  of  degree. 

Senator  Carey.  You  have  not  any  degree  in  this. 

Mr.  Corcoran.  If  I  sell  you  100  shares  of  stock  out  in  the  corridor, 
have  I  created  a  market  within  the  meaning  of  this  bill? 

Senator  Kean.  I  think  so. 

Mr.  Corcoran.  I  just  do  not  think  so.  Senator,  but  that  is  a  matter 
of  judgment. 

Senator  Barkley.  That  might  depend  upon  how  many  others  you 
had  asked  to  buy  it  beforehand. 

Senator  Kean.  There  is  nobody  that  can  buy  100  shares,  and  it 
has  to  be  split  up  into  10-share  lots.  How  are  the  executors  of  that 
estate  going  to  part  with  that  stock  and  get  the  cash  to  pay  the 
Government  taxes  'i 

Mr.  Corcoran.  They  will  have  to  sell  the  stock.  Let  us  sum  the 
thing  up  in  three  steps.  First  of  all,  I  am  quite  sure  that  the  phrase 
"  creating  a  market "  does  not  relate  to  a  single  isolated  transaction, 
even  though  that  sale  is  made  in  installments,  as  in  your  100-share 
case,  or  as  in  the  case  of  Senator  Barkley's  20  purchases.  If  I  am 
wrong  on  that,  then  the  Commission  is  given  discretionary  power  to 
exempt  those  transactions  by  rules  and  regulations.  If  I  am  wrong 
in  supposing  that  the  Commission  will  be  intelligent  in  so  doing, 
then.  Senator,  I  certainly  will  agree  with  you  that  if  better  language 
can  be  worked  out  to  cover  the  kind  of  transaction  we  all  agree  should 
be  subject  to  regulation,  at  the  same  time  excluding  the  type  of  situa- 
tion you  have  been  describing,  it  would  be  a  desirable  thing  to  do. 

Senator  Bankhead.  Do  you  not  think  the  public  Avould  be  pro- 
tected if  that  were  limited  to  dealers  in  stock  ? 

Mr.  Corcoran.  Then,  you  get  into  the  problem  of  the  definition  of 
a  dealer.  All  bodies  which  have  studied  this  problem,  sir,  feel  that 
there  has  to  be  some  regulation  of  the  ovei'-the-counter  market.  The 
Commission  established  by  Mr,  Roper,  which  reported  in  the  Dickin- 
son report,  and  the  Twentieth  Century  Fund,  feel  that  there  must  be 
some    rec'dation    of    the    over-the-counter    market.     The    over-the- 
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counter  market  is  not  concentrated  on  one  or  more  kinds  of  technique. 
Therefore,  it  is  a  subject  on  which  you  will  have  to  leave  complete 
discretion  to  some  commission  to  study  and  work  out  reasonable 
rules. 

Senator  Bankhead.  As  I  gather,  the  people  you  are  trying  to 
protect  the  public  from  are  these  professional  dealers. 

Mr.  Corcoran.  That  is  true — who  scalp. 

Senator  Bankhead.  If  you  limit  it  to  dealers,  you  would  exclude 
all  this  controversy  about  the  individual  having  a  right  to  find  a 
buj'er  for  his  own  stock.  You  are  just  after  people  who  arc  engaged 
professionally  in  skinning  the  public,  so  to  speak. 

Mr.  Corcoran.  Not  always  skinning,  sir;  unconsciously  skinning, 
perhaps. 

Senator  Bankhead.  Otherwise  that  would  not  be  injurious. 

Mr.  Corcoran.  But  even  though  you  know  that  the  problem  of  tht 
dealer  is  the  present  problem  which  concretely  suggests  itself  to  your 
mind,  you  are  just  simply  not  sure  enough  that  there  may  not  be 
others  than  dealers  whom  you  would  like  to  reach,  that  you  would 
like  to  close  the  door  at  this  time. 

I  think  you  will  find,  sir,  that  the  representatives  of  the  exchanges 
will  say  that  if  the  exchanges  are  to  be  regulated,  they  would  prefer 
that  the  Commission  be  given  pretty  complete  discretion  to  control 
the  over-the-counter  market,  without  too  rigid  limitations  on  that 
discretion  by  the  statute. 

Senator  Bankhead.  I  am  not  considering  the  exchanges  at  all. 

Senator  Kean.  We  are  not  trving  to  speak  for  the  exchanges.  Wt 
are  trying  to  speak  for  the  little  fellow  at  honu\ 

Mr.  Corcoran.  The  issue  is  this:  AVhether  you  would  limit  control 
of  the  over-the-counter  market  to  that  portion  of  trading  in  unlisted 
securities  which  3'ou  can  definitely  trace  to  somebody  you  can  call  a 
dealer,  or  whether  you  will  leave  control  more  flexible,  with  the 
possibility  that  some  other  persons  might  come  into  the  net. 

The  Chairman.  Let  us  go  on  to  section  1"). 

Mr.  Corcoran.  Section  15,  "  Tra,nsactions  by  directors,  officers,  and 
principal  .stockholders.''  This  is  one  of  the  most  important  provi- 
sions in  the  act  in  that  it  provides  for  the  protection  of  the  stock- 
holder from  the  so-called  "  corporate  insider."  Someone  has  called 
it  the  anti-Wiggin  provision  of  the  bill.  There  is  a  mistake  in  the 
drafting.  I  would  suggest  that  the  language  of  the  first  lines  of 
section  15  (a)  seem  to  confine  the  application  of  the  section  only  to 
those  directors  and  officers  who  own  more  than  5  percent  of  any  class 
of  securities.  I  would  suggest,  Mr.  Chairman,  if  I  might,  that  the 
language  should  be  corrected  so  that  the  section  applied  to  every 
director  and  every  officer,  irrespective  of  how  much  stock  he  owns; 
and  also  to  every  owner  of  more  than  5  percent  of  any  class  of 
securities — that  is.  to  every  director,  to  every  officer,  and  to  every 
influential  stockholder,  who  by  reason  of  his  office,  and  to  every  in- 
fluential stockholder,  who  by  reason  of  his  position — and  5  percent 
is  a  lot  of  stock  in  a  modern  corjjoration — is  on  the  inside  of  the 
circle.     Section  15  (a)  reads  as  follows  [reading]  : 

Sec.  15.  (a)  Every  director,  (iffieer,  or  owner  of  securities,  owning  as  ol 
record  and/or  beneficially  more  than  five  per  centum  of  any  class  of  securities 
of  any  issuer  any  security  of  which  is  registered  on  a  national  securities 
exchange,  shall  file  with  the  excliauge  and  with  the  Commission  at  the  time 
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of  the  registi-ation  of  such  security  <»r  at  the  time  he  becomes  such  a  director, 
officer,  or  owner  of  securities  tlie  amounts  of  all  securities  of  such  issuer 
of  wliich  he  is  tlie  record  aud/or  l)eneficial  owner,  and  within  ten  days  after 
the  close  of  each  calendar  month,  if  there  has  been  an  change  in  liis  record  or 
beneficial  ownership  during  such  mouth,  shall  file  with  the  exchange  and 
the  Commission  a  statement  indicating  his  ownership  at  the  close  of  the  calen- 
dar month  and  such  changes  in  his  ownership  as  have  occurred  during  such 
calendar  month. 

That  is,  stockholders  shall  know  whether  the  directors  are  selling 
or  buying  the  stock  of  the  company.  There  has  been  ver}^  little 
criticism  of  that  })rovision.  Essentially  the  same  provisions  are  con- 
tained in  the  Twentieth  Century  Fund  report,  and,  as  I  remember, 
something  to  the  same  effect  is  in  the  Dickinson  report. 

Senator  Kean.  Suppose  a  man  is  not  a  director  at  all  and  does 
not  want  to  be  a  director,  and  he  happens  to  own  5  percent  or  buy 
5  percent.  Do  you  think  you  are  going  to  get  him  to  file  with  the 
exchange  all  the  time  just  the  number  of  shares  he  has? 

Mr.  Corcoran.  I  think  so,  sir. 

Senator  Kean.  I  think  then  he  is  not  going  to  take  it  in  his  own 
name. 

Mr.  Corcoran.  It  says :  "As  of  record  and/or  l)eneficially  ",  so  that 
if  he  does  not  take  it  in  his  own  name,  you  catch  him  just  the  same. 

Senator  Kean,  I  do  not  think  you  will  catch  him. 

Mr.  Corcoran.  That  is  a  ])roblem  always. 

Senator  Carey.  Is  "beneficial  owner"  the  proper  term  there? 

Mr.  Corcoran.  It  is  the  broadest  term  you  can  have. 

Senator  Kean.  I  think  it  is  all  right  to  apply  it  to  a  director  or 
officer,  but  I  think  to  require  the  ordinary  investor 

Mr.  Corcoran.  Five  percent  is  a  lot  in  a  modern  corporation. 
Many  corporations  are  controlled  by  5  percent  or  10  percent. 

Senator  Kean.  They  may  own  it  or  they  may  sell  it.  This  ap- 
plies to  all  corporations,  and  you  are  getting  down  to  the  point  where 
you  are  interfering  with  the  individual  a  good  deal  there.  I  agree 
with  you  with  respect  to  the  officers  and  directors. 

Mr.  Corcoran.  A  stockholder  owning  5  percent  is  as  much  an 
insider  as  an  officer  or  director.  Whether  he  is  a  titular  director  or 
not,  he  normally  is,  as  a  i)ractical  matter  of  fact,  a  director. 

Senator  Kean.  He  might  not  be. 

The  Chairman.  If  you  do  not  have  this  provision,  you  will  have 
the  directors  putting  in  dunnnies.  We  have  had  cases  where  dum- 
mies were  used. 

Senator  Kean.  They  are  all  going  to  be  dinnmies  in  the  future. 

Mr.  Corcoran.  There  is  a  provision  in  the  bill  to  catch  that,  if  they 
use  dummies.     I  will  come  to  that  later. 

Senator  Kean.  I  mean  to  say  that  if  a  man  owns  5  percent,  and 
then  simply  refuses  to  become  a  director,  they  do  not  elect  a  dummy. 
They  elect  some  other  fellow. 

Senator  Barkley.  We  tried  to  prevent  dummies  in  the  securities 
act. 

Mr.  Corcoran.  The  same  provision  is  in  this  act. 

Senator  Barkley.  They  are  stirring  up  a  lot  of  trouble  about  it. 

Mr.  Corcoran.  Subsection  (b)  reads  as  follows  [reading]  : 

(b)  It  shall  be  unlawful  for  any  director,  ofticer,  or  owner  of  securities, 
owning  as  of  record  and/or  beneficially  more  than  five  per  centum  of  any  class 
of  stock  of  any  issuer,  any  securit,y  of  wliich  is  registered  on  a  mitional  securi- 
ties exchange — 
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(1)  To  purchase  any  such  registered  security  with  the  intentiuu  or  exiiecta- 
tion  of  selling  the  same  security  within  6  montlis ;  and  any  profit  made  by 
sucli  person  on  any  transaction  in  such  a  registered  security  extending  over 
a  period  of  less  than  6  montlis  shall  inure  to  and  be  recoverable  by  the  issuer, 
irrespective  of  any  intention  or  expectation  on  his  part  in  entering  into  such 
transaction  of  holding  the  security  purchased  for  a  period  exceeding  6  months. 

That  is  to  prevent  directors  receiving-  the  benefits  of  short-term 
speculative  swings  on  the  securities  of  their  own  companies,  because 
of  inside  information.  The  profit  on  such  transaction  under  the 
bill  would  go  to  the  corporation.  You  hold  the  director,  irrespective 
of  any  intention  or  expectation  to  sell  the  security  within  6  months 
after,  because  it  will  be  absolutely  impossible  to  prove  the  existence 
of  such  intention  or  expectation,  and  you  have  to  have  this  crude 
rule  of  thumb,  because  you  cannot  undertake  the  burden  of  having 
to  prove  that  the  director  intended,  at  the  time  he  bought,  to  get  out 
on  a  short  swing. 

Senator  Gore.  You  infer  the  intent  from  the  fact. 

Mr.  Corcoran.  From  the  fact. 

Senator  Kean,  Suppose  he  got  stuck  in  something  else,  and  he 
had  to  sell  ? 

Senator  Barkley.  All  he  would  get  would  be  what  he  put  into  it. 
He  would  get  his  original  investment. 

Mr.  Corcoran.  He  would  get  his  money  out,  but  the  profit  goes  to 
the  corporation. 

Senator  Kean.  Suppose  he  had  to  sell. 

Mr.  C(*RCORAN.  Let  him  get  out  what  he  put  in,  but  give  the  cor- 
poration the  profit.     [Continuing  reading:] 

Such  suit  may  be  instituted  in  law  or  in  equity  in  any  court  of  competent 
jurisdiction  by  the  issuer  or  by  the  owner  of  any  security  of  the  issuer  in  the 
name  and  in  bolialf  of  the  issuer  if  the  issuer  shall  fail  or  refuse  to  bring  such 
suit  within  (JO  days  after  request,  or  shall  fail  diligently  to  prosecute  the  same 
thereai'ter.  For  the  purix)ses  of  this  subsection.  Ihe  profit  shall  be  calculated 
on  the  sale  or  sales  by  such  iK'r.son  of  such  security  made  at  the  highest  price 
or  prices  and  on  the  piu-cha.se  or  purchases  made  by  such  person  of  ^;uch 
security  at  tlie  lowest  price  or  prices  during  the  G  months'  period,  irrespective 
of  the  certificates  for  such  security  received  or  delivered  by  such  person  during 
such  period. 

That  is  in  case  he  said.  ''Well.  I  sold  within  G  months  after  I 
bought  some  stock,  but  the  stock  I  sold  was  not  the  stock  I  bought 
within  a  G  months'  period.     It  was  stock  I  bought  a  year  before.'' 

Senator  Bulkley.  Do  you  provide  for  the  converse  of  that,  where 
a  man  might  sell  for  a  short  term  with  the  intention  of  repurchasing? 

Mr.  Corcoran.  No;  it  should  have  been  provided  for.  No;  I  do 
not  think  you  need  to,  sir^  because  the  next  section  prevents  selling 
short. 

Senator  Bulkley.  It  would  not  be  selling  short.  He  might  be  a 
large  stockholder,  and  sell  his  own  stock  with  the  intention  of  re- 
purchasing. 

Mr.  Corcoran.  The  bill  does  not  cover  that  case.  I  do  not  know 
whether  it  should  or  not. 

Senator  Bulkley.  Is  that  not  just  as  reprehensible  as  to  take  a 
short  turn  on  the  up  side? 

Mr.  Corcoran,  You  see,  the  next  provision  prevents  either  short 
selling,  or  selling  against  the  box. 

Senator  Bulkley.  It  would  not  be  a  short  sale. 
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Mr.  Corcoran.  Or  selling  against  the  box. 

Senator  Bulkley.  It  would  not  be  against  the  box.  It  would  be 
his  own  stock. 

Mr.  Corcoran.  You  mean  a  case  where  he  sold  the  stock,  and 
within  6  months  bought  it  back  at  a  lower  price  ? 

Senator  Bulkley.  Yes.  A  man  having  a  large  amount  of  stock 
might  know  that  his  company  was  going  to  pass  a  dividend,  and  then 
sell  it  with  the  intention  of  purchasing  after  the  news  was  out. 

Mr.  Corcoran.  Possibly  a  provision  to  catch  that  should  go  into 
the  statute.     That  does  not  happen  as  often  as  the  other  case. 

Senator  Carey.  If  something  happened  so  that  he  had  to  raise 
some  money,  he  would  be  penalized  by  the  difference  between  his  high 
and  his  low  price. 

Mr.  Corcoran.  Yes.  You  have  to  have  a  general  rule.  In  par- 
ticular transactions  it  might  work  a  hardship,  but  those  transactions 
that  are  a  hardship  represent  the  sacrifice  to  the  necessity  of  having 
a  general  rule. 

Senator  Carey.  Suppose  this  stock  passed  to  an  estate,  and  the 
estate  had  to  raise  money? 

Mr.  Corcoran.  I  do  not  think,  in  that  case,  sir,  the  statute  would 
apply. 

Senator  Kean.  Why  not? 
Senator  Carey.  The  estate  is  the  beneficiary. 

Mr.  CocoRAN.  I  do  not  believe  it  would.  Certainly  the  intention 
was  that  it  should  not  apply  to  that  sort  of  a  situation. 

Senator  Gore.  Would  this  prevent  him  from  confederating  with 
someone  else,  if  he  were  willing  to  forfeit  the  profit?  His  friends 
on  the  outside  would  take  the  profit  resulting  from  the  influence  he 
exercised  on  the  market,  and  then  split  the  pot  with  him. 

Mr.  Corcoran.  There  is  an  attempt  in  the  next  section  to  catch 
that. 

Senator  Carey.  Would  it  be  possible  for  a  man  to  have  several 
people  purchase  this  stock  for  him? 

Mr.  Corcoran.  There  are  provisions  later  to  catch  his  wife  and 
children,  as  well  as  trustees  for  him.  There  is  also  a  provision  in 
the  next  section  to  catch  those  whom  he  tips  off,  and  who  probably 
buy  for  his  account,  and  split  the  j^rofit,  insofar  as  they  can  be 
caught.  Usually  men  are  not  as  ready  to  sell  a  stock  with  the  ex- 
pectation of  picking  it  up  on  the  down  grade  as  they  are  to  buy  a 
stock  on  what  they  think  is  going  to  be  a  rise  in  the  market. 

Senator  Bulkley.  A  director  would  be  in  a  position  to  know  bad 
things  about  the  company  in  advance  of  the  public,  the  same  as  he 
would  know  good  things. 

Mr.  Corcoran.  That  is  absolutely  true. 

Senator  (tore.  Does  this  rule  apply  to  insiders  as  well  as  to  the 
layman  on  the  outside? 

Mr.  Corcoran.  This  is  all  about  insiders. 

Senator  Gore.  Your  rule  might  apply  to  laymen,  but  I  do  not 
think  it  would  apply  to  insiders.  They  know  what  is  going  to 
happen. 

Senator  Barkley.  Suppose  a  man  buys  100  shares  at  $10,  and 
100  shares  at  $12,  and  100  shares  at  $15.  The  lowest  price,  of  course, 
is  10.     Suppose  he  sells  it  for  20,  22,  and  25.     The  highest  price  is  25. 
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As  I  understand  this  language,  the  profit  on  the  total  amount  of 
stock  is  the  difference  between  10  and  25. 

Mr.  CoRCORAX.  Oh,  no.  He  buys  10  shares  at  three  different  prices. 
If  he  sold  10  shares,  the  profit  would  be  the  biggest  spread  between 
the  lowest  price  at  which  he  bought  10  shares  and  the  highest  price  at 
which  he  sold  10  shares.  But  if  he  sold  30  shares,  you  would  take, 
for  the  first  10  shares,  the  biggest  spread  of  profit,  for  the  next  10 
shares  the  next  biggest  spread  of  profit,  and  for  the  third  10  shares, 
the  next  biggest  spread  of  profit.  But  ^^ou  W'Ould  not  establish  a 
given  spread  of  profit  for  all  three  sales  on  the  widest  spread  between 
the  lowest  price  and  the  highest  sale. 

Senator  Barklet.  All  these  transactions  are  a  matter  of  record. 
It  seems  to  me  the  simple  way  would  be  to  charge  him  with  the  actual 
profit. 

Mr.  Corcoran.  You  are  talking  now  about  the  sentence  that  begins 
at  line  11  on  page  29.  That  is  intended  to  apply  only  to  the  situa- 
tion where  a  director  who  has  a  large  block  of  stock,  or  a  stockholder 
who  owns  5  percent  of  the  stock,  wliich  he  has  accumulated  over  a 
period,  says  Avhen  he  is  charged  with  selling  within  6  months,  "'  Oh, 
this  is  not  a  6  months'  swing,  because  the  particular  shares  I  sold 
within  this  6  months  I  picked  up  2  years  ago.'' 

It  is  the  same  provision  you  have  in  the  income-tax  law.  Unless 
you  can  prove  the  actual  relationship  between  certificates,  you  take 
the  highest  price  sold  and  tlie  lowest  price  bought. 

The  Stock  Exchange  comment  on  this  section  is  very  interesting. 
You  will  notice  it  says  [reading]  : 

The  Now  York  Stock  Exchan;,"o  has  long  beou  aware  of  these  evils,  and 
despairing  of  effective  prosecutions  under  the  laws  of  all  States,  we  have  urged 
that  this  situation  lie  cured  by  the  passage  of  a  Federal  law  governing  the 
incorporation  of  companies. 

The  only  objection  the  Stock  Exchange  has  to  these  provisions  is 
that  they  put  a  heavier  burden  on  listed  companies,  because  the  direc- 
tors of  such  companies  cannot  cheat  their  stockholders,  than  it  does 
on  unlisted  companies,  which  will  still  be  in  the  position  where  their 
directors  can  cheat  their  stockholders. 

I  hardly  think  that  is  a  reason  why  we  should  not  protect  what 
stockholders  the  law  can  protect. 

Senator  Barkley.  I  am  not  concernetl  as  much  about  the  stock- 
exchange  reaction  to  this  section  as  I  am  about  the  effect  on  the 
average  man. 

Senator  Gore.  This  is  aimed  at  the  general  evil  of  officers  and 
directors  rigging  their  stock  up  and  down,  and  squeezing  out  their 
own  stockholders. 

Mr.  Corcoran.  Yes. 

Senator  Gore.  I  think  the  objective  is  desirable. 

Mr.  Corcoran.  Before  Ave  discuss  it  in  general,  may  we  go  on  to 
the  next  paragraph  of  the  same  section,  subsection   (2)    [reading]  : 

(2)  To  sell  any  such  registered  security,  if  the  person  selling  does  not  own 
tlie  security  sold  or  if  the  person  selling  owns  the  security  but  does  not  deliver 
it  against  such  sale  within  5  days. 

That  is  to  prevent  the  same  director,  officer,  or  principal  stock- 
holder from  selling  short  or  from  selling  against  the  box. 
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Senator  Gore.  That  is  absolute,  is  it? 

Mr.  Corcoran.  Yes ;  it  is  absolute. 

Senator  Gore.  An  officer  or  director  cannot  sell  the  stock  of  his  own 
concern  ?  , 

Mr.  Corcoran.  He  cannot  sell  short,  nor  can  he  sell  stock  which 
he  holds  in  his  own  box  for  delivery  against  the  eventual  short 
covering. 

Senator  Kean.  In  other  words,  if  he  happens  to  be  in  Europe,  he 
cannot  sell  his  stock. 

Mr.  Corcoran.  Within  5  days,  sir.  There  is  no  difficulty  about 
delivery  within  5  days.  If  you  were  in  Europe  and  sold  your  stock, 
the  stock  would  probably  be  in  a  strong  box  in  New  York,  and  you 
would  certainly  leave  the  key  with  someone  who  was  conducting 
your  affairs.  Normally  you  do  not  go  to  Europe  and  put  the  key 
to  your  safe-deposit  box  in  your  trousers'  pocket. 

Senator  Ivean.  No  ;  but  j^ou  hide  it  away. 

Mr.  Corcoran.  And  leave  nobody  in  charge  of  your  affairs? 

Senator  Kean.  And  leave  nobody  in  charge  of  that  box. 

Mr.  Corcoran.  Probably,  sir,  the  statute  should  make  an  exce])tion 
for  such  initrusting  people  who  go  away  with  their  strong-box  key. 
It  might  provide  for  duplicate  keys. 

Senator  Barkley.  You  might  require  him  to  take  his  securities 
with  him. 

Senator  Gore.  Or  turn  all  the  keys  over  to  some  key  commission. 
[Laughter.] 

Mr.  Corcoran.  Subparagraph  (3)  affects  the  friends  to  whom 
these  corporation  directors  and  officers  and  big  stockholders  pass  on 
a  tip  that  the  stock  is  going  up  for  a  short  swing,  and  through  whom 
they  may  conceal  their  own  operations,  since  the  friend  may  be 
simply  acting  as  an  agent  through  whom  the  director,  officer,  or 
principal  stockholder  effects  the  transaction  for  his  own  benefit. 
The  paragraph  reads  as  follows  [reading]  : 

(3)  To  disclose,  directly  or  indirectly,  any  confidential  information  regard- 
ing or  affecting  any  such  registered  security  not  necessary  or  proper  to  be  dis- 
closed as  a  part  of  his  corporate  duties.  Any  profit  nnide  by  any  person,  to 
whom  such  unlawful  disclosure  shall  have  been  made,  in  respect  of  any  trans- 
action or  transactions  in  such  registered  security  within  a  period  not  exceed- 
ing 6  months  after  such  disclosure  shall  inure  to  and  be  recoverable  by  the 
issuer  unless  such  person  shall  have  had  no  reasonable  ground  to  believe  that 
the  disclosure  was  confidential  or  was  made  not  in  the  performance  of  cor- 
porate duties. 

The  other  provisions  are  the  same.  That  provision  will  make  the 
stock  market  a  lot  less  fun,  but  it  is  probably  necessary. 

Senator  Carey.  That  would  mean  that  if  an  oil  company  expected 
to  bring  in  a  well,  and  an  officer  knew  of  it  and  imparted  that  infor- 
mation to  a  stockholder,  it  would  be  contrary  to  this  law. 

Mr.  Corcoran.  If  that  were  confidential,  and  if  the  stockholder  to 
whom  the  tip  was  imparted  knew  it  was  confidential  and  should  not 
have  been  disclosed.  You  will  notice  the  provision,  sir,  in  lines  5  to 
7  on  page  30.  Then,  if  there  were  any  profit  in  the  6  months'  swing 
in  the  stock,  the  com])any  would  get  the  profit. 

Senator  Carey.  Suppose  he  did  not  say  it  was  confidential,  but 
said  they  had  a  good  well  coming  in  tomorro^v,  and  this  fellow  went 
out  and  bought  some  stock? 
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Mr.  Corcoran.  The  person  who  is  being  sued  by  the  company,  if 
he  can  show  that  he  had  no  reasonable  ground  to  believe  that  the 
disclosure  was  confidential  or  was  made  not  in  the  performance  of 
corporate  duties,  would  not  be  liable. 

Senator  Barkley.  How  can  the  digging  of  an  oil  well  be  confi- 
dential ?    Anybody  who  passes  along  would  see  it. 

Mr.  Corcoran.  I  do  not  know  anything  about  the  oil  business. 

Senator  Carey.  The  information  is  not  always  given  out. 

Senator  Gore.  They  can  tell  whether  they  are  going  to  produce, 
or  whether  it  is  a  dry  well. 

Senator  Barkley.  They  cannot  tell  until  they  finish. 

Senator  Carey.  I  do  not  see  how  j^ou  can  determine  when  the  in- 
formation is  confidential  and  when  it  is  not. 

Mr.  Corcoran.  That  would  depend,  sir.  upon  the  nature  of  the 
business  of  the  company  and  the  nature  of  the  information. 

Senator  Carey.  Suppose  he  said,  "  I  have  a  letter  here  today  from 
our  man  out  in  the  field,  and  I  am  certain  from  what  he  says  that  we 
are  going  to  have  a  good  well."  The  man  goes  out  into  the  market 
and  buys. 

Mr.  Corcoran.  Whether  that  is  a  revelation  of  confidential  infor- 
mation depends  upon  all  the  circumstances  surrounding  the  case. 

Senator  Carey.  I  think  you  are  breeding  a  lot  of  lawsuits  here. 

Senator  Gore.  If  he  says,  "  strictly  between  us  two  ",  that  would 
be  confidential. 

Mr.  Corcoran.  May  we  go  on,  sir? 

The  Chairman.  Yes. 

^fr.  Corcoran.  Section  16  relates  to  the  accounts  and  records, 
reports,  examinations  of  exchanges,  members,  and  others  [reading]  : 

Sec.  16.  Every  national  securities  excliange,  every  menihor  thereof,  evei"y 
person  transactinfr  a  business  in  secui-ities  tln-ouj?li  the  medium  of  sucli  mcm- 
l)er,  every  dealer  making  or  creating  a  market  tor  securities  tlirough  the  mails 
or  the  use  of  any  means  or  instrumentality  of  interstate  connnerre,  shall  make, 
keep,  and  preserve  such  accounts,  correspondence,  memoranda,  papers,  hooks, 
and  other  records  and  make  such  reports  as  the  Connnission  by  its  rules  and 
regulations  may  prescribe.  The  accouuts.  correspondence,  memoranda,  papers, 
books,  and  other  ret-ords  of  such  persons  shall  be  subject  at  any  time  or  from 
time  to  time  to  such  periodic,  special,  or  other  examinations  by  examiners  or 
other  rei)resentatives  of  the  Commission  as  the  Comnnssion  nniy  deem  necessary 
or  apiu'opriate,  and  the  cost  of  such  examinations,  including  the  compensation 
of  the  examiners,  shall  be  fixed  by  the  Commission  and  paid  by  the  person 
examined. 

Senator  Kean.  Why  paid  by  the  person  examined  ?  If  they  want 
to  examine  anything,  let  them  go  and  examine  it,  but  let  them  pay 
for  it. 

Mr.  Corcoran.  This  is  one  of  the  costs  of  administration  of  the 
act. 

Senator  ICean.  It  may  be  one  of  the  costs  of  administration  of 
the  act,  but  it  is  a  great  burden  and  a  special  tax  on  the  individual. 

]Mr.  Corcoran.  This,  of  course,  applies  only  to  brokers  and  dealers 
on  exchanges.  It  does  not  apply  to  the  companies  li.sted  on  the 
exchanges. 

Senator  Carey  [reading]  : 

Every  i)erson  transacting  a  business  in  securities. 
And  so  forth. 
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Mr.  Corcoran.  That  is  a  broker  who  is  not  a  member  of  the 
exchange. 

Senator  Carey.  It  does  not  say  a  "  broker."    It  says  "  person." 

Mr.  Corcoran.  Transacting  business  in  securities. 

Senator  Carey.  A  person  who  sells  securities  is  transacting  busi- 
ness. 

Mr.  Corcoran.  No;  he  is  not.  We  had  some  talk  about  that  the 
other  day  when  you  were  not  in  here,  and  we  are  going  to  clarify 
that  language.  I  am  quite  sure  that  a  man  who  merely  bought  and 
sold  a  security  would  not  be  said  to  be  transacting  a  business  in 
securities. 

Senator  Barkley.  Any  more  than  a  man  who  is  in  the  habit  of 
buying  a  new  suit  of  clothes  now  and  then  would  be  in  the  business 
of  buying  clothes. 

Senator  Kean.  If  he  sold  it  to  another  fellow,  he  would  come 
under  this  act. 

Senator  Gore.  If  he  sold  it  to  a  second-hand  man  he  would  be  in 
trouble. 

Mr.  Corcoran.  Just  one  suit? 

Senator  Gore.  Yes. 

Mr.  Corcoran.  Then  we  should  be  careful  about  that. 

Senator  Kean.  I  do  not  see  why,  if  the  commission  wants  to  get 
any  information,  they  should  not  employ  their  own  people  to  get  it. 

Mr.  Corcoran.  Senator,  it  comes  down  to  this.  If  you  are  willing 
to  make  an  appropriation  large  enough  to  cover  the  costs  of  exami- 
nations, and  pay  it  out  of  the  Treasury,  all  right. 

Senator  Bulkley.  How  much  would  that  be? 

Mr.  Corcoran.  I  do  not  know.  Senator. 

Senator  Kean.  The  tax  is  enough  at  the  present  time  on  all  these 
businesses. 

Mr.  Corcoran.  I  think  you  will  find  in  practically  every  State  law 
a  provision  for  the  examination  of  persons  whose  examination  has 
been  thought  to  be  in  the  public  interest,  and  that  the  person  exam- 
ined pays  the  cost  of  the  examination. 

Senator  Kean.  In  banks  that  is  true,  but  not  in  other  businesses. 

Mr.  Corcoran,  I  know;  but  certainly,  sir,  the  securities  business 
has  been  important  enough  in  our  national  economy  so  that  if  j^ou 
are  justified  in  asking  banks  to  pay  the  cost  of  their  examination,  you 
are  justified  in  asking  exchanges  and  brokers  and  dealers  to  pay  for 
theirs. 

Senator  Bulkley.  With  respect  to  banks,  it  is  usual  to  have  a 
statutory  number  of  times  a  j'^ear  when  they  are  to  be  examined,  and 
it  is  not  merely  held,  over  them  as  a  club,  with  the  threat  "  if  you 
don't  do  so  and  so,  we  will  examine  you,  and  it  will  cost  you  so 
much." 

Mr.  Corcoran.  It  is  merely  a  question  of  where  you  want  the  bur- 
den to  fall. 

Senator  Bulkley.  It  is  more  than  that.  It  is  a  club  held  over 
them.  In  the  case  of  an  arbitrary  examination  at  the  discretion  of 
the  commission,  and  at  the  expense  of  the  part}^  to  be  examined,  it 
is  a  club  held  over  them. 

Senator  Kean,  And  they  can  employ  a  great  many  men  to  examine 
them. 
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Mr.  Corcoran,  In  speaking  of  the  periodic  examinations  that 
are  required  of  banks,  the  policy  or  wisdom  of  which  has  been  ques- 
tioned, since  we  have  learned  how  statements  are  dressed  for  the 
bank  examiner  these  days,  you  want  to  remember  that  the  banking 
business  is  a  more  steady  and  regular  business  than  is  the  business  of 
the  broker,  the  dealer,  or  the  exchange.  Certainly  you  would  not 
want  to  cut  down  the  Commission  to  a  periodic  examination.  The 
problem,  then,  arises:  If  you  feel,  as  a  matter  of  public  policy,  that 
you  want  the  Commission  in  a  position  where  it  is  not  held  down 
to  periodic  examinations  but  in  a  position  where  it  can  make  exami- 
nations whenever  it  chooses,  the  problem  arises  as  to  where  the  cost 
of  such  examinations  should  fall.  If  the  Congress  is  willing  to  ap- 
]:)ropriate  enough  money  so  that  the  Commission  may  feel  that  it  can 
make  examinations  when  it  is  in  the  public  interest  to  do  so,  that  is 
perfectly  all  right.  We  are  merely  talking  now  of  where  the  money 
comes  from. 

Senator  Bulklet.  I  do  not  think  that  is  all  that  is  involved  in 
it  at  all. 

Senator  Kean.  No.    There  is  a  great  deal  more  than  that. 

Mr.  Pecoka.  In  the  case  of  banks  the  law  authorizes  or  directs  the 
Comptroller  of  the  Currency  to  make  a  minimum  number  of  exam- 
inations a  year. 

Senator  Bulkley.  Exactly,  and  everybody  that  goes  into  the  bank- 
ing business  knows  what  he  is  up  against  in  that  resi)ect. 

Mr.  Pecora.  But  there  is  nothing  in  the  law  which  prevents  the 
Comptroller  of  the  Currency  from  making  more  than  the  minimum 
number  of  examinations  of  the  bank. 

Senator  Kean.  But  it  is  a  custom. 

Mr.  Pecora.  There  is  no  record  of  the  Com]itroller  of  the  Cur- 
rency having  abused  that  authority  to  the  prejudice  of  a  bank. 

Senator  Kpun.  The  other  side  is  this,  that  in  the  income-tax  ad- 
ministration they  go  around  and  examine  your  books.  In  my  office 
I  have  one  ])retty  nearly  all  the  time,  I  think. 

Senator  Barkley.  Vou  ought  not  to  have  so  much  business. 

Mr.  Pecora.  From  some  of  the  evidence  this  committee  has  heard, 
there  liave  not  been  enough  examinations  by  income-tax  agents. 

Senator  Kean..  I  do  not  })ay  for  that,  and  I  do  not  expect  to  pay 
for  that. 

Senator  Barkley.  You  do  if  they  find  anj'thing  wrong. 

Senator  Ke^vn.  Yes. 

Mr.  Corcoran.  Section  IT 

Mr.  Kedmond  (interposing).  Mr.  Corcoran,  is  there  not  a  final 
sentence  to  that  last  section  of  some  importanc(>  ? 

Mr.  Corcoran.  It  is  something  thpt  has  worried  you?  It  has  never 
worried  me.  Perhaps  you  woidd  like  to  make  the  argument  before 
the  committee. 

Mr.  Redmond.  I  do  not  think  you  read  it  to  the  committee. 

Mr.  Corcoran  (reading)  : 

Any  representative  of  the  Commission  desisnated  by  it  shall  have  acces>4  to 
the  premises  or  any  part  thereof  of  any  national-securities  exchange  and  the 
right  to  attend  any  meeting  or  proceeding  of  the  exchange  or  any  committee 
thereof. 

After  all,  under  the  theory  of  this  bill,  exchanges  and  exchange 
committees  are  no  longer  private  clubs  but  are  instrumentalities  of 
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the  public.  Certainly  there  is  no  reason  I  can  see  why  a  repre- 
sentative of  the  Commission  should  not  be  permitted,  if  it  is  thought 
desirable,  to  attend  meetings  of  an  exchange. 

Mr.  Redmond.  It  raises  simply  the  question  as  to  whether  the 
exchanges  are  going  to  be  operated  by  the  Federal  Trade  Commis- 
sion, or  whether  the  exchanges  are  going  to  be  left  as  independent 
bodies  subject  to  regulation. 

Mr,  Corcoran.  Not  operated,  sir — merely  an  observer  setting  at 
the  meeting.    This  does  not  say  he  shall  run  the  meeting. 

Mr.  Redmond.  No  ;  but  every  bit  of  confidential  information  would 
be  immediately  available  to  that  representative,  and  might  be  used 
by  him,  apparently,  for  any  purpose. 

Mr.  Corcoran.  Sir,  under  the  circumstances  and  in  view  of  the 
need  for  public  regulation  of  the  stock  exchanges,  is  there  any  strictly 
stock  exchange  business  that  is  confidential  any  more  ? 

Mr.  Redmond.  I  think  there  is,  Mr.  Corcoran. 

Mr.  Corcoran.  You  mean  you  would  like  to  have  it  so. 

Mr.  Redmond.  No.  I  think  it  exists,  but  that  is  just  a  different 
point  of  view. 

Mr.  Corcoran.  May  we  go  on  to  section  17? 

The  Chairman,  Yes. 

Mr,  Corcoran.  '•  Liability  for  misleading  statements."'    [Reading :] 

Sec.  17.  (a)  Any  person  who  shall  make  or  any  person,  including  any  di- 
I'ector,  officer,  accountant,  or  other  agent  of  such  person,  who  sliall  be  respon- 
sible for  tlie  making  of  any  statement  in  any  application,  report,  or  document 
filed  with  the  commission,  whicii  statement  is,  in  the  light  of  the  circumstances 
under  whch  it  was  made,  false  or  msleading  in  respect  of  any  matter  sufficently 
important  to  influence  the  judgment  of  an  average  investor  shall  be  liable  to 
any  person  (not  knowing  that  such  statement  was  false  or  misleading)  who 
shall  luive  purchased  or  sold  a  security  the  price  of  which  may  have  been 
affected  by  such  statement,  and  the  person  injured  may  sue  in  law  or  in  equity 
in  any  c<jurt  of  competent  jurisdiction  for  tlie  damages  caused  by  such  state- 
ment, unless  the  person  sued  shall  sustain  the  burden  of  proof  that  he  acted 
in  good  faith  and  in  the  exercise  of  reasonable  care  had  no  grountl  to  believe 
that  such  statement  was  false  or  misleading. 

That  is  the  provision  of  the  Securities  Act  toned  down  a  little. 

Senator  Kean.  I  think  that  is  all  right. 

Senator  Gore.  Who  is  an  "  average  investor  "  ? 

Mr.  Corcoran.  I  think  that  is  as  close  as  you  can  come  to  it.  I 
have  heard  the  critici.sm  that  no  one  knows  who  the  average  in- 
vestor is,  but  I  do  not  know  how  otherwise  you  are  going  to  describe 
the  standard  you  are  trying  to  uphold. 

Subparagraphs  (b)  and  (c)  establish  a  rough  rule  of  damages  in 
the  event  that  the  person  cannot  prove  his  actual  damage.  Sub- 
paragraphs (b)  and  (c)  need  to  be  redrafted  to  make  certain  that  if 
actual  damage  is  provable,  the  injured  person  can  collect  no  more 
than  the  actual  damage.  This  rule  of  thumb  is  substantially  that 
which  we  have  discussed  earlier  in  connection  with  manipulations 
and  pools, 

Mr.  Redmond.  To  be  limited  to  the  actual  damage  ? 

Mr.  Corcoran.  Yes;  if  there  is  any  actual  damage  provable. 

Mr.  Redmond.  You  would  not  allow  them  to  recover  unless  there 
was  actual  damage,  would  you,  Mr.  Corcoran  ? 

Mr.  Corcoran.  What  we  are  talking  about  is  a  situation  where, 
for  instance,  an  investor  has  purchased  on  the  basis  of  a  false  report 
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whereas  he  might  not  otherwise  have  purchased  and  has  not  sold  out. 
In  that  case  I  do  not  know  what  the  actual  damage  is. 

Senator  Costigan.  You  might  allow  nominal  damages. 

Mr,  Corcoran.  No  ;  not  nominal  damages. 

Mr.  Redmond.  Suppose  the  stock  is  selling  higher  than  he  pur- 
chased it. 

Mr.  Corcoran.  Then  there  is  no  damage. 

Mr.  Redmond.  There  is  nothing  which  would  prevent  his  recover- 
ing under  the  theory  you  just  advanced. 

Mr.  Corcoran.  As  1  have  just  said,  we  have  discussed  reworking 
these  sections  concerning  damages  for  civil  liability,  for  manipula- 
tions. 

Section  18 

Senator  Kean.  I  want  to  talk  about  subparagraph  (c)  of  section 
17.    That  I  regard  as  nothing  but  blackmail. 

Mr.  Corcoran.  Then  subparagraph  (b)  is  blackmail,  too. 

Senator  Kean.  No;  because  you  say  ''  2  years  after  the  discovery." 
Two  years  after  filing  the  papers  would  be  all  right,  but  2  years  after 
discovery  means  nothing  but  blackmail. 

Mr.  Corcoran.  You  are  talking  about  subparagraph  (e).  I 
thought  you  said  (c).     I  am  very  sorry. 

Senator  Keax.  You  are  right.  I  have  made  a  mistake.  Subpara- 
graph (e)  is  nothing  but  bhickmail.  I  think  that  the  suit  should  be 
brought  within  2  years  after  filing  the  papers. 

Mr.  Corcoran.  But  very  often  you  do  not  discover 

Senator  Kean.  Tliey  discover  it  after  the  market  has  gone  down, 
and  after  something  has  happened,  and  they  are  looking  for  mis- 
takes, and  years  afterwards  there  is  a  liability  that  carries  to  your 
grandchildren  and  gi-eat-graudchildren. 

Mr.  Corcoran.  You  mean  that  there  sh(iuld  be  a  cut-off— say  10 
3^ears  after  the  basis  of  suit  actually  happened? 

Senator  Kean.  I  think  it  should  be  G  years  after  the  thing  hap- 
pened, at  most.     That  is,  the  legal  liability. 

Mr.  Corcoran.  What  you  mean  ,to  say  is  that  there  should  be  a 
provision,  or  statute  of  limitations,  in  here  to  the  effect  that  the 
action  may  be  maintained  at  any  time  within  2  years  after  the  dis- 
covery of  the  violation,  but  in  no  event  more  than  G  years  after  the 
actual  filing  of  the  false  re])ort  ^ 

Senator  Kean.  I  am  ready  to  take  that. 

Senator  Caret.  Do  you  not  think  it  will  be  discovered  within  2 
years? 

Senator  Kean.  It  ought  to  be.  I  think  it  ought  to  be  within  2 
yeai's. 

Senator  Carey.  This  says  he  has  to  sue  within  2  j^ears. 

Senator  Kean.  After  discovery. 

Senator  Caret.  Would  he  not  have  discovered  it,  if  he  had  bought 
stock?     Would  he  have  to  wait  2  years? 

Senator  Kean.  Suppose  he  waited  10  years,  and  some  fellow  found 
out  that  there  was  a  mistake  in  a  paper  10  years  afterward. 

Senator  Carey.  You  mean  he  discovered  a  fraud  was  perpetrated? 

Senator  Kean.  Ten  years  afterward,  or  20  years  afterward. 

Mr.  Corcoran.  There  is  a  provision  in  the  Securities  Act  which  re- 
quires you  to  bring  suit  within  a  certain  time  after  the  discovery,  but 
there  is  a  cut-off  at  10  years.     You  wish  something  analogous  to  that? 
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Senator  Kean.  I  think  the  suit  should  be  brought  within  2  years 
of  the  filing  of  the  paper. 

Mr.  Corcoran.  That  is  pretty  short. 

Senator  Kean.  I  do  not  think  so. 

The  Chairman.  The  other  suggestion  is  better. 

Mr.  Pecora.  Within  2  years  after  discovery,  but  in  any  event  not 
more  than  6  years  after  the  violation. 

Senator  Kean.  That  is  the  legal  limit,  but  this  only  leads  to 
blackmail. 

The  Chairman.  We  will  consider  that. 

Senator  Barklet.  I  do  not  quite  understand  that  blackmail 
reference. 

Senator  Kean.  You  would  if  you  were  in  the  business. 

Senator  Barkley.  If  I  were  in  the  blackmail  business;  yes. 

Senator  Kean.  If  you  were  in  the  blackmail  business  you  w^ould 
understand  it  very  well. 

Mr.  Corcoran.  Section  18.  Some  of  this  we  discussed  j^esterday, 
down  to.  I  should  say,  paragraph  (c).  Is  it  satisfactory  to  you, 
Mr.  Redmond,  if  I  start  at  (c)  ? 

Mr.  Redmond.  Oh,  yes. 

Mr.  Corcoran.  Jumping  over  to  page  34  of  the  bill  [reading]  : 

The  ai:tliority  above  given  the  Commission  shall  include,  among  other  things, 
authority  to  prescribe  such  rules  and  regulations  for  national  securities  ex- 
changes, their  members  and  persons  transacting  a  business  in  securities  throi;gh 
such  members,  in  addition  to  those  specifically  pmvided  in  this  act.  as  it  may 
deem  necessary  or  appropriate  in  the  public  interest  or  for  the  protection  of 
investors,  and  may  by  its  rules  and  regulations  more  specifically  define  the 
form  and  procedure  to  be  followed  in  carrying  the  provisions  of  this  act  into 
effect.  The  Commission,  among  other  things,  may  prescribe  the  time  and 
method  of  making  settlements,  payments,  and  deliveries — 

Which  amounts  to  this,  that  if  an  exchange  is  not  doing  its  job 
in  respect  of  the  rules  for  operating  the  exchange,  the  Commission 
can  step  in  and  prescribe  the  rules  under  which  the  exchange  shall 
operate  in  practically  all  particulars  affecting  the  investing  public. 

Senator  Kean.  In  other  words,  it  can  run  the  exchange. 

Mr.  Corcoran.  In  a  very  extreme  case,  yes;  it  can  run  the  ex- 
change as  an  alternative  to  rescinding  its  license  and  putting  it  out 
of  business  altogether,  which  practically  every  other  proposal  for 
regulating  the  exchanges  provides  for.     [Reading  further :] 

The  Commission,  among  otlier  things,  may  prescribe  the  time  and  method 
of  making  settlements,  payments,  and  deliveries — 

That  is  with  relation  to  transactions  in  stocks  and  bonds — 

the  time  and  method  of  calculating  margin   requirements,   and   the  time  and 
method   of  closing  out  undermargined   accounts. 

Senator  Kean.  I  think  that  is  very  bad.  If  a  fellow  is  under- 
margined  and  will  not  pa}^  up  his  margin,  I  want  to  sell  him  out; 
I  want  my  money. 

Mr.  Corcoran.  Of  course,  you  represent  the  broker's  attitude,  sir; 
you  are  a  broker.  But  there  may  be  a  certain  public  desirability  that 
there  be  a  locus  penitentiae  for  the  fellow  to  whom  you  have  given 
notice  at  2  o'clock  in  the  afternoon  to  "  pony  up  "  by  5  in  the  after- 
noon. 
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Senator  Kean.  I  might  get  wiped  out  in  the  meantime. 

Mr.  Corcoran.  Very  seklom,  sir.  I  think  it  is  pretty  well  estab- 
lished that  brokere  very  seldom  get  wiped  out  through  their  rela- 
tionships with  their  customers. 

Senator  Kean.  A  lot  of  them  have  lost  a  lot  of  money  in  the  last 
few  years. 

Senator  Barkley.  That  was  not  because  they  did  not  wipe  out 
their  customers  in  plenty  of  time. 

Senator  Kean.  A  lot  of  them  have  lost  a  lot  of  money  themselves. 

Senator  Gore.  In  dealing  on  their  own  account,  you  mean? 

Senator  Kean.  No  ;  I  did  not  mean  that. 

Senator  Gore.  Maybe  they  operated  on  insufficient  margin? 

Senator  Kean.  No;  they  had  plenty  of  margin  to  start  with,  but 
they  were  carried  too  long ;  the  market  was  not  broad  enough.  This 
is  a  question  of  allowing  a  political  body  to  tell  you  when  you  can 
sell  out  and  when  you  can't.  The  point  is  that  if  that  political 
body  does  not  want  you  to  sell  out,  they  can  say  you  cannot  sell; 
and  how  are  you  going  to  protect  yourself  ? 

The  Chairman.  Where  is  that.  Senator? 

Senator  Kean.  The  hrst  two  lines  at  the  top  of  page  35. 

Senator  Barkley.  What  are  you  driving  at,  near  the  top  of  page 
35,  where  you  say : 

The  commission,  amonj;  other  things,  may  by  rules  and  regulations  prescribe 
rules  for  the  conduct  of  business  on  exchanges,  for  the  classification  of  mem- 
bers— ■ 

AVhat  do  you  mean  by  that? 

Mr.  Corcoran.  Sometimes  on  some  exchanges  you  have  variations 
in  memberships.  On  the  New  York  Exchange  all  members  have 
equal  privileges.  That  is  not  true  of  all  exchanges.  [Reading  fur- 
ther :] 

The  commission,  among  other  things,  may  by  rules  and  regulations  prescribe 
rules  for  the  conduct  of  business  on  exchanges,  for  the  classification  of  mem- 
bers, for  the  election  of  officers  and  committees  to  ins;ure  a  fair  representation 
of  the  membership,  for  the  suspension,  'expulsion,  or  disciplining  of  uiembei'S, 
for  the  listing  or  striking  from  listing  of  any  security  with  right  of  appeal 
by  the  issuer  to  the  commission,  for  the  reporting  of  transactions  on  the 
exchanges  and  upon  tickers  maintained  by  or  A\ith  the  consent  of  any  ex- 
change, including  the  method  of  reporting  short  sales,  sales  of  securities  in 
default  in  bankruptcy  or  receivership,  and  sales  involving  other  special  circum- 
stances. The  commission  may  fix  or  prescribe  the  method  of  fixing  uniform 
rates  of  commission,  interests  and  other  charges,  may  prescribe  Tnininium  units 
of  trading,  rules  limiting  the  manner,  method,  and  place  of  soliciting  business, 
rules  for  o<ld-lot  purchases  and  sales,  rules  regarding  minimum  deposits  on 
marginal  accounts,  and  rules  limiting  or  prohibiting  the  registration  or  trading 
in  any  security  within  a  specified  period  after  the  issuance  or  primary  distribu- 
tion thereof — 

That  is  to  prevent  listing  securities  on  an  exchange  before  they 
have  been  sufficiently  broadly  distributed. 

Senator  Gore.  Are  these  the  general  powers  of  the  Commission? 

Mr.  Corcoran.  Yes,  sir. 

The  Chairman.  Does  the  bill  give  the  Commission  power  to  fix 
interest  rates  on  call  loans? 

Mr.  Corcoran.  The  word  "  interest "  here  relates  to  charges  made 
to  customers  for  carrying  an  account.    When  you  buy  on  margin, 
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of  course  yoii  borrow  from  a  broker.  He  charges  you  interest  on 
the  debit  balance. 

The  Chairman.  I  understand  that;  but  is  there  any  provision  in 
tlie  bill  reaching  that  question  of  interest  on  call  loans  ? 

Mr.  Corcoran.  No,  sir ;  but  since  all  call  loan  borrowing  will  have 
to  be  done  through  members  of  the  Federal  Reserve  System,  they 
will  have  a  certain  conti'ol  over  that. 

The  Commission  has  poAver  to — 

Prescribe  rules  governing  the  carrying  of  accounts  and  ti)  proliihit  fictitious 
or  numbered  accounts  and  require  the  disclosure  of  the  real  and  benefli-inl 
owners  thereof.  The  Commission  shall  have  power  to  fix  the  hours  of  trading, 
and,  if  the  public  interest  in  its  opinion  so  requires,  sunnnarily  to  suspend 
trading  in  any  registered  security  upon  any  registered  exchange  for  a  period 
not  exceeding  90  days. 

(d)  The  rules  and  regulations  of  the  Commission  shall  be  effective  tipon 
publication  in  the  manner  which  the  Commission  shall  prescribe. 

Senator  Gore.  Right  there  j^ou  suspend  trading.  AVould  you  not 
limit  the  rights 

Mr.  Corcoran.  It  is  suspending  a  stock  from  trading  because  you 
think  there  is  something  Avrong  in  the  trading.  I  think  even  the 
Exchange  does  that.  It  sus})ends  operations  in  a  stock  when  it  finds 
there  is  something  wrong  going  on. 

Taking  the  criticisms  of  those  two  sections,  let  us  first  deal  with 
a  minor  criticism  of  section  {d).  That  section  was  taken  ver- 
batim out  of  the  securities  act.  Mr.  Whitney  points  out  that  the 
rules  and  regulations  go  into  effect  overnight  without  adequate 
notice.  I  would  suggest,  Mr.  Chairman,  that,  if  there  is  any  feeling 
about  that,  there  is  no  objection  to  a  provisicm  for  adequate  and  rea- 
sonable notice  prior  to  the  time  the  rules  and  regulations  go  into 
effect. 

Section  (c)  raises  a  frank  problem  of  policy,  whether  to  put  the 
regulatory  commission  in  the  position,  wherever  an  exchange  does 
not  promulgate  adequate  rules  and  regulations  for  the  handling 
of  the  public's  money  on  the  exchange,  to  step  in  and  compel  the 
exchange  to  change  its  rules  and  regulations.  Understand  that 
at  the  present  time  the  public's  money  is  subject  to  rules  and  regu- 
lations drawn  up  at  the  absolutely  untrammeled  discretion  of  an 
exchange  operated  like  a  private  club,  and  that  you  are  giving  the 
regulatory  coimnission  here  no  more  power  than  the  stock  exchange 
itself  possesses  over  the  operations  of  the  public's  money  in  the 
market  without  any  law. 

I  think  Mr.  Redmond  wants  to  say  something  about  that. 

Mr.  Redmond.  Xo,  I  think  you  have  sumnied  up  the  situation. 
It  is  the  ])ower  to  operate  which  is  being  vested  in  a  Federal  admin- 
istrative body. 

Mr.  Corcoran.  It  is  a  power  to  step  in  in  the  event  the  Connnis- 
sion  finds  the  method  of  operation  being  undertaken  bj^  the  exchange 
unsatisfactory  to  it. 

Mr.  Redmond.  There  is  no  such  limitation  to  the  provision. 

Mr.  Corcoran.  I  admit  it  comes  down  to  the  same  thing,  but  I  am 
just  putting  it  from  the  other  point  of  view. 

Ml'.  Redmond.  I  should.  I  think,  point  out  that  some  of  these 
powers  go  beyond  the  powers  of  the  governing  committee  of  the 
Exchange  and  involve  matters  that  can  only  be  changed  by  an  amend- 
ment to  the  constitution  of  the  exchange. 
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Mr.  CoRCORAX.  But  still  completely  within  the  power  of  the 
■t'xchanc:e  as  an  exchange. 

Mr.  Kedmond.  If  you  assume  that  all  the  members  would  vote  in  a 
particular  way,  yes;  but  if  they  should  vote  differently,  not  even  the 
governing  committee  nor  any  other  group  of  members  of  the  exchange 
could  possibly  make  the  change. 

Mr.  CoRCORAX.  But  the  Exchange  as  a  whole  could  make  the 
change.    It  is  completely  within  its  power. 

Mr.  Redmond.  Yes. 

Senator  Kean.  But  you  do  not  think  that,  given  this  power,  a 
connnission  is  not  going  to  step  in  right  away,  do  you?      , 

Mr.  Corcoran.  No;  I  should  think  that  a  commission  in  self- 
protection 

Senator  Kean.  It  would  step  in  under  any  circumstances  and 
exercise  the  full  powers  conferred  by  the  law. 

Mr.  Corcoran.  I  do  not  think  that  the  Commission  would.  I 
think  a  commission  with  any  intelligence  would  be  discreet  enough  not 
to  trv  to  run  the  Stock  Exchange.  But  if  the  Commission  is  to  be  in 
])osition  to  revoke  the  license  of  and  completely  suspend  an  exchange, 
it  certainly  should  be  in  a  i)Osition  to  do  something  less  than  that  and 
change  the  rules  of  the  exchange  or  any  ])articular  rule  of  the  ex- 
change. Otherwise,  you  put  the  Commission  in  a  position  where  it 
cannot  correct  an  abuse  on  an  exchange  short  of  suspending  the 
exchange  and  comi)letely  ruining  the  mai'ket  for  its  securities. 

Senator  Gore.  You  do  not  think  that  would  be  desirable? 

Mr.  Corcoran.  I  think  in  some  cases  it  may  be  necessary,  but  it 
certainly  is  not  desirable,  sir,  to  empower  the  Commission  to  change 
bad  conditions  on  an  exchange  only  by  abolishing  the  exchange. 

Senator  Gore.  Let  me  ask  you  this,  Mr.  Corcoran.  I  suppose  you 
have  considered  this,  but  do  you  think  it  an  impossibility  by  this  act, 
if  those  powei's  were  exercised,  that  it  might  drive  the  exchanges  to 
Montreal  ? 

Mr.  Corcoran.  We  aie  ready  for  Montreal,  sir;  that  comes  in  in 
section  28. 

Senator  Gore.  You  are  going  to  regulate  Canadian  exchanges? 
I  thinly  that  is  a  good  idea.  But  what  I  had  really  in  mind  was  this 
heavy  typewriter  or  telety})e  machine.  I  can  sit  in  this  room  and 
write  on  such  a  typewriter  and  it  will  also  operate  one  in  ]\Iontreal. 
Does  not  the  matter  involve  an  element  that  is  hard  to  reach,  appre- 
ciating the  persistence  of  the  bootlegger  in  his  determination  to 


survive 


Mr.  Corcoran.  We  have  done  our  best  with  Montreal. 

Senator  Gore.  If  there  are  some  j^eople  here  who  really  would  like 
to  be  excused  from  your  regulation  and  who  want  to  transact  business 
in  Montreal,  do  you  think  you  ought  to  pursue  them  up  there? 

Mr.  Corcoran.  Yes:  I  think  so.  I  think  so,  particularly  because 
one  of  the  arguments  made  against  regulation  is  the  threat  that  if 
you  try  to  regulate  the  business  of  American  securities  in  the  United 
States  it  will  all  run  over  to  London  or  Mtmtreal  or  Amsterdam. 

Senator  Kean.  Are  they  not  entitled  to? 

Mr.  Corcoran.  Yes;  except  that  if  you  are  going  to  regulate  the 
American  public's  dealing  in  their  own  securities  you  should  not  let 
that  dealing  get  out  of  your  jurisdiction. 
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Senator  Gore.  You  want  to  pen  them  up  and  then  regulaate  them? 

Mr.  Corcoran.  We  will  give  the  Commission  power  to  prescribe 
rules  and  regulations  for  such  cases  as  seem  in  the  public  interest. 

Senator  Kean.  I  would  like  to  state  here  that  when  I  was  a  boy  I 
was  with  a  house  that  was  not  a  member  of  the  exchange.  They 
succeeded  in  making  more  money  than  almost  anybody  in  Wall  Street 
at  that  time. 

Mr.  Pecoea.  That  is  probably  still  true  of  some  individuals. 

Senator  Kean.  They  made  a  great  deal  of  money.  They  would 
jDrepare  the  mail  to  go  abroad,  and  I  would  take  that  mail  to  the 
steamer,  putting  English  stamps  on  it,  and  it  was  delivered  to  the 
steamer  by  hand,  which  was  not  interstate  commerce,  because  when 
I  gave  it  to  the  purser  of  the  steamer  they  said  it  was  in  the  custody 
of  the  Queen  and  it  was  all  right.     The  law  would  not  cover  that. 

Senator  Gore.  Oh,  yes. 

Senator  Kean.  No. 

Senator  Gore.  We  have  got  to  take  the  Queen  into  this  scheme. 

Senator  Kean.  All  foreign  mail  was  delivered  by  hand  to  the 
purser  of  the  steamer. 

The  Chairman.  A  foreign  ship? 

Senator  Kean.  Yes.     The  mail  had  English  stamps  on  it. 

The  Chairman.  Proceed,  Mr.  Corcoran. 

Mr.  Corcoran.  We  are  running  short  on  time,  sir.  May  I  just 
simply  say  that  subsection  (e)  provides  for  the  power  of  the  Com- 
mission to  subpena  witnesses  in  connection  with  investigations  under 
this  bill.  The  stock  exchange  objects  to  the  provision  in  subsec- 
tion (e).  I  think  that  is  a  little  bit  unusual,  because,  as  a  matter  of 
fact,  these  are  practically  the  provisions  of  the  ]\Iartin  act  of  New 
York,  of  which  the  stock  exchange  urged  the  passage  so  that  the 
attorney  general  could  deal  with  people  whom  it  did  not  like.  This 
is  just  simply  turning  around  the  very  act  which  the  stock  exchange 
pushed  through  the  Legislature  of  New  York  so  it  may  appl}'  to  the 
stock  exchange  as  well. 

Mr.  Redmond.  I  do  not  know  whether  it  is  your  youth  or  not,  but 
the  history  o,f  the  passage  of  the  Martin  Act  which  you  have  just 
given  is  slightly  inaccurate. 

Mr.  Corcoran.  I  had  my  information,  sir,  from  an  assistant  to  the 
Attorney  General  of  the  State  of  New  York,  who  is  in  this  room. 

Mr.  Kedmond.  I  realize  that  there  has  been  a  great  deal  of  in- 
formation given  you  and  that  you  have  testified  from  information 
quite  freely;  but  aside  from  that,  there  is  a  difference,  as  I  under- 
stand the  language  of  the  two  acts.  This  purports  to  i^revent  a 
witness  who  is  examined  from  giving  any  information  in  regard 
to  the  examination  to  anybody  except  with  the  permission  of  the 
Commission. 

Mr.  Corcoran.  That  is  to  protect  the  market  from  leakage  as  to 
what  i,s  going  on  in  the  witness  room.  In  the  event  that  an  examina- 
tion is  being  made  whicli  eventually  does  not  end  up  in  the  pillorying 
of  the  stock,  there  should  not  be  leakage  from  the  examination  room 
that  may  affect  the  market  or  hurt  the  stock. 

Mr.  Redmond.  Then  you  want  to  prevent  him,  as  I  see  it,  from 
giving  information  of  the  examination.  Sureh^  he  ought  to  be  al- 
lowed to  consult  his  own  counsel  as  to  wliat  transpired  in  the  exam- 
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inations  before  the  representatives  of  the  Commission.  Otherwise 
we  have  come  to  a  star-chamber  proceeding  of  a  most  unique  kind. 

Mv.  Pecora.  Do  3^ou  not  recognize  the  language  here  as  being 
ahnost  verbatim  from  the  Martin  Act? 

Mr.  Redmond.  I  do  not,  quite  frankly;  I  am  not  as  familiar  with 
it  as  Mr.  Corcoran  seems  to  think  I  am. 

Mr.  Pecora.  This  language  was  taken  verbatim  from  the  Martin 
Act,  and  that  has  been  in  operation,  now,  in  New  York  State  for 
fully  10  or  12  years  and  it  has  been  upheld  by  the  court  there. 

Mr.  Redmond.  This  provision  ? 

Mr.  Pecora.  Yes ;  it  is  frequently  invoked  by  the  attorney  general 
of  the  State  of  Ncav  York,  jn-actically  every  week  of  the  year;  and 
I  never  have  heard  any  criticism  of  it  from  the  stock  exchange.  I 
have  heard  nothing  but  encomiums  of  praise  from  the  stock  exchange 
with  respect  to  the  Martin  Act. 

Senator  Bulkley.  What  language  are  you  referring  to? 

Mr.  Pecora.  The  concluding  sentence  of  subdivision  {e)  on  page 
37. 

Mr.  Redmond.  I  will  be  delighted  to  compare  it  with  the  Martin 
Act  and  see  whether  the  context  is  the  same,  Mr.  Pecora. 

Mr.  Pecora.  If  you  will  take  the  trouble  to  do  that,  you  will  verify 
my  statement. 

Mr.  Redmond,  But  there  must  be  some  further  limiting  language. 
Certainly  it  has  not  been  enforced  in  New  York,  to  my  knowledge, 
to  prevent  a  man  from  consulting  his  own  counsel. 

Mr.  Pecora.  I  am  telling  you  that  this  is  a  provision  of  the  Martin 
Act  which  has  been  practically  lifted  bodily  out  of  the  Martin  Act 
and  put  in  this  subsection;  and  it  is  invoked,  I  venture  to  say,  prac- 
tically every  business  day  of  the  year  by  the  attorney  general's  office 
in  the  State  of  New  York. 

Senator  Carey.  Does  this  deny  an  attorney  to  a  man  summoned 
as  a  witness? 

Mr.  Pecora.  That  construction  has  never  been  placed  upon  it  in 
any  court  tliat  I  know  of.  The  pbvious  purpose  of  the  section  is 
clear  to  everybody,  I  think,  and  it  is  just  as  Mr.  Corcoran  has  indi- 
cated. There  may  be  an  abuse  of  power  under  any  kind  of  statute, 
regulatory  or  otherwise ;  but  that  is  no  reason  for  not  enacting  laws 
designed  for  the  public  interest. 

Senator  Gore.  This  does  not  give  the  Commission  power  to  pre- 
scribe what  a  witness  shall  testify  to,  does  it? 

Senator  Kean.  Not  quite ;  almost. 

Mr.  Corcoran.  Section  19,  "  Liability  of  controlling  persons," 

Without  reading  those  paragraphs,  the  first  is  taken  verbatim  from 
the  Securities  Act.  The  purpose  is  to  prevent  evasion  of  the  provi- 
sions of  the  section  by  organizing  dummies  who  will  undertake  the 
actual  things  forbidden  by  the  section. 

Subsection  (d)  has  come  in  for  some  criticism.  That  says,  in 
effect,  that  if  the  wife  of  a  director  sells  short  the  stock  of  her  hus- 
band's company,  or  if  his  child  or  parent  residing  with  him  sells  it 
short,  or  if  a  trustee  for  him  sells  it  short,  he  has  the  burden  of  proof 
that  the  transaction  was  not  done  with  his  approval,  nor  for  the 
purpose  of  enabling  him  to  evade  the  prohibition  against  his  selling 
the  stock  short. 
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Senator  Kean.  Do  3^011  think  that  this  would  prevent  a  banliing 
liouse  or  brokerage  lionse  from  organizing  a  separate  corporation 
to  buy  and  deal  in  securities? 

Mr.  Corcoran.  If  it  controlled  that  separate  corporation  house 
that  bought  aiid  dealt  in  securities,  it  would  be  responsible  for  the 
acts  of  that  separate  corporation  under  this  bill. 

Senator  Kean.  You  are  going  to  prevent  a  broker  from  buying 
securities  for  his  own  account? 

Mr.  Corcoran.  Under  the  provisions  as  they  are  now  drawn,  3'ou 
have  to  be  a  broker  only;  yes. 

Senator  Kean.  You  cannot  take  customers'  accounts? 

Mr.  Corcoran.  No. 

Senator  Kean.  The  only  other  way  you  can  do  it  is  by  organizing 
a  separate  firm,  such  as  some  people  have  done,  or  organizing  a 
corporation  and  have  the  same  people  own  the  stock  of  that  corpo- 
ration. 

Mr.  Corcoran.  Of  course,  as  the  bill  is  now  drawn  you  cannot  do 
that ;  but  if  the  bill  were  amended  to  provide  for  that,  then  the  deal- 
ing of  that  separate  corporation  would  not  be  a  violation  of  the  act. 
Tlie  controlling  originating  house,  the  house  that  set  up  the  separate 
corporation,  w^ould  not  therefore  be  subject  to  any  liability  under 
the  act  for  doing  both  kinds  of  business. 

Senator  Kean.  Don't  you  think  that  ought  to  be  allowed? 

Mr.  Corcoran.  We  went  over  that  ground  yesterday,  sir.  That  is 
away  back  in  section  10. 

Senator  Kean.  It  seems  to  me,  for  instance,  that  a  firm  that  I 
happen  to  know  something  about,  which  is  a  large  dealer  in  munici- 
pal bonds — they  are  not  listed  on  the  exchange,  but  do  a  very  large 
business — suppose  we  wish  to  continue  to  do  that  business;  under 
this  bill,  they  would  have  to  either  get  out  of  the  exchange  or  else 
give  up  that  business  ? 

Mr.  Corcoran.  That  is  true,  sir.  That  ground  we  went  over,  you 
will  remember,  Senator,  for  nearly  an  hour  yesterday. 

Section  20.  This  section  gives  power  to  the  Commission  to  en- 
force the  act  by  injunction,  by  order.  I  am  jumping  to  page  40, 
subsection  («').  Under  this  paragraph  the  Commission  has  power, 
after  appropriate  notice  and  opportunity  for  hearing,  to  make  an 
order  suspending  for  a  period  not  exceeding  12  months,  or  withdraw- 
ing altogether,  the  registration  of  a  national  securities  exchange  if 
tlie  Commission  finds  that  such  exchange  has  violated  any  provision 
of  this  act  or  of  the  rules  and  regulations  promulgated  thereunder  or 
has  failed  to  enforce  compliance  therewith  by  a  member  or  an  issuer 
of  a  security  registered  thereon,  or  withdrawing  altogether  the  regis- 
tration of  a  security  the  issuer  of  Avhich  has  failed  to  comply  Avith 
the  provisions  of  this  act  or  the  rules  and  regulations  promulgated 
thereunder. 

Senator  Kean.  I  would  like  to  go  back  to  (d)  for  a  moment  on 
page  38.  Would  that  not  prevent  a  son  from  being  a  broker  if  his 
father  were  an  underwriter  or  dealer? 

Mr.  Corcoran.  Unless  he  could  sustain  the  burden  of  showing — 
of  course  the  son  would  have  to  live  with  the  father — unless  he  could 
sustain  the  burden  of  slioAving  that  his  brokerage  transactions  were 
not  carried  out  Avith  the  father's  approval  nor  for  the  purpose  of 
enabling  the  fatlier  to  evade  this  provision. 
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Senator  Bulkley.  The  easiest  way  would  be  to  acquire  separate 
residence. 

Senator  Carey.  Why  did  you  not  put  the  mother  in  there  ? 

Mr.  Corcoran.  The}'  are  both  in. 

Senator  Carey.  A  man  might  be  dealing  for  his  son. 

Mr.  Corcoran.  The  bill  says,  a  child  or  a  parent. 

Senator  Carey.  The  family  is  not  all  in. 

Mr.  Corcoran.  Yes ;  the  whole  family  is  in.  sir. 

Senator  Kean.  That  would  prevent  a  son  becoming  a  member  of 
the  exchange  if  his  father  dealt  in  securities. 

Mr.  Corcoran.  Only,  sir,  if  it  could  be  shown  that  the  son  was 
acting  as  a  dummy  for  the  father. 

Senator  Kean.  I  do  not  know  whether  it  would  require  a  dummy 
or  not. 

Mr.  Corcoran.  May  I  go  on,  Mr.  Chairman  { 

The  Chairman.  Yes. 

Mr.  Corcoran.  "We  were  on  subparagraph  (//),  on  page  40,  pro- 
viding that  after  appropriate  notice  and  opportunity  for  hearing  the' 
Commission  may  suspend  the  registration  of  a  securities  exchange; 
that  is,  withdraw  its  license  to  do  business,  or  it  ma}^  withdraw  the 
registration  of  a  particular  security  the  issuer  of  which  has  failed 
to  comply  with  the  provisions  of  the  act  or  the  rules  and  regulations 
made  thereunder.  Tliat  is  an  enforcing  pi'ovision  to  the  effect  that  if 
an  exchange  will  not  comply  with  the  act  the  Commission  may  shut  u]3 
the  exchange,  or  if  the  issuer  of  a  particular  security  on  the  exchange 
will  not  comply  with  the  act,  the  Commission  may  force  the  ex- 
change to  strike  the  security  from  the  list,  just  as  the  exchange  now, 
for  reasons,  strikes  a  security  from  the  list  when  the  issuer  will  not 
comply  with  the  regulations  of  the  excliange. 

Senator  Gore.  It  is  your  theory,  at  least,  that  most  of  the  evils  that 
proceed  from  dealing  in  stocks,  and  so  forth,  result  from  machina- 
tions and  sinister  activities  on  the  part  of  the  stock  exchange  as  such, 
or  from  brokers  and  outsiders  and  officers  and  directors  who  are 
manipulating  their  own  stock?  Who  is  tlie  chief  sinner  in  this 
scheme  ? 

Mr.  Corcoran.  It  is  hard  to  tell  who  is  the  chief  sinner,  sir;  there 
are  so  many  sinners. 

Senator  (Jore.  I  had  figured  that  the  stock  exchange  itself  had 
not  been  so  guilty. 

Mr.  Corcoran.  Not  the  Xew  York  Stock  Exchange;  but  there  ar-e 
many  others,  sir. 

Senator  Gore.  I  know  there  are  about  18  that  operate  more  or  less, 
and  tliere  are  more  than  that  that  are  inconsequential.  Of  course,  the 
New  York  Stock  Exchange  is  the  head  and  front  of  the  whole  busi- 
ness. A  great  many  abuses  have  been  per[)etrated  by  officers  and 
directors  and  brokers  and  others. 

Mr.  Corcoran.  Your  investigating  committee  can  tell  you  more  of 
that  than  I  can. 

Senator  Gore.  I  am  more  or  less  familiar  with  that.  I  hesitate  to 
strike  with  paralysis  the  exchange  itself. 

Mr.  Corcoran.  Of  course,  this  is  the  extreme  remedy  if  everything 
else  fails. 
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Senator  Gore.  Yes ;  capital  punishment  is  the  extreme  limit ;  that 
is  true. 

Mr.  Corcoran.  Somewhere  abuses  have  to  stop,  sir. 

Senator  Carey.  There  is  no  appeal  from  any  ruling  of  the  Com- 
mission, is  there  ? 

Mr.  Corcoran.  Oh,  yes;  there  is  an  appeal  to  the  courts.  But 
the  findings  of  fact  of  the  Commission,  just  as  the  findings  of  facts 
of  a  jury  when  you  appeal  to  the  upper  court,  are  final. 

Senator  Gore.  Which  would  be  the  worse — to  "  fly  to  evils  that 
we  know  not  of  " — which  would  have  more  serious  consequences,  to 
allow  the  stock  exchange  to  continue  to  function  and  limit  your 
regulations  largely  to  those  who  on  the  outside  abuse  the  privilege 
aiforded  by  the  exchange,  or  just  to  close  the  exchange'  entirely  and 
say,  "  We  are  going  to  cut  this  business  out ;  you  cannot  operate  this 
business;  you  cannot  function  at  all  "? 

Mr.  Corcoran.  I  am  one  of  those  who  just  believe  the  stock  ex- 
changes have  a  function  in  the  economic  system;  so  you  should  not 
kill  them. 

Senator  Gore.  Do  you  underscore  the  word  "  just " — that  you  just 
believe  ? 

Mr.  Corcoran.  I  w  ithdraw  that  word,  sir. 

Senator  Gore.  I  think  it  is  further  proof  of  your  very  keen 
intelligence. 

Mr.  Corcoran.  No;  I  believe  in  stock  exchanges.  I  do  not  believe 
you  should  kill  them.  I  do  believe  you  should  regulate  them — not 
because  I  have  any  social  philosophy  in  regard  to  the  subject — 
but  because  as  a  sheer  matter  of  economic  wisdom  they  should  be 
regulated.  That  is  the  only  test  of  statesmanship.  They  have  cost 
many  millions  of  dollars;  they  have  cost  12,000,000  men  their  jobs ■ 

Senator  Gore.  Oh,  yes;  but  you  cannot  center  that  on  the  stock 
exchange.  The  point  is,  would  conditions  be  worse  without  any  stock 
exchange  at  all  than  thej  are  with  it  ? 

Mr.  Corcoran,  Are  you  proposing  to  eliminate  the  stock  exchanges 
completely  ? 

Senator  Gore.  No.  I  was  wondering  if  you  were  not;  if  it  came 
to  that. 

Mr.  Corcoran.  No,  sir. 

Senator  Kean.  Are  you  not  coming  pretty  near  it  under  this  bill? 

Mr.  Corcoran.  No. 

The  Chairman.  Proceed,  Mr.  Corcoran. 

Mr.  Corcoran.  The  next  subsection  is  {iii)  which  permits  the 
Commission  to  suspend  any  member  or  officer  of  an  exchange  who  it 
finds  is  violating  any  provision  of  this  act  or  the  rules  and  regula- 
tions made  thereunder,  or  has  effected  any  transaction  for  an}'  other 
person  whom  he  has  reason  to  believe  is  violating  in  respect  of  such 
transaction  any  provision  of  this  act  or  the  rules  or  regulations  made 
thereunder.  That  is  giving  the  Commission  as  a  last  resort  the  power 
to  suspend  a  member. 

Section  21  provides  that  all  hearings  by  the  Commission  shall  be 
public.  There  has  been  an  objection  made  to  that — that  possibly 
trade  secrets  will  be  made  public  to  the  advantage  of  foreign  com- 
petitors. I  think  we  went  over  some  of  that  ground  yesterday— that 
there  were  very,  very  few  of  those  secrets,  anyway,  and  that  there 
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is  no  reason  wlw  anything  in  a  hearing  before  the  Commission  should 
involve  such  trade  secrets;  and  that  even  if  it  did,  it  is  more  im- 
portant to  establish  the  principle  of  publicity  on  these  things  than 
to  have  the  same  sort  of  star-chamber  proceeding  which  the  stock 
exchange  is  worried  about  under  the  provisions  of  the  Martin  Act. 

The  same  comment  relates  to  section  22  Avith  regard  to  the  public 
character  of  all  information  filed  with  the  Commission. 

Section  23  has  to  do  with  court  review  of  orders.  It  provides  that 
there  may  be  a  review  of  orders  of  the  Commission  by  a  Federal 
court,  with  the  proviso  which  is  common  in  connection  with  the  re- 
view of  all  proceedings  of  administrative,  bodies,  that  the  findings  of 
the  Commission  as  to  the  facts,  if  supported  by  evidence,  shall  be 
conclusive.  That  is,  the  case  is  not  retried  over  and  over  again  in 
every  appellate  court,  a  provision  which  is  the  very  essence  of  the 
right  of  appeal  in  any  court  system. 

Mr.  Redmond.  Might  I  just  ask  you  one  question— because  a  mo- 
ment ago  you  made  the  statement  that  findings  of  fact  are  conclusive 
here  just  the  same  as  the  findings  of  a  jury  are  conclusive.  Tliat  is 
hardly  true,  is  it?  The  findings  of  a  jury  are  conclusive  if  supported 
by  the  weight  of  the  evidence. 

Mr.  Corcoran.  This  sa3^s,  "  If  supported  by  evidence." 

Mr.  Redmond.  Shall  be  conclusive? 

Mr.  Corcoran.  Yes. 

Mr.  Redmond.  So  that  means  any  evidence  whatsoever.  It  is  not 
a  question  of  the  weight  of  the  evidence  as  would  be  involved  in  an 
appeal  from  a  jury. 

Mr.  Corcoran.  I  do  not  know  the  difference  between  weight  of 
evidence  and  evidence.  This  says  that  if  the  findings  of  facts  are 
supported  by  evidence,  they  shall  be  conclusive.  I  do  not  see  what 
you  gain,  sir,  by  jiutting  some  more  words  in. 

Mr.  Redmond.  Except  that  we  might  get  the  right  that  court  in 
review  could  set  aside  a  finding  of  the  commission  as  being  contrary 
to  the  evi(UMice;  whereas,  the  way  I  road  it.  if  the  conuuissi(m  has  a 
finding  of  fact  and  if  there  is  any  eyidence  of  any  kind  to  support  it, 
no  court  can  set  aside  that  finding. 

Mr.  Corcoran.  I  nuist  say  I  do  not  really  understand  the  difference. 
If  the  finding  is  suppoi-ted  by  evidence,  you  want  to  require  it  fur- 
ther to  be  supported  by  the  pre])onderance  of  the  evidence? 

Mr.  Redmond.  No;  it  is  the  same  question  as  you  get  in  an  appel- 
hite  court,  setting  aside  the  verdict  of  a  jury. 

Mr.  Corcoran.  I  do  not  really  see  what  the  difficulty  is.  If  there 
is  any  worry  about  it,  Mr.  Chairman,  I  wcjuld  see  no  objection  to 
making  the  same  provision 

The  Chairman.  It  is  in  accordance  with  the  Supreme  Court  deci- 
sions on  cases  coming  up  from  the  Interstate  Connnerce  Commis- 
sion. 

Mr.  Redmond.  That  is  true,  Mr.  Chairman,  because  the  Interstate 
Connnerce  Connnission  is  an  administrative  commission  charged 
with  the  administration  of  a  very  complicated  act,  where  the  evi- 
dence in  regard  to  findings  might  be  very  difficult  of  submission  to  a 
court  of  appeal,  and,  therefore,  to  facilitate  administration,  such  a 
provision  was  included  in  the  Interstate  Commerce  Act  and  has  been 
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supported  by  the  Supreme  Court  of  the  United  States.  But  here 
we  would  be  dealing  with  facts  that  are  very  simple,  and  yet  of  a 
very  vital  nature  on  which  the  business  life  of  a  member  of  the  ex- 
change would  depend,  because  if  the  man  had  violated,  or  even  in- 
tended to  violate,  one  of  the  numerous  provisions  of  this  bill,  the 
Commission  could  expel  him  or  compel  his  expulsion  from  the  ex- 
change. I  see  a  vast  difference  between  the  administrative  necessity 
that  makes  a  provision  like  that  wise  in  the  case  of  the  interstate 
commerce  law,  and  the  present  bill. 

Mr.  Corcoran.  Mr.  Redmond,  is  it  not  true  that  just  as  compli- 
cated factual  situations  can  arise  under  this  act  as  under  the  Inter- 
state Commerce  Act  ? 

Mr.  Redmond.  I  do  not  think  so. 

Mr.  Corcoran.  Do  you  want  to  try  the  evidence  all  over  again  in 
the  couii;s?     Otherwise 

Mr.  Redmond.  Have  you  ever  been  in  a  rate  case  before  the  Inter- 
state Commerce  Commission  ?  Because  I  know  of  nothing  more  com- 
plicated. 

Mr.  Corcoran.  No. 

Mr.  Redmond.  And  it  was  proceedings  of  that  character  that  the 
courts  were  not  felt  competent  to  pass  upon  and  review  the  evidence. 

Mr.  Corcoran.  Suppose  you  had  a  very  complicated  case  here  and 
were  trying  to  prove  an  indirect  participation  in  a  pool;  is  that 
not  almost  as  complicated? 

Mr.  Redmond.  There  may  be  complications;  but  then  the  court, 
from  the  evidence,  can  determine  whether  the  findings  are  justified 
or  not. 

Mr.  Corcoran.  But  we  are  talking  now,  if  I  get  the  distinction, 
about  the  difference  between  being  supported  by  evidence  and  being 
supported  by  the  weight  of  evidence.    Is  that  it  ? 

Mr.  Redmond.  It  is  a  question  as  to  whether  a  court  can  set  aside 
a  determination  of  a  jury  as  contrary  to  the  weight  of  the  evidence. 

The  Chairman.  We  will  consider  that  and  take  the  matter  up  in 
detail.  It  is  a  question  of  whether  we  want  the  court  to  try  the 
whole  case  over  again  on  the  facts  and  the  law,  or  let  the  facts  stand 
as  found. 

Mr.  Corcoran.  Is  there  anything  further  you  want  to  take  up, 
Mr.  Redmond? 

Mr.  Redmond.  No. 

Mr.  Corcoran.  Section  24  relates  to  penalties.     [Reading:] 

Any  person  who  wilfully  violates  any  provision  of  this  act  or  any  rule  or 
regulation  made  thereunder,  or  any  pei'son  who  shall  make,  or  any  person, 
including  a  director,  officer,  accountant,  or  agent  thereof  who  wilfully  is 
responsible  for  any  statement  in  any  application,  report,  or  document  filed  with 
the  Commission,  which  statement  is,  in  the  light  of  the  circumstances  under 
which  it  was  made,  false  or  misleading  in  any  matter  sufficiently  important 
to  influence  the  judgment  of  an  average  investor,  shall  upon  conviction  be  fined 
not  more  than  $25,000  or  ii^iprisoned  not  more  than  ten  years,  or  both,  except 
that  when  that  such  person  is  an  exchange,  a  fine  not  exceeding  $500,000  may 
he  imposed. 

I  think  that  section  speaks  for  itself. 

Senator  Gore.  The  courts  require  p^nal  sections  to  be  pretty 
explicit  in  defining  what  constitutes  a  crime.  I  am  wondering 
whether  "  to  influence  the  judgment  of  an  average  investor  '•  would 
be  sufficientlv  definite. 
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Mr.  Corcoran.  It  is  as  definite,  sir.  as  you  can  make  the  proiDOsi- 
tion. 

Senator  Gore.  That  may  be  true.  But  courts  sometimes  hold  that 
when  you  do  your  best  you  have  not  done  enough ;  and  I  was  wonder- 
ing whether,  in  your  judgment,  that  defines  anything  at  all  of  a  penal 
nature. 

Mr.  Corcoran.  That,  sir.  is  for  final  determination  by  the  court. 
To  say  whether  you  can  make  this  a  crime  or  not — I  should  certainly 
think  that  the  evil  you  are  trying  to  reach,  and  the  practical  limi- 
tations of  language  in  such  circumstances  are  factors  which  have  to 
be  taken  into  consideration  in  applying  a  philosophy  of  what  can 
be  put  in  a  criminal  statute. 

Senator  Gore.  That  is  the  point.  You  would  have  to  prove  what 
an  average  investor  was,  and  the  facts  proven  would  have  to  be  in 
addition  to  that  what  were  calculated  to  influence  the  average  in- 
vestor's mind.  Of  course  there  is  no  such  thing  as  an  average  man. 
I  remember  that  the  clerk  of  the  parish  in  which  the  University  of 
Oxford  is  located  reported  that  for  20  years  the  crop  was  below  the 
average.     It  is  pretty  hard  to  picture  averages. 

Mr.  Corcoran.  Section  25  relates  to  the  jurisdiction  of  offenses 
and  suits.  These  provisions  have  been  taken  practically  verbatim 
out  of  the  Securities  Act  and  are  merely  provisions  for  the  jurisdic- 
tion of  the  courts  for  violation  of  the  act. 

Section  26  covers  the  effect  on  existing  law  and  provides 
[reading]  : 

The  rights  :uid  remedies  luovided  by  this  aet  sliall  be  iu  addition  to  any 
and  all  other  rifi^hts  and  remedies  that  nuiy  exist  at  Uiw  or  in  equity,  exeept 
that  tills  act  shall  supersede  su'h  laws  of  any  state  as  are  Ineonsisteut  with 
the  provisions  or  purposes  of  tliis  act  and  such  laws  of  any  state  as  provide 
for  the  suiiervision  or  regulation  of  the  administration  or  conduct  of  business 
on  any  exciiange  which  is  licensed  by  the  C<>mmis>sion. 

An  objection  has  been  made  to  that,  that  the  superseding  of  State 
law  by  a  national  law  in  this  case  is  unconstitutional.  I  under- 
stand. Senator,  that  the  committee  is  permitting  a  brief  to  be  sub- 
mitted on  the  constitutionality  of  the  act,  rather  than  endure  the 
rather  doubtfully  valuable  process  of  arguing  it  out  orally.  Of 
course,  this  problem  will  be  taken  up  with  all  the  other  constitu- 
tional questions. 

Senator  Carey.  Has  there  been  any  law  that  has  been  passed  with 
tliat  provision  in  it? 

Mr.  Corcoran.  That  effect  is  true  of  any  Federal  statute  in  which 
the  national  powder  invades  a  field  which,  prior  to  the  time  the  na- 
tional power  was  exercised,  was  permitted  to 

Senator  Carey.  Does  tlutt  mean  that  any  law  of  New  York  State 
affecting  the  New  York  Stock  Exchange  would  become  inoperative 
aftei-  this  law  became  effective? 

]\Ir.  Corcoran.  Insofar  as  it  was  inconsistent  with  this  law. 

Senator  Gore.  The  bankruptcy  law,  for  instance  ? 

Mr.  Corcoran.  Like  the  Federal  bankruptcy  laws  superseding 
State  insolvency  laws,  the  national  law  drives  out  all  systems  in 
so  far  as  they  are  inconsistent.  That  is  a  situation  you  always  have. 
A  State  can  legislate  additionally  to  the  Federal  law,  but  it  cannot 
legislate  inconsistently  with  it. 
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There  is.  therefore,  a  flexible  discretion  left  to  the  Commission  in 
this  provision  to  take  care  of  American  securities  already  listed  on 
forei<rn  exchanges,  or  to  permit  the  Commission  to  take  care  of  the 
problem  of  foreign  arbitrage  mentioned  in  Mr.  Whitney's  brief. 

Subsection  (b)  of  section  26  provides  that  [reading] — 

Notliin.i;  in  this  act  shall  be  construed  to  modify  existing  law  with  regard  to 
the  binding  effect  on  any  member  of  any  exchange  of  any  action  taken  by 
the  authorities  of  such  exchange  to  settle  disputes  between  members  or  with 
regard  to  tJie  l)inding  effect  of  such  action  on  any  person  who  has  agreed 
to  l)e  bound  tliereby  or  with  regard  to  the  binding  effect  on  any  member  of  any 
disciidinary  action  taken  by  the  authorities  of  the  Exchange  as  a  result  of 
violation  of  any  rule  of  the  Exchange,  insofar  as  the  action  taken  is  not 
inconsistent  with  the  provisions  of  this  act  or  the  rules  and  regulations  of  the 
Commission  thereunder. 

That  leaves  the  jurisdiction  of  the  exchanges  over  their  members 
intact  except  insofar  as  it  is  exercised  in  a  way  inconsistent  v^ith 
the  act  or  the  rules  and  regulations  of  the  Commission  under  the  act. 

Section  27  covers  the  validity  of  contracts  [reading]  : 

Any  condition,  stipulation,  or  provision  binding  any  person  to  waive  com- 
pliance with  anj-  provision  of  this  act  or  of  any  regulation  promulgated  pur- 
suant thereto,  or  of  any  rule  required  by  such  regulation  shall  be  void. 

That  is  taken  verbatim  out  of  the  Securities  Act. 
Subsection  (b)  provides  as  follows  [reading]  : 

Every  contract  made  in  violation  of.  or  the  performance  of  which  involves 
the  violation  of,  any  provision  of  this  act  or  of  any  rule  or  regulation  there- 
under shall  be  void  as  regards  any  cause  of  acti<in  arising  after  the  effective 
date  of  such  provision,  regardless  of  whether  the  contract  is  made  before  or 
after  such  effective  date. 

There  again,  the  Federal  power  simply  steps  in.     There  is  no 
contract  clause  binding  the  Federal  Government. 
_  Now,  Montreal — this  is  to  i)revent  the  flight  of  American  securi- 
ties from  American  exchanges  to  foreign  exchanges.     [Reading:] 

It  shall  be  unlawful  for  any  broker  or  dealer,  directly  or  indirectly,  to  make 
use  of  the  mails  or  of  any  means  or  instrumentality  of  transportation  or  com- 
luuiiication  in  interstate  conunerce  for  the  purpose  of  effecting  on  an  exchange 
situated  in  a  place  not  subject  to  the  jurisdiction  of  the  United  States  any 
transaction  in  any  security  the  issuer  of  which  is  a  resident  of,  or  is  organized 
under  the  laws  of.  or  has  its  principal  place  of  business  in,  a  place  subject 
to  the  jurisdiction  of  tie  T'nited  States  except  in  accordance  with  such  rules 
and  regulations  as  the  ('ommission  may  prescribe. 

There  is,  therefore,  a  flexible  discretion  left  to  the  Conmiission  in 
this  i)rovision  to  take  care  of  American  securities  already  listed  on 
foreign  exchanges,  or  to  permit  the  Commission  to  take  care  of  the 
problem  of  foreign  arbitrage  mentioned  in  Mr.  Whitney's  brief. 

Skv.  2!).  Uegistration   Fees:  Every  national  securities  exchange 

Senator  (ioRE  (interposing).  Pardon  me  just  a  moment.  That 
would  embrace,  you  think,  these  typewriters? 

Mr.  Coiu'onAN.  Teletyi)e?  Certainly,  sir.  That  is  an  instrumen- 
tality (tf  connnunication  in  interstate  conunerce. 

Senator  (\\i{i:v.  C^)ul(l  a  broker  establislied  in  Montreal  do  business 
in  this  cotuitry  { 

Mr.  Coiu-oK.w.  As  long  as  lie  did  not  keep  communication  w^ith 
this  country  in  connection  with  the  business  throudi  the  mails. 

S<'nator  Cakkv.  He  could  not  have  customers  in  this  country  deal 
on  that  exchanjre? 
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Mr.  CoRCORAx.  Not  if  he  had  to  use  the  mails  or  instrumentalities 
of  interstate  commerce  to  keep  contact  with  their  business  on  that 
exchange. 

Senator  Caret.  How  could  you  prosecute  a  broker  in  Montreal 
who  did  establish'^  You  could  bar  him  from  the  mails.  You  could 
not  prosecute  him. 

Mr.  Corcoran,  No;  you  could  not.  You  could  bar  him  from  the 
mails,  but  you  could  not  prosecute  him  unless  you  could  catch  him. 

Senator  Gore.  Let  me  ask  you  this :  There  is  a  little  town  up  there 
on  the  border  about  35  miles  from  Montreal.  He  could  concen- 
trate these  orders  and  messages  and  so  tm  and  run  over  to  Montreal 
and  get  them.     Would  that  be  embraced  in  this? 

Mr.  Corcoran.  If  he  operated  completely  within  Montreal? 

Senator  Gore.  How  is  that? 

Mr.  Corcoran.  If  he  operated  completely  in  Montreal? 

Senator  Gore.  I  mean  if  on  this  side  of  the  line  he  concentrated 
his  messages  and  ordered  and  got  them,  say,  by  7  or  8  o'clock  in  the 
morning,  then  motored  up  to  Montreal  by  the  time  the  exchange 
opened.     Wouhl  he  be  included? 

Mr.  Corcoran.  I  do  not  know,  sir.  He  certainly  used  the  mails. 
It  is  true  that  the  mails  stop  short  at  the  Canadian  border,  but  I 
certainly  would  say  that  in  that  case  he  was  using  the  mails  for  the 
purpose  of  carrying  on  a  business  in  American  securities  in  Montreal. 

Sec.  29.  Registration  fees. 

Senator  Kean.  Excuse  me,  but  if  he  went  to  the  steamer  and  de- 
posited his  letters  on  British  ground,  then  he  would  not  bo,  because 
it  would  not  be  the  American  mails? 

Mr.  Corcoran.  That  is  true — and  i)ut  the  Queen's  stamps  on  the 
letters. 

Senator  Kean.  Yes. 

Senator  Gore.  They  could  get  out  t<j  sea  a  mile  or  two  and  radio 
it  across.  Suppose  they  addressed  somebody  on  the  ships,  and  when 
they  got  out  3  miles  they  radioed  it  across? 

Mr.  Corcoran.  That  is  an  instrumentality  of  communication  in 
foreign  connnerce  which  you  can  reach  just  as  easily,  which  you  do 
reach  under  the  definition. 

Senator  Gore.  Would  it  reach  it  under  the  cii'cumstances  de- 
scribed ? 

Mr.  Corcoran.  That  is,  the  radio? 

Senator  Gore.  No;  leaving  it  on  the  shij),  which  is  the  soil  of 
England,  mailed  on  the  boat  to  John  Doe,  who  is  a  sort  of  generalis- 
simo on  the  boat  in  a  transaction  of  this  sort.  He  could  open  up  the 
mail  as  soon  as  he  got  out  3  miles.  These  are  inspired  by  the  fertility 
of  the  bootleggers  that  we  had  under  this  other  prohibition  act. 

Senator  Carey.  How  about  delivering  orders  by  plane  ? 

Mr.  Corcoran.  You  could  have  a  British  ship  come  into  this 
country  to  get  orders  and  go  beyond  a  3-mile  limit  and  maintain  a 
stock  exchange  upon  it,  if  you  want  to  think  of  fantastic  possibilities. 

Senator  Gore.  You  know,  these  bootleggers  get  pretty  fantastic. 

The  Chairman.  Proceed,  Mr.  Corcoran. 

Mr.  Corcoran.  Section  29  ]3rovides  that  an  exchange  shall  pay  a 
registration  fee  for  the  privilege  of  doing  business  as  a  securities 
exchange  during  each  calendar  year.     That  is  a  ver}^  common  and 
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normal  provision.  A  dealer  registering  under  the  blue-sky  laws  of 
a  State  pays  a  registration  fee  for  a  license  to  act  as  a  dealer.  Even 
his  salesmen  pay  a  registration  fee. 

Senator  Gore.  There  would  not  be  any  point  about  that. 

Senator  Keax.  Yes;  but  here  is  a  pretty  big  tax,  and  ought  not 
tliat  to  cover  all  examinations  and  everything  else,  when  you  put  on 
that  tax? 

Mr.  CoRCORAX.  If  it  is  enough,  sir. 

Senator  Kean.  It  is  surely  enough. 

The  Chairman.  It  is  not  a  very  heavy  tax,  one  five-hundredth  of 
1  percent. 

Senator  Kean.  Yes ;  but  that  is  pretty  big.  That  runs  into  a  lot 
of  money. 

Mr.  Corcoran.  The  fee  is  one  five-hundredth  of  1  percent  of  the 
aggregate  dollar  amount  of  transactions.  I  understand  in  the  case 
of  the  New  York  Stock  Exchange  it  might  run  between  $500,000  and 
$1,000,000  for  a  year. 

Senator  Kean.  Ought  that  not  to  pay  for  the  examination? 

Mv.  Corcoran.  I  do  not  know,  sir.  It  is  a  sheer  matter  of  arith- 
metic— how  much  the  examinations  are  going  to  cost,  whether  the 
Federal  Government  wants  to  pay  for  them  by  appropriation  or 
whether  it  thinks  this  fee  is  enough  to  swing  the  load,  or  whether 
there  should  be  an  additional  assessment  of  the  cost  of  examination 
to  the  persons  examined. 

The  Chairman.  We  can  Avork  that  out  after  a  little  experience. 

Mr,  Corcoran  (reading)  : 

Sec.  30.  Employees  of  Federal  Trade  Commission. 

For  the  purposes  of  this  act  and  of  tlie  Securities  Act  of  3933,  tlie  Federal 
Trade  Commission  may  select,  employ,  and  fix  the  compensation  of  such  em- 
ployees, attorneys,  and  agents  as  shall  be  necessary  for  the  transaction  of  the 
business  of  the  Commission  with  respect  to  such  acts  without  regard  to  the 
provisions  of  other  laws  applicable  to  the  employment  and  compensation  of 
officers  or  employees  of  the  United  States. 

That  simply  says  that  within  the  appropriation  made  available 
the  Federal  Trade  Commission  for  the  execution  of  these  two  acts 
during  any  given  year  the  Trade  Commission  may  use  that  money 
to  hire  expert  employees  without  regard  to  the  civil-service 
classifications. 

Senator  Carey.  All  employees? 

JNIr.  Corcoran.  Yes.  That  provision  has  been  taken  practically 
verbatim  out  of  the  Recon.struction  Finance  Corporation  Act. 

The  CirAiR]\rAN.  It  has  been  suggested  there  ought  to  be  some  pro- 
vision in  this  act  to  prevent  employees  of  the  Federal  Trade  Com- 
mis.sion  from  participating  in  the  sale  and  purchase  of  securities. 

Mr.  CoRCOR.vN.  Possibly  that  should  be  done,  sir. 

Section  31  is  the  common  separability  provision,  and  section  32 
provides  that  the  act  shall  become  eflfective  on  October  1,  1934, 
except  that  applications  for  necessary  registrations  may  be  made  to 
the  Connnission  at  any  time  on  or  after  Julv  1.  1934,  and  that 
section  30,  which  permits  the  Conunis.sion  to  build  up  its  organ- 
izjition,  shall  become  effective  immediately  upon  the  enactment  of 
this  act.^  So  that  immediately  after  the  act  was  enacted  the  Federal 
Irade  Commission  could  go  about  organizing  its  force.     From  July 
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1  on  it  could  begin  to  register  securities  in  anticipation  of  the  effective 
date,  and  on  October  1  the  act  would  go  completely  into  effect. 

That  finishes  the  act,  sir. 

The  Chairman.  Are  there  questions  by  any  member  of  the  com- 
mittee, now  ? 

Senator  Keax.  I  have  one  that  I  would  just  like  to  add  to  the 
definition.  On  page  5,  section  5,  the  term  "  dealer  " — do  you  think 
that  is  a  sufficient  definition  ? 

Mr.  Corcoran.  In  what  way,  sir? 

Senator  Kean.  Suppose  that  a  man  buj's  or  sells  stocks  for  his 
own  account. 

Mr.  Corcoran.  Engages  in  a  business  of  buying  and  selling  stock 
for  his  own  account  ? 

Senator  Kean.  Yes;  but  I  mean,  do  you  think  that  is  sufficient? 

Mr.  Corcoran.  I  should  think  so,  sir;  but  if  there  is  any  question 
whether  that  brings  within  the  term  "  dealer "  a  man  who  invests 
his  own  money 

Senator  Kean  (interposing).  Suppose  a  customer,  for  instance, 
comes  in  and  buys  stocks,  and  the  next  day  he  comes  in  and  buys 
some  more;  the  next  day  he  sells  some,  and  back  and  forth.  Under 
that  term  would  he  not  be  a  dealer? 

Mr.  Corcoran.  I  do  not  think  so.  I  think  "  engaged  in  a  business 
of  buying  and  selling  securities  for  his  own  account  " 

Senator  Kean.  That  is  what  he  is  doing. 

Mr.  Corcoran.  No. 

Senator  Kean.  Yes;  he  is  buying  and  selling  securities  for  his 
own  account. 

Mr.  Corcoran.  He  is  buying  and  selling  securities  for  his  own 
account,  but  within  the  normal  interpretation  of  that  language  he  is 
not  engaged  in  the  business  of  buying  and  selling  securities  for  his 
own  account. 

Senator  Kean.  Suppose  that  is  , the  only  business  he  has?  Sup- 
pose he  is  a  retired  man? 

Mr.  Corcoran.  If,  Senator,  that  language  worries  you,  I  should 
quite  agree  with  you  that  it  should  be  amended  to  a  point  where  it 
does  not  cover  a  man  who  is  simply  investing  his  own  money. 

Senator  Kean.  Yes. 

Mr.  Corcoran.  And  not  engaging  in  a  business  of  buying  and 
selling  securities  to  payy  them  on  to  others. 

Senator  Kean.  I  just  wanted  to  bring  that  out. 

The  Chairman.  Are  there  any  other  questions?  That  is  all  then, 
Mr.  Corcoran.  We  are  much  obliged  to  you.  It  has  been  a  very 
interesting  statement. 

Now,  Mr.  Whitney,  would  you  like  to  go  on  now  or  wait  'till  2 
o'clock  ? 

INIr.  Whitney.  I  would  prefer,  if  it  is  the  same  to  you  and  the 
committee,  .sir,  to  wait  'till  2. 

The  Chairman.  Very  well;  we  will  take  a  recess  now  until  2 
o'clock. 

Mr.  Whitney.  Thank  you. 

(Accordingly,  at  12 :  45  p.m.,  a  recess  was  taken  until  2  p.m.,  of 
the  same  day.) 
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AFTERXOON  SESSION 

The  committee  resumed  at  2  p.m.,  on  the  expiration  of  the  recess. 

The  Chairman.  The  committee  will  come  to  order,  please.  Mr. 
AVhitiiey,  we  M-ill  be  glad  to  hear  you  on  the  bill.  Please  state  your 
jiame,  place  of  residence,  and  business. 

STATEMENT  OF  RICHARD  WHITNEY,  PRESIDENT  OF  THE  NEW 
YORK  STOCK  EXCHANGE 

The  Chairman.  Mr.  Whitney,  are  you  familiar  with  the  bill  the 
committee  has  under  consideration,  S.  2693,  and,  if  so,  we  will  be 
very  o;hid  to  have  you  discuss  the  bill. 

Mr.  "Whitney.  Mr.  Chairman,  with  your  permission  I  should  like 
to  make  a  brief  statement  with  regard  to  the  general  purposes  of  this 
bill  and  thereafter  at  your  pleasure  go  on  with  any  questions  or  re- 
marks in  more  particular  and  minute  detail  as  may  be  desired. 

The  Chairman.  All  right.  Proceed  in  your  own  way.  Mr. 
Whitney. 

Mr.  Whitney.  Thank  you,  sir. 

Now.  Mr.  Chairman  and  gentlemen  of  the  committee :  I  appear 
before  you  iu  opposition  to  Senate  Bill  No.  2693  entitled  "A  bill  to 
provide  for  the  registration  of  national  securities  exchanges  operat- 
ing in  interstate  and  foreign  commerce  and  through  the  mails  and 
to  prevent  inequitable  and  unfair  practices  on  such  exchanges,  and 
for  other  purposes." 

On  the  occasion  of  my  appearance  before  the  Committee  on  Inter- 
state and  Foreign  Commerce  of  the  House  of  Representatives  I  took 
up  in  detail  the  sections  of  the  identical  bill  pending  before  that 
committee.  This  discussion  is  now  in  print  and  I  shall  make  copies 
of  it  avaihible  to  you  for  the  record. 

It  is  not  my  desire  at  this  time  to  discuss  the  bill  in  detail  but  to 
make  clear  beyond  any  possibility  of  misunderstanding  the  position 
of  the  New  York  Stock  Exchange  with  regard  to  Federal  regulation. 

The  pending  bill,  as  I  read  it,  has  three  main  purposes.  First,  it 
establishes  rigid  laws  to  govern  exchanges  and  vests  in  the  Federal 
Trade  Commission  the  power  not  only  to  regulate  but  actually  to 
administer  their  business.  Second,  it  seeks  to  restrict  and  control 
the  credit  system.  Third,  it  seeks  to  vest  in  the  Federal  Trade  Com- 
mission the  control  of  corporations  regardless  of  whether  or  not  they 
are  engaged  in  interstate  commerce.  If  the  stock  of  a  corporation 
is  listed,  the  corporation  is  subject  to  the  regulations  of  the  bill  and 
the  potential  control  of  the  Federal  Trade  Commission.  If  a  cor- 
poration's stock  is  not  listed,  its  value  is  impaired  by  its  ineligibility 
as  collateral  in  any  loan  by  a  member  of  an  exchange  or  b}-  any 
institution  which  transacts  a  business  in  secui'ities  through  a  member 
of  an  exfliauge. 

Any  attempt  to  regulate  by  statute  and  in  minute  detail  the  opera- 
tion of  security  markets  is  impossible  of  accomplisliment.  Rules 
of  law  effective  today  would  be  worse  than  useless  tomorrow  and 
the  harm  that  would  be  done  before  the  Congress  could  assemble 
and  amend  them  would  be  beyond  repair.  The  purpose  of  Federal 
regulation  should  be  to  establish  supervisory  powers  with  authority 
to  prevent  abuses  as  time  and  circumstances' require. 


1 


STOCK    EXCHANGE    PRACTICES  6583 

The  power  given  to  the  Federal  Trade  Commission  over  stock 
exchanges  by  this  bill  is  not  the  power  to  regulate,  but  is,  in  fact,  and 
in  great  detail  an  absolute  power  to  manage  and  to  operate  them. 
Under  its  provisions  there  is  no  function  of  a  stock  exchange  from 
the  admission  of  its  members  to  their  expulsion  which  is  not  subject 
to  the  control  of  the  Federal  Trade  Commission.  The  election  of 
oiRcers  of  exchanges  and  the  appointment  of  their  committees  can 
be  regulated  and  representatives  of  the  Commission  have  the  right 
to  attend  ever}'^  meeting  of  every  committee  of  all  exchanges.  Such 
a  power  carries  with  it  a  corresponding  duty  and  the  Federal  Gov- 
ernment will  be  responsible  for  the  operation  of  eveiy  security 
exchange  in  the  country. 

Under  the  bill  the  Federal  Trade  Commission  is  given  broad 
power  to  control  credit  for  the  alleged  purpose  of  preventing  exces- 
sive speculation.  The  Federal  Trade  Commission  was  originally 
established  to  administer  legislation  dealing  with  restraints  of  trade 
and  ^lishonest  practices  in  commerce  among  the  States.  There  is 
nothing  in  the  purposes  for  which  it  was  founded  or  its  history  or 
in  the  experience  of  its  personnel  to  suggest  that  it  is  fitted  to  regu- 
late security  exchanges  or  to  control  credit  by  fixing  the  amount 
that  brokers  and  banks  may  lend  upon  securities. 

The  authority  of  the  Federal  Trade  Commission  to  deal  with 
credit  is  in  conflict  with  the  control  already  vested  by  law  in  the 
Federal  Reserve  System  and  its  member  banks,  and  the  vesting  of 
control  of  individual  credit  in  the  hands  of  a  single  administrative 
body  does  violence  to  the  principle  on  which  our  entire  banking  sys- 
tem is  founded. 

The  power  over  credit  granted  to  the  Federal  Trade  Commission 
is  not  absolute  but  is  limited  by  inflexible  margin  requirements 
which  will  be  low  in  times  of  stable  or  declining  prices  and  in 
periods  oi  rising  prices  they  will  be  so  high  as  to  prevent  the  flow 
of  capital  into  business. 

The  immediate  effect  of  these  margin  provisions  will  be  the  liqui- 
dation of  a  substantial  part  of  the  debit  balances  now  carried  for 
customers  by  members  of  exchanges.  There  is  no  assurance  that 
markets  subject  to  the  restrictions  contained  in  the  bill  could  absorb 
the  volume  of  this  liquidation.  Furthermore,  if  the  bill  should  be 
construed  to  apply  to  loans  made  by  banks  on  security  collateral, 
the  volume  of  liquidation  may  freeze  our  security  markets.  No 
good  that  can  be  anticipated  from  these  provisions  will  compensate 
for  the  harm  they  are  certain  to  cause. 

The  poAver  given  by  the  bill  to  the  Federal  Trade  Commission  to 
control  accounting  practices,  to  dictate  the  form  of  fiiuincial  state- 
ments and  the  information  of  all  kinds  which  must  be  submitted 
whenever  required,  vests  in  the  Federal  Trade  Commission  the  abil- 
ity to  dominate  the  management  of  all  companies  whose  securities 
may  be  listed  on  exchanges.  The  apparent  purpose  of  these  provi- 
sions is  to  correct  the  abuses  in  corporate  procedure  which  exist 
today  because  of  the  inadequacy  of  State  laws.  The  remedy  for  this 
situation  is  a  national  incorporation  law  applicable  to  all  companies 
doing  business  in  interstate  commerce.  This  should  be  accom- 
plished by  direct  Federal  legislation.  It  should  not  be  dealt  with 
indirectly  by  delegating  the  regulatory  power  to  an  administrative 
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commission,  whose  regulations  will  apply  only  to  corporations  which 
list  their  securities  on  exchanges.  j 

Under  the  provisions  of  the  bill  the  securities  of  corporations  can- 
not be  dealt  in  on  national  exchanges  unless  they  are  not  only  listed 
upon  such  exchanges  but  also  registered  with  the  Federal  Trade 
Commission.  In  connection  with  such  registration  the  Federal  Trade 
Commission  may,  in  its  discretion,  impose  such  conditions  as  it 
may  deem  necessary  in  the  public  interest.  It  thus  appears  that 
under  the  guise  of  establishing  sound  corporate  practices,  the  Fed- 
eral Trade'^Coimnission  will  be  vested  with  absolute  power  to  take 
over  the  management  of  all  corporations  whose  shares  are  listed 
on  exchanges,  regardless  of  whether  or  not  they  are  engaged 
in  interstate  commerce.  These  provisions  are  not  a  necessary  or 
proper  part  of  a  law  regulating  stock  exchanges.  The  mere  fact 
that  they  have  been  included  suggests  that  the  bill  may  have  been 
intendeci  to  establish  indirectly  a  form  of  nationalization  of  business 
and  industry  which  has  hitherto  been  alien  to  the  American  theory 
of  Federal  Government. 

The  bill  is  predicated  upon  allegations  that  the  facilities  of  security 
exchanges  have  been  abused.  But  the  scope  of  the  bill  is  not  limited 
to  the  correction  of  these  abuses.  They  do  not  warrant  the  Federal 
Government  in  taking  over  the  security  exchanges.  They  do  not 
warrant  placing  the  control  of  credit  in  the  hands  of  the  Federal 
Trade  Commission.  They  do  not  justify  the  Federal  Government  in 
using  its  power  over  interstate  commerce  and  the  mails  as  a  lever 
to  regulate  security  exchanges,  and  through  the  control  of  exchanges 
to  regulate  corporations  which  are  not  engaged  in  interstate  com- 
merce. I  do  not  believe  that  the  liberalism  of  today  is  predicated 
on  the  conception  of  a  national  as  opposed  to  a  Federal  Government. 
I  do  not  believe  that  this  liberalism  requires  the  Federal  Government 
to  operate  our  exchanges,  to  control  our  credit  and  to  regulate  our 
corporations.  Reform  should  be  limited  to  the  correction  of  abuses 
and  should  not  retard  recovery  by  unwise  restrictions  upon  individual 
initiative. 

It  is  the  purpose  of  the  New  York  Stock  Exchange  to  assist  in  every 
possible  way  in  the  prevention  of  fraudulent  practices  affecting  stock- 
exchange  transactions,  excessive  speculation  and  manipulation  of 
security  prices.  We  should  be  glad  to  see  a  regulatory  body,  con- 
stituted under  Federal  law,  supervise  the  solution  of  these  grave 
problems.  We  suggest  in  principle,  and  subject  to  the  requirements 
of  law  and  the  constitutional  power  of  Congress,  an  authority  or 
board  to  consist  of  7  members,  2  of  whom  are  to  be  appointed  by  the 
President;  2  to  be  Cabinet  officers,  who  may  well  be  the  Secretary  of 
the  Treasury  and  the  Secretary  of  Commerce;  and  1  to  be  appointed 
by  tlie  open-market  connnittee  of  the  Federal  Reserve  System;  the  2 
remaining  members  will  be  representative  of  stock  exchanges,  1  to  be 
designated  by  the  New  York  Stock  Exchange  and  the  other  to  be 
elected  by  members  of  exchanges  in  the  United  States,  other  than  the 
New  York  Stock  Exchange.  Such  a  body  would  bring  together  a 
I)ersonncl  which  would  be  properly  coordinated  with  the  banking 
system  and  in  other  respects  qualified  to  administer  the  broad  super- 
visory power  which  our  proposal  would  give.  We  suggest  the  inclu- 
sion in  the  power  given  to  this  body  of  authority  to  regulate  the 
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amount  of  margin  which  members  of  exchanges  must  require  and 
maintain  on  customers'  accounts ;  authority  to  require  stock  exchanges 
to  adopt  rules  and  regulations  designed  to  prevent  dishonest  prac- 
tices and  all  other  practices  which  unfairly  influence  the  prices  of 
securities  or  unduly  stimulate  speculation;  authority  to  fix  require- 
ments for  listing  of  securities ;  authority  to  control  pools,  syndicates, 
and  joint  accounts  and  options  intended  or  used  to  unfairly  influence 
market  prices;  authority  to  penalize  the  circulation  of  rumors  or 
statements  calculated  to  induce  speculative  activity;  and  to  control 
the  use  of  advertising  and  the  employment  of  customers'  men  or 
other  employees  of  brokers  who  solicit  business.  This  body  should 
also  have  the  power  to  study  and  if  need  be  to  adopt  rules  governing 
those  instances  where  the  exercise  of  the  function  of  broker  and  dealer 
by  the  same  person  may  not  be  compatible  with  fair  dealing,  as  well 
as  the  power  to  adopt  rules  in  regard  to  short  selling,  if  the  supervi- 
sory l)ody  should  become  convinced  that  such  regulation  is  necessary. 

We  believe  that  these  regulatory  measures  will  prevent  abuses 
affecting  transactions  on  exchanges  and  will,  at  the  same  time,  not 
interfere  with  the  maintenance  of  free  and  open  markets  for 
securities. 

This  proposal  rejn'esents  the  considered  view  of  the  New  York 
Stock  Exchange  adopted  by  its  governing  committee,  which  has 
given  me  authority  to  present  it  to  you.  I  say  to  you  confidently 
that  the  exchange  Avill  cooperate  fully  and  by  all  the  means  in  its 
power  to  assist  in  the  prevention  of  unAvise  or  excessive  speculation 
and  abuses  or  bad  practices  affecting  the  stock  market. 

Now,  Mr.  Chairman,  if  I  may  have  your  permission,  I  should  like 
to  request  that  Mr.  Thomas  B.  Ga}'',  of  Hunton,  Williams,  Anderson, 
Gay  &  Moore,  of  Richmond,  Va.,  speak  to  you,  and  at  a  later  time 
present  a  brief  on  the  constitutionality  of  this  pending  bill. 

The  Chairman.  Have  you  the  brief  that  you  are  ready  to  submit 
now  ? 

Mr.  Whitney.  Not  at  the  moment.  I  do  not  think  Mr.  Gay's 
presentation  will  take  too  much  of  your  time,  and  believe  it  will  be 
quite  interesting  to  you. 

The  Chairman.  I  was  trying  to  avoid  both  an  oral  argiiment  and 
a  brief.  In  other  words,  if  the  brief  will  cover  all  of  the  points,  I 
should  like  to  avoid  the  oral  argument. 

Mr.  Whitney.  The  brief  has  not  as  yet  been  prepared. 

The  Chairman.  Very  well.     We  will  hear  Mr.  Gay  now. 

Senator  Gore.  Mr.  Whitney,  you  will  subject  yourself  to  ques- 
tioning later,  I  take  it? 

Mr.  Whitney.  Oh,  yes,  sir. 

Senator  Gore.  I  was  not  here  when  the  ctmimittee  resumed  and 
I  did  not  know  Avhat  the  arrangement  was. 

Mr.  Whitney.  I  shall  be  glad  to  submit  myself  to  questioning  at 
the  pleasure  of  the  committee. 

Senator  Carey.  Have  you  any  bill  to  present  drawn  along  your 
own  lines? 

Mr.  Whitney.  No,  sir.  We  thought  it  would  be  presumptuous  on 
our  part  to  do  that,  but  if  there  is  any  help  we  can  give  you  we 
stand  ready  in  every  way  to  do  so. 

Senator  Gore.  Mr.  Whitney,  I  should  like  for  you  to  submit 
sometime,  and  perhaps  it  would  be  better  in  written  form  than  by 
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way  of  oral  statement,  a  scliediile  of  the  abuses  you  referred  to  on 
the  stock  exchanoe,  I  mean  that  could  be  connected  with  it  or  resorted 
to  under  its  actn'ities.  If  you  would  make  up  a  schedule  of  those, 
ivith  their  definitions  as  you  understand  them,  together  with  any 
suf^"-estions  that  you  think  would  remedy  them,  it  would  be  helpful. 
Thei-e  are  a  lot  of  technical  terms  which  are  not  understood  by  the 
l)ublie  generally,  or  bv  members  of  this  committee  for  that  matter, 
because^we  ai'e' laymen,  and  I  should  like  to  have  a  succinct  state- 
ment of  those  things,  such  as  wash  sales,  short  sales,  pools,  and  all 
those  things,  just  a  succinct  statement  of  what  they  are. 

Mr.  Whitney.  Very  good. 

Senator  Gore.  If  you  will  prepare  it  I  should  like  to  have  it. 

The  Chairman.  I"  understand  that  now,  Mr.  Whitney,  you  wish 
to  interrupt  your  own  statement  by  introducing  Mr.  Gay  who  will 
speak  on  the  constitutionality  of  the  bill. 

Mr.  Whitney.  Yes,  sir;  if  I  may. 

The  Chairman.  Very  well. 

Mr.  Pecora.  May  I  ask  Mr.  Whitney  a  (juestion,  Mr.  Chairman? 

The  Chairman.  Certainly. 

Mr.  Pecora.  Mr.  Whitney  says  in  his  prepared  statement  that  it 
was  not  his  desire  at  this  time  to  discuss  the  bill  in  detail.  Is  it 
your  desire  to  discuss  the  bill  in  detail  at  some  future  time,  before 
this  committee? 

Mr.  AVhitney.  After  Mr.  Gay  has  finished,  any  points  in  the  bil] 
I  will  be  glad  to  discuss.  I  pro]3ose  to  present  to  the  committee  the 
prepared  statement,  with  our  objections  incorporated  in  it,  as  to  the 
bill.  Some  of  these  objections  have  been  more  or  less  agreed  to, 
some  of  them  I  say,  by  ISIr.  Corcoran  in  his  appearance  of  the  last 
two  days. 

Senator  Gore.  Mr.  Wliitney,  there  is  no  subtle  implication,  is 
there,  in  the  fact  that  you  have  a  man  named  Gay  to  discuss  the  con- 
stitutionality of  this  question?     [Laughter.] 

Mr.  Whitney.  No,  sir. 

(  Mr.  Whitney  stood  aside  for  the  time  being.) 

The  Chairman.  Very  well.  Mr.  Gay,  you  may  come  forward  to  the 
committee  table. 

STATEMENT  OF  THOMAS  B.   GAY,   ESQ.,   OF  THE  LAW  FIKM   OF 
HUNTON,  WILLIAMS,  ANDERSON,  GAY  &  MOORE,  RICHMOND,  VA. 

The  Chairman.  Mr.  Gay.  if  you  have  a  brief  on  this  subject  it 
will  l)e  unnecessary  to  deal  at  great  lengi:h  in  an  oral  argument  on 
the  constitutionality  of  the  bill,  I  take  it. 

Mr.  (Jay.  As  Mr.  Whitney  has  stated,  w'e  should  like  to  have  leave 
to  file  a  bi'ief.  which  we  will  do  very  promptly. 

The  Chairman.  All  right. 

Mr.  (iay.  For  the  purpose  of  the  record  I  will  state  that  my  name 
is  Tbomas  1^  (iay.  I  am  a  practicing  attorney  in  Richmond,  Va., 
and  a  membei-  of  the  law  firm  of  Hunton.  AVilliams,  Anderson,  Gay 
v^  Moore. 

The  constitutional  aspects  of  this  bill  are  so  serious  and  far-reach- 
iiig  that  Mr.  Whitney  has  asked  me  to  present  in  behalf  of  the  New 
York  Stock  Exchange  some  of  the  reasons  which  in  our  opinion 
ju.stify  the  belief  that  there  is  at  least  the  gravest  doubt  of  the 


STOCK   EXCHANGE   PRACTICES  6587 

existence  in  the  Constitution  of  any  delegation  of  power  for  its 
enactment  by  the  Congress. 

May  I  preface  what  I  shall  have  to  say  by  a  reference  to  the  Tenth 
Amendment  to  our  Federal  Constitution,  which  provides  that — "  The 
powers  not  delegated  to  the  United  States  by  the  Constitution  nor 
prohibited  by  it  to  the  States,  are  reserved  to  the  States  respectively 
and  to  the  people." 

Because  of  this  constitutional  provision  we  have  a  dual  system  of 
government,  dual  in  the  sense  that  some  powers  are  delegated  to  and 
exercised  by  the  Federal  Government,  and  those  not  so  delegated  are 
administered  by  the  States  through  the  voice  of  the  people. 

Ours  is  not  a  national  government.  It  is  a  Federal  Government. 
It  is  not  national  in  the  sense  that  it  possesses  inherent  power.  It  is 
Federal  in  the  sense  that  it  exercises  only  delegated  power,  powers 
which  must  be  expressly  found  in  the  instrument  or  necessarily  im- 
plied for  the  purpose  of  exercising  those  expressly  conferred. 

The  importance  of  keeping  in  mind  these  constitutional  principles 
is  quite  necessary  it  seems  to  me  in  view  of  Mr.  Corcoran's  explana- 
tion of  the  objects  of  this  bill.  He  sunnuarized  them,  as  I  heard  him 
on  yesterday,  as  embodying  four  main  purposes : 

First.  The  control  of  credit  that  gets  into  the  stock  market. 

Second.  The  protection  of  investoi's  from  stock  market  evils  that 
are  possible  under  existing  set-ups. 

Third.  The  protection  of  investors  from  ignorance  and  exploita- 
tion by  large  inside  operators. 

Fourth.  Regulation  of  over-the-counter  markets,  with  resulting 
l)rotection  to  securities  listed  on  registered  exchanges. 

While  Mr.  Corcoran  discussed  at  some  length  the  social  problems 
which  he  thought  the  accomi)lishnient  of  those  objects  would  solve, 
he  advanced  no  reasons  that  I  heard  for  thinking  that  the  conditions 
which  he  described  are  proper  objects  of  Federal  regulation,  nor  did 
he  suggest  that  there  was  in  fact  any  Federal  power  to  legislate  in 
respect  of  them  in  the  manner  ])roposed  in  this  bill. 

Broadly  speaking,  the  bill  is  designed  to  accomplish  the  objects 
which  Mr.  Corcoran  has  discussed,  in  two  ways: 

First.  The  use  of  the  nuiils  or  any  instrument  of  interstate  com- 
munication or  transportation  in  interstate  commerce  for  the  purj^ose 
of  using  the  facility  of  a  stock  exchange,  is  prohibited  unless  that 
exchange  is  registered  under  this  act. 

Second.  The  use  of  the  same  facilities,  that  is,  the  mails  or  any 
instrument  of  comnumication  or  transportation  in  intei*state  com- 
merce, for  the  purpose  of  making  or  creating  a  nuirket  in  otlier  than 
listed  securities,  is  also  prohibited  except  under  such  rules  and  regu- 
lations as  the  Federal  Trade  Commission  may  prescribe  as  appro- 
priate in  the  public  interest  or  for  the  protection  of  investors. 

Both  means,  if  I  may  be  permitted  to  say  so,  of  accomplishing  the 
desired  object  are  therefore  predicated  upon  the  power  of  Congress 
either  to  control  the  mails  or  to  control  interstate  commerce. 

Now,  may  I  ask  whether  either  power  may  be  invoked  to  accom- 
plish the  objects  proposed? 

The  committee  was  told  on  yesterday  that  this  bill  was  the  result 
of  the  efforts  of  Commissioner  Landis  of  the  Federal  Trade  Com- 
mission, and  of  Mr.  Pecora  and  his  associates.  I  mean  from  the 
standpoint  of  draftsmanship.    Now,  Mr.  Landis  has  testified  before 
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the  House  Committee  on  Interstate  Commerce,  and  at  the  beginning 
of  his  testimon}'  he  made  this  very  frank  and  candid  statement : 

At  the  thrcsliold  of  this  question  there  seems  to  me  to  lie  the  question  of 
national  power  over  exchanges.  I  think  this  committee  has  to  meet  that  and 
to  face  that  before  it  can  go  any  further.    The  question  is  not  free  from  doubt. 

Because,  therefore,  Mr.  Chairman  and  gentlemen  of  the  committee, 
of  the  existence  of  this  doubt  in  the  minds  of  those  primarily  respon- 
sible for  the  existence  of  this  measure,  and  because  of  the  conviction 
in  our  minds  that  there  exists  no  power  in  the  Congress  to  control 
exchanges  in  the  manner  proposed  in  this  bill,  do  we  respectfully  but 
most  earnestly  submit  that  the  legislation  as  proposed  is  not  consti- 
tutional. 

Now,  the  title  of  the  bill  states  that  it  seeks — 

To  provide  for  the  registi-ation  of  national  securities  exchanges  operating  in 
interstate  and  foreign  commerce  and  through  the  mails  and  to  prevent  inequi- 
table and  unfair  practices  on  such  exchanges,  and  for  other  purposes. 

The  first  section  embodies  its  title. 
The  second  section  is  entitled : 

Kegulation  of  exchanges  using  the  channels  of  interstate  commerce  and  the 
mails  necessary  in  the  public  interest. 

This  paragraph  embodies  what  Mr.  Landis  stated  to  the  House 
Committee  on  Interstate  Commerce  was  an  argument  for  the  en- 
actment of  this  bill.  It  is  quite  a  long  paragraph,  and  I  shall  not 
detain  you  to  read  it  but  will  merely  say  that  it  contains  recitals  of 
fact  which  Mr.  Landis  suggested,  and  with  which  suggestion  I  en- 
tirel}'  agree,  would  be  very  persuasive  before  any  court  in  jtistifying 
in  point  of  fact  the  existence  of  a  need  for  congressional  action.  It 
also  embodies,  however,  conclusions  of  law  which  all  of  us  know 
would  be  binding  upon  no  court  and  could  not  be  relied  upon  to 
support  the  constitutionality  of  the  act. 

1  do  want  to  read,  with  your  indulgence,  just  two  or  three  sen- 
tences which  embody  in  my  opinion  pure  conclusions  of  law  and, 
therefore,  constitute  no  argument  for  the  enactment  of  the  proposed 
bill.    The  first  sentence  of  section  2  says : 

Transactions  in  securities  as  commonly  conducted  upon  securities  exchanges 
by  means  of  the  mails  or  instrumentalities  of  transportation  or  communica- 
tion in  interstate  commerce  are  affected  with  a  national  public  interest. 

I  rospectf  idly  submit  that  that  statement  begs  the  question,  which 
is  whether  transactions  in  securites  through  the  mails  or  instrumen- 
talities of  transportation  is  interstate  commerce.  And  our  view  of 
the  matter,  and  in  the  light  of  decisions  which  we  think  relevant 
and  ])ertinent,  such  is  not  the  fact. 

Later  on  in  the  paragraph 

Senator  Goke  (interposing).  Right  there,  Mr.  Gay,  Congress  can- 
not, by  merely  reciting  a  thing  as  a  fact,  make  it  a  fact. 

Mr.  Gay.  Of  course  not.  Senator  Gore. 

Senator  Goiti:.  In  other  words,  the  Congress,  by  enacting  a  law 
(hat,  any  iiuhistry  or  onter])rise  is  affected  with  public  interest,  does 
not  make  it  so  unk^ss  it  is  so. 

jNIr.  (Jay.  OF  course,  Senator  Gore,  that  is  the  case. 

Senator  Goni:.  The  Sui)reme  Court  has  held  that  in  some  Louisiana 
'•!ro:  T  Ix'lioxc.  some  sugar-refinins:  case. 
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]Mr.  Gay.  It  is  because  of  that  fact  that  I  am  stressing-  to  the  com- 
mittee the  impertinence  of  these  recitals  when  they  are  founded  upon 
Avhat  we  think  are  "  facts  "  that  are  not  facts.  In  other  words,  to 
say  that  transactions  in  securities  by  means  of  the  mails  or  instru- 
mentalities of  transportation  or  communication  is  interstate  com- 
merce is,  as  I  statecl  a  moment  ago,  to  beg  the  question,  which  is 
whether  or  not  transactions  in  securities  through  the  mails  and  by 
means  of  interstate  communications  is  interstate  commerce.  And 
we  expect  to  show  you,  very  briefly,  that  such  is  not  the  fact. 

The  Chairman.  Suppose  we  were  to  write  the  word  "  emergency  " 
in  the  bill? 

Mr.  Gay.  In  answer  to  your  question,  Mr.  Chairman,  I  should  like 
to  use  the  same  statement  that  Senator  Gore  just  used:  The  recital 
of  an  emergency  does  not  establish  the  fact.  It  expresses  the  opinion 
of  Congress,  but  I  do  not  believe  it  would  be  conclusive  upon  a  court. 

Senator  Wagner.  It  is  very  persuasive,  however. 

Mr.  Gay.  Undoubtedly,  Senator  Wagner. 

Mr.  Pecora.  The  courts  have  frequently  so  stated  in  upholding 
the  constitutionality  of  enactments  of  the  Congress. 

Senator  Gore.  Do  you  think  that  the  Congress  can  allege  an 
emergency  and  then  legislate  certain  powers  to  meet  the  emergency, 
and  thereby  invest  itself  with  powers  it  would  not  otherwise  possess? 

Mr.  Gay.  I  certainly  do  not,  Senator  Gore. 

Senator  Gore.  In  the  case  of  the  Federal  Government  it  used  to 
be  a  matter  of  delegated  powers.  It  cannot  add  to  its  own  powers 
by  a  mere  declaration. 

Mr.  Gay.  That  is  the  whole  thesis  of  my  argument,  Senator  Gore. 

The  Chairman.  You  ma}^  proceed,  INIr.  Gay. 

Mr.  Gay.  The  next  sentence  of  this  paragraph  to  which  I  invite 
your  attention  is  to  be  found  on  page  3,  in  the  middle  of  the  page: 
"  Such  unreasonable  fluctuations — " 

Referring  to  those  that  arise  out  of  so-called  "  manipulations  " 
upon  exchanges — "  constitute  an  obstruction  to  and  a  burden  upon 
interstate  commerce." 

In  wliat  way?  Only  if  the  use  of  the  mails  or  instrumentalities  of 
communication  and  transiX)rtation  in  trading  in  securities  constitute 
interstate  commerce,  which,  again,  is  begging  the  question. 

The  sentence  continues :  "  Transactions  in  securities  upon  ex- 
changes create  a  flow  of  securities  in  interstate  commerce  to  and  from 
the  places  where  such  exchanges  are  located." 

Again  you  have  an  assumption  of  fact  which  we  think  the  law 
does  not  sustain,  and  that  is  that  trading  in  securities  by  means  of 
the  mails  or  interstate  communications  does  not  constitute  interstate 
commerce. 

Now,  before  addressing  myself  to  what  may  be  called  the  legalistic 
aspects  of  this  matter,  it  seems  to  me  important  to  state  briefly  what 
the  nature  of  the  stock-exchange  business  is,  as  well  as  that  of  mem- 
bers who  trade  upon  its  floor.  I  am  not  undertaking,  of  course,  to 
discuss  the  technical  operations  of  exchanges  but  merely  those  physi- 
cal conditions  which  are  really  a  matter  of  common  knowledge, 
which,  however,  constitute  those  basic  facts  upon  which  legislation 
must  operate  if  it  be  an  instrument  of  interstate  commerce. 
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The  New  York  Stock  Exchange  is,  of  course,  located  on  Wall 
Street  The  buying  and  selling  of  securities  on  that  exchange  is 
done  by  its  members  on  the  floor  of  the  exchange  The  securities 
tlieniseives  which  are  so  bought  and  sold  are  required  to  be  delivered 
and  paid  for  through  the  Stock  Securities  Corporation,  a  subsidiary 
of  the  exchange,  or  at  the  offices  of  members  of  the  exchange  withm 
the  ininiediatt^neighborhood.  The  business,  in  other  words,  is  m  the 
nature  of  its  transaction  peculiarly  local.  I  may  also  say  that  every 
bond  listed  on  the  exchange  and  traded  in  by  its  members  under  the 
rules  of  the  exchange  must  be  payable  as  to  principal  and  interest  in 
the  city  of  New  York;  and  that  every  share  of  stock  traded  in  by  its 
members  must  be  capable  of  transfer  and  registration  in  the  city  of 
New  York. 

Now,  having  regard  to  those  physical  conditions,  it  seems  to  me 
there  are  transactions  of  three  general  characters  that  flow  from 
their  use : 

First.  Those  that  are  purely  local  in  their  nature.  By  that  I  mean 
that  a  citizen  of  New  York  City  or  of  New  York  State  gives  to  a 
broker  trading  on  the  exchange  an  order  to  sell  100  shares  of  United 
States  Steel.  That  broker  executes  the  order  by  selling  the  stock  to 
another  broker  who  is  buying  for  the  account  of  a  citizen  of  New 
York,  and  the  transaction  is  closed. 

Now,  whether  that  is  a  marginal  transaction  or  one  for  investment, 
both  transactions  are  so  essentially  local  in  their  nature  that  it  seems 
to  me  to  be  beyond  question  that  they  do  not  lie  within  the  power 
of  Federal  regulation  if  there  be  anything  left  under  the  Constitu- 
tion for  the  States  to  control. 

The  next  character  of  transaction  we  will  say  originates  from 
Richmond,  Va.,  where  a  citizen  gives  an  order  to  a  local  broker  or 
to  the  agent  of  a  New  York  broker  to  sell  100  shares  of  United  States 
Steel  on  the  New  York  Stock  Exchange.  That  sale  is  executed 
through  a  broker  who  buys  for  the  account  of  a  citizen  of  Boston. 

Now,  that  transaction  maj^  have  been  for  investment  or  it  may  have 
been  of  a  marginal  nature,  which  is  said  to  give  rise  to  so  much  of 
the  abuse  complained  of  and  which  justifies  the  enactment  of  a  law 
for  the  protection  of  speculators. 

I  call  the  committee's  attention  particularly  to  the  provisions 
defining  interstate  commerce  as  used  in  this  bill  and  which  appear 
as  a  i)art  of  section  IT.  on  i)age  8.     It  is  as  follows : 

For  tlio  purpose  of  this  act  (but  not  in  anywise  limiting  tlie  definition  of 
interstate  commerce)  a  transaction  in  respect  of  any  security  shall  be  con- 
sidered to  be  in  interstate  commerce  if  such  transaction  is  part  of  that  cur- 
rent of  commerce  usual  in  a  security  transaction  \vherel)y  an  order  to  purcMse 
or  to  sell  a  security  originates  from  a  person  in  one  State  with  the  expectation 
that  it  will  or  nuiy  be  consummated  by  the  receipt  on  an  exchange  of  an  order 
lo  sell  or  j)urciiase  the  same  security  oiiginatiiisi'  from  anotlier  person  in 
another  State 

Now.  let  us  stoj)  there  for  a  moment.  Is  that  anything  more 
than  the  conunuiiication  of  thought?  Is  it  anything  niore  than  the 
traiisiiiission  of  intelligence,  whether  the  mails  be  used  or  whether 
the  telephone  or  the  telegra|)h  be  employed? 

Senator  (ioke.  Or  the  radio. 

Mr.  (i.w.  Or  the  radio,  or  airships.  But  voii  could  not  carry  an 
idea   by   aiiship,  although   they  do  move  pretty  fast. 
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Now,  that  definition,  it  seems  to  me,  is  predicated  upon  the  as- 
sumption that  interstate  communication  is  interstate  commerce,  and 
you  are  seeking  to  give  character  to  a  business  not  by  its  essential 
nature  but  by  the  mere  fact  that  it  uses  the  mails  or  the  telephone 
or  the  telegraph  for  its  transaction. 

Now,  as  I  will  show  you  in  a  few  moments,  the  Supreme  Court 
has  ofttimes  stated  that  that  is  not  enough  to  make  a  business,  which 
is  not  by  virtue  of  its  nature  interstate,  interstate  in  fact. 

In  New  York  Life  Insurance  Co.  versus  Deer  Lodge  County^ 
reported  in  231  U.S.  495,  dealing  with  insurance  contracts — and  I 
shall  have  more  to  say  on  this  case  in  another  connection — the  Court 
said : 

Nor,  again,  does  the  use  of  the  mails  deteraiine  anything. 

The  court  is  addressing  itself  now  to  the  contention  of  the  insur- 
ance compan}'  that  its  business  was  interstate  because  its  agents  were 
communicating  with  it  in  the  city  of  New  York  from  all  over  the 
country  for  the  purpose  of  conducting  that  business.  Yet  the  court 
says: 

Nor,  again,  does  the  use  of  the  mails  determine  anything.  Certainly  not  that 
which  takes  place  hefore  and  afler  the  transaction  hetween  the  plaintiff  and 
its  agents  in  secret  or  in  regulation  of  their  relations.  But  put  agents  to  one 
side  and  suppose  the  insurance  company  and  the  applicant  negotiating  or  con- 
summating a  contract.  That  they  may  live  in  different  States,  and  heuce  use 
the  mails  for  their  communications,  does  not  give  character  to  what  they  do; 
cannot  make  a  personal  contract  tlie  transportation  of  connnodities  froin  one 
State  to  anothei'. 

And  then  the  court  cites  a  long  line  of  decisions,  beginning  with 
Paul  versus  Virginia. 

Senator  Gore.  Will  you  read  that  again  from  tlie  W()fd  '*  give  "? 
Mr.  Gay.  The  court  says: 

Cannot  make  a  personal  contract  the  transportatidu  of  cnnimodities  from  one 
State  to  another. 

In  other  words,  where  I  have  communicated  through  my  broker 
in  Richmond,  Va.,  to  sell  securities  on  the  New  York  Stock  Exchange, 
and  that  order  has  been  executed  by  a  subseqtient  sale  to  a  citizen 
of  Boston,  that  })ersonal  contract  on  my  part,  says  the  court,  cannot 
be  made  an  interstate  transaction  merely  because  interstate  com- 
munication has  been  used  in  its  consummation. 

In  the  same  volume,  231  U.S.  314,  the  court,  in  the  case  of  Fidelity 
Co.  versus  Kentucky,  upheld  the  license-tax  statute  of  that  State 
upon  commercial  agencies  and  made  this  verv  broad  statement  of 
law: 

The  circumstance  that  in  a  sultstantial  numher  of  cases,  even  if  in  tlie  greater 
numher,  there  is  correspondence  by  letter  or  otherwi.se  from  State  to  State, 
which  might  perhaps  have  an  effect  upon  the  conduct  of  other  parties  about 
entering  or  not  entering  the  transaction  in  interstate  c<unmerce,  is  not 
controlling. 

So  I  say,  Mr.  Chairman  and  gentlemen  of  the  committee,  that  this 
definition  contained  in  paragraph  16  of  section  3  of  the  act  seeking 
to  define  interstate  connnerce  as  a  transaction  in — 

That  current  of  commerce  usual  in  a  security  transaction  whereby  an  order 
to  purchase  or  to  sell  a  security  originates  from  a  person  in  one  State  with  the 
175541— 34— PT  15 12 


(3592  STOCK  EXCHANGE  PRACTICES 

expectation  that  it  will  or  may  be  consummated  by  the  receipt  on  au  exchange 
of  an  order  to  sell  or  purchase  the  same  security  originating  from  another  per- 
son in  another  State —  i 
is  in  the  teeth  of  the  decisions  of  the  Supreme  Court  of  the  United 
States  Avhich  say  that  such  communications  do  not  constitute  those 
transactions  interstate  commerce. 

There  is  a  third  transaction  which  involves  the  movement  of  secu- 
rities from  one  State  to  another.  I  sell  100  shares  of  steel  through 
my  broker  in  Richmond,  or  through  an  agent  of  a  New  York  broker. 
It  goes  on  through  a  broker  on  the  floor  of  the  exchange,  and  is  sold 
to  a  citizen  of  Boston.  I  send  the  certificate  on  to  the  New  York 
broker.  He  in  turn  delivers  it  to  the  broker  who  made  the  pur- 
chase, and  it  passes  to  the  customer  in  Boston. 

Let  me  emphasize  here,  if  I  may,  the  distinction  which  the  Su- 
preme Court  has  always  in  mind  in  discussing  such  matters.that  the 
movement  of  that  evidence  of  right  in  the  form  of  a  certificate  is  a 
mere  incident  to  the  transaction,  and  does  not  necessarily  contemplate 
it.  In  point  of  fact,  I  think  the  evidence  would  show  that  in  most 
transactions  through  the  New  York  Stock  Exchange  the  delivery  is 
made  of  a  certificate  then  in  New  York,  and  not  of  a  certificate  in 
the  foreign  State,  where  the  local  broker  simply  holds  it  for  the 
account  of  the  New  York  broker,  and  the  New  York  broker  delivers 
out  of  his  own  box  a  security  to  fulfill  the  transaction. 

But  let  us  assume  that  there  is,  in  fact,  a  movement  of  securities 
from  one  State  to  another.  Are  they  of  such  a  nature  as  to  consti- 
tute elements  or  subjects  of  interstate  commerce?  The  closest 
analogy  that  may  be  drawn,  it  seems  to  me — it  is  not  perfect,  but  it 
affords  a  reasonal)le  basis  for  argument,  and  I  think  sound  reason- 
ing— are  the  insurance  cases.  This  decision  of  New  York  Life  In- 
surance Co.  against  Deer  Lodge  County,  to  which  I  liave  referred, 
involved  that  question,  and  crystallized  the  law  in  the  Supreme 
Court  over  a  long  line  of  decisions,  that  the  business  of  insurance, 
though  it  resulted  in  the  issuance  of  contracts  to  indemnify  people 
against  death,  through  contracts  that  had  to  move  from  the  company 
in  New  York  to  the  insured,  wherever  he  might  be,  did  not  constitute 
interstate  commerce. 

That  those  decisions  are  very  pertinent  or  persuasive  in  sustaining 
the  view  that  the  movement  of  securities  in  such  manner  would  like- 
wise not  constitute  interstate  commerce,  is  evidenced  by  a  communi- 
cation which  I  want  to  read  in  part  to  the  committee,  with  leave  to 
file  an  original  photostatic  copy  in  the  record.  This  is  from  Com- 
missioner Landis,  now  Federal  Trade  Comimssioner.  It  was  written 
by  him  on  the  22d  of  February  1932,  to  Messrs,  Carter,  Ledyard,  and 
Milburn,  New  York  counsel  for  the  New  York  Stock  Exchange. 
This  letter  was  written  expressing  the  opinion  of  Mr.  Landis,  who 
was  then  a  professor  at  tlie  law  school  of  Harvard  University  at 
Caiiil)ri(lge,  upon  the  question  of  the  constitutionality  of "  the 
La(Jiiardia  bill,  and  the  reasons  which  he  gives  in  this  letter  are  so 
convincing  to  my  mind  that  they  answer  completely  the  argument, 
if  any  can  be  advanced,  why  this  bill  is  constitutional. 

In  the  covering  letter  by  which  he  transmitted  this  oi)inion— I 
think,  in  fairness  to  Mr.  Landis,  Islumld  read  this  |iaraora])li,  because 
certainly  we  have  no  disposition  to  do  anything  more  than  bring 
(his  letter  to  the  attention  of  the  committee  as  the  opinion  of  one  of 
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the  draftsmen  of  this  bill,  one  of  those  certainly  most  qualified  to  de- 
fend its  constitutionality.  From  that  letter  I  believe  the  conclusion  is 
inescapable  that  when  divorced  from  his  interest  in  the  matter,  and 
his  purpose  to  advocate  its  passage,  his  sound  judgment  vras  that  the 
measure  is  unconstitutional. 

This  covering  letter,  as  I  have  said,  contains  this  paragraph 
[reading]  : 

I  have  confined  myself  to  the  consideration  of  the  constitutionality  of  the 
LaGuardia  bill,  for  I  am  as  yet  unconvinced  that  a  bill  could  not  be  drafted  to 
regulate  seciu'ity  transactions  on  stock  exchanges  which  would  be  constitutional. 
The  LaGuardia  bill,  however,  bottoms  itself  upon  a  theory  and  conception  of 
interstate  commerce  that  I  am  not  prepared  to  accept. 

It  is  my  purpose  to  show  that  the  conception  of  this  bill  is  not  dis-" 
tinguishable,  in  fact,  from  the  conception  of  the  LaGuardia  bill,  and 
to  use  Mr.  Landis'  opinion  in  support  of  that  view. 

Mr.  Pegora.  Do  you  deny  to  Mr.  Landis  the  right  to  change  his 
opinion,  which  often  is  exercised  b}'"  the  judges  of  our  courts? 

Mr.  Gay.  Certainly  not,  Mr.  Pecora.  It  is  simply  an  evidence  of 
the  infallibilitj^  of  human  judgment,  but  where  that  opinion  is  forti- 
fied by  reason 

Mr.  Pecora.  You  mean  evidence  of  the  fallibility  of  human 
judgment  ? 

Mr.  Gay.  Yes. 

Mr.  Pecora.  Appl3dng  to  everybody. 

Mr.  Gay.  But  where  the  reasons  which  are  advanced  in  support 
of  a  view  seem  so  controlling  and  convincing,  as  we  think  the  rea- 
sons advanced  in  this  letter  by  Mr.  Landis  are,  in  support  of  the 
view  that  the  LaGuardia  bill  was  unconstitutional,  we  think  it  is 
a  matter  for  you  gentlemen  to  decide  which  view  to  accept. 

I  want  to  return  to  the  letter  for  the  purpose  of  reading  that  part 
of  it  in  which  Mr.  Landis  discusses  the  pertinency  of  the  decision 
of  the  Supreme  Court  in  the  insurance  cases,  that  is,  the  decision 
in  New  York  Life  Insurance  Co.  against  Deer  Lodge  County,  to 
which  I  have  just  referred,  in  support  of  the  view  that  the  con- 
ception upon  which  the  LaGuardia  bill  was  drawn  was  shown  to  be 
unconstitutional  [reading]  : 

No  additional  warrant — 

Says  Mr.  Landis 

Senator  Gore.  Could  you,  just  in  a  sentence,  give  us  the  conception 
that  was  embodied  in  the  LaGuardia  bill? 

Mr.  Gay.  That  was  that  because  corporations  were  engaged  in 
interstate  commerce,  Congress  might  control  them  through  the  con- 
trol of  their  securities,  and  Mr.  Landis  was  of  the  opinion  that  that 
relationship  was  too  remote  to  justify  the  exercise  of  Federal  power 
to  control  interstate  commerce.     Do  I  make  myself  clear,  Senator? 

Senator  Gore.  I  think  so. 

Mr.  Gay.  Mr.  Landis  says  [reading]  : 

No  additional  warrant  for  congressional  ix)wer  is  to  be  gathered  from  the 
fact  that  stock  exchanges  make  use  of  such  instrumentalities  of  interstate 
commerce  as  the  telegraph,  telephone,  and  the  mails  for  the  transaction  of 
their  bu'^iness.  Such  an  argument  was  pressed  upon  the  court  in  the  insurance 
cases  but  without  effect. 
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Then  lie  makes  this  quotation  [reading]  : 

To  accomplish  the  purpose  there  is  necessarily  a  great  and  frequent  use  of 
the  mails,  and  this  is  elaboi-ately  dwelt  on  by  the  insurance  company  in  its 
l)l('adinjr  and  ar,tiument.  it  being  contended  that  this  and  the  transmission  of 
prciiiinms  and  liic  auK.unts  of  the  policies  constitute  a  "  current  of  commerce 
among  tiic  JStiites."  This  use  of  the  malls  is  necessary,  it  may  be,  to  the  cen- 
tralization of  the  control  and  supervision  of  the  details  of  the  business;  it  is 
not  essential  to  its  character  (Nvn:  York  Life  Insnrunce  Co.  v.  Deer  Lodge 
County,  231  U.S.  495). 

That  is  another  way  of  saying,  as  I  said  a  moment  ago,  that  mere 
interstate  communication  is  not  interstate  commerce,  and  the  char- 
acter of  a  business  is  not  changed  and  converted  from  intrastate  to 
interstate  merely  because  it  uses  the  mails  and  instruments  of  inter- 
state communication  to  carry  on  that  business. 

There  are  a  great  many  other  decisions  which  I  shall  not  detain 
you  to  read  from  that  support  that  view.  They  will  be  recited  and 
relied  upon  in  the  brief  Avhich  we  expect  to  file. 

I  pass  to  my  further  point,  which  is  this.  Let  me  say,  before  leav- 
ing that,  that  bonds  and  stocks  are  not  property.  Stocks  are  mere 
evidence  of  ownership  in  property.  Bonds  are  evidence  of  debt. 
They  are  both,  however,  subject  to  barter  and  trade.  But  do  they, 
in  the  opinion  of  the  Supreme  Court,  constitute  commodities  or 
(objects  of  such  a  nature  as  to  be  capable  of  passing  between  the  States 
within  the  constitutional  conception  of  interstate  commerce?  That 
they  are  not  seems  to  me  clearly  demonstrated  by  the  Courts'  decisions 
in  a  number  of  cases  upholding  the  validity  of  regulations  by  States 
of  exchanges,  upholding  the  power  of  States  to  tax  trading  in  them, 
and  various  other  exertions  of  the  State  power  to  legislate. 

^Ir.  Pecora.  Mr.  Gay,  would  you  pardon  an  interruption  ? 

Mr.  Gay.  Certainly. 

Mr.  Pecora.  You  say  that  bonds  and  stocks  are  not  property.  Are 
there  any  laws  in  the  State  of  Virginia  which  make  the  stealing 
of  bonds  and  stocks  larceny? 

Mr.  Gay.  I  say  they  are  not  property,  Mr.  Pecora,  with  the  quali- 
fication which  I  made,  that  is,  that  they  evidence  property.  Of 
course,  they  represent  property  in  the  sense  that  they  may  be  the 
sul)ject  of  larceny,  of  course. 

Mr.  Pecora.  Presumably  because  they  are  property,  or  a  thing  of 
value. 

Mr.  Gay.  Yes;  that  might  be  quite  true;  but  that  still  does  not 
give  them  a  character  such  as  is  necessary  to  constitute  the  subject 
of  interstate  commerce. 

Mr  Pecora.  There  have  been  many  persons  who  thought  they 
owned  property  Avhen  they  owned  stocks  and  bonds  in  recent  years 
but  afterwards  found  out  they  were  wrong.  '  ' 

Mr.  Gav.  I  do  not  see  how  that  could  affect  the  constitutional 
question. 

Mr.  Pecora.  You  were  making  the  assertion  that  stocks  and  bonds 
are  not  i^roperty. 

Mr.  (Jay.  It  may  be  a  fact.  Personally.  I  expect  a  great  many 
people,  motivated  as  they  are  in  passing  this  bill,  are  in  that  category, 
and  It  may  be  that  their  enthusiasm  and  zeal  arises  from  that  fact 

Mr.  Pecora.  Prom  what  fact? 

Mr.  Gay.  That  they  suffered  the  sort  of  loss  that  you  visualized. 
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Mr.  Pecora.  If  you  are  leveling  that  remark  at  me,  let  me  say  you 
are  entirely  mistaken, 

Mr.  Gay.  I  ^yas  not  leveling  it  at  you. 

Mr.  Pecora.  Because  no  broker  ever  executed  an  order  on  any 
securities  for  me  or  any  member  of  my  family. 

Mr.  Gay.  To  refer  briefly  to  the  decisions  which,  in  our  opinion, 
support  the  view,  the  Supreme  Court's  view,  that  securities,  bonds, 
and  stocks,  lack  the  commodity  nature  that  an  article  must  possess 
in  order  to  be  a  part  of  interstate  commerce,  I  want  to  refer  briefly 
to  this. 

In  Hatch  v.  Reardon  (204  U.S.  152),  the  Supreme  Court  upheld  an 
act  of  the  State  of  New  York  imposing  a  stamp  tax  of  2  cents  on 
$100  of  face  value  of  shares  of  stock  when  sold  in  New  York  by  a 
resident  of  Connecticut  to  a  resident  of  the  latter  State  doing  busi- 
ness in  New  York,  as  not  a  burden  on  interstate  commerce.  The 
Court  said  [reading]  : 

Tho  facts  that  the  property  sold  is  outt^ide  of  the  State  and  the  seller  and 
buyer  foreigners  are  not  euoutrh  to  make  a  sale  commerce  with  foreign  nations 
or  amonji'  the  several  States,  and  that  is  all  there  is  here. 

Again,  in  Moore  v.  New  York  Cotton  Exchange  (270  U.S.),  the 
Supreme  Court  upheld,  as  not  violative  of  the  Federal  antitrust 
laws,  which  were,  of  course,  designed  to  regulate  abuses  in  interstate 
commerce,  a  contract  between  the  New  York  Cotton  Exchange  and 
the  Western  Union  Telegraph  Co.  for  the  exclusive  sale  of  quotations 
in  the  sale  of  cotton  (m  such  excliange.     The  Court  said  [reading]  : 

Such  agreements  do  not  provide  for,  nor  does  it  appear  that  they  contem- 
plate the  shipment  of  cotton  from  one  State  to  another.  If  interstate  ship- 
ments are  actually  made,  it  is  not  because  of  any  ct)ntractual  oblijiation  to  that 
effect. 

That  is,  if  I  may  repeat,  the  basis  of  the  argument  that  the  sale  of  a 
security  on  the  New  York  Stock  Exchange  is  not  interstate  com- 
merce, because  there  is  nothing  inherent  in  the  transaction  which 
necessitates  the  flow  of  stocks  and  bonds  from  a  foreign  state. 
[Continuing  reading :] 

But  it  is  a  chance  happeninu  which  cannot  have  the  effect  of  converting  these 
purely  local  aiireements.  or  the  transactions  to  wh'ch  they  relate,  into  subjects 
of  interstate  commerce. 

Citing  Ware  &  Leland  versus  Mobile  County,  which  said  [read- 
ing] : 

The  most  that  can  be  said  is  that  the  agreements  are  likely  to  give  rise  to 
interstate  shipments.     That  is  not  enough. 

I  shall  not  multiply  decisions  on  that  point.  They  support,  we 
think,  the  view  that  the  sale  of  securities  on  an  exchange  does  not, 
in  and  of  itself,  as  a  contract  of  barter  and  sale,  necessitate  the  move- 
ment of  securities  in  interstate  conmierce,  and  that  is  the  test. 

Senator  Carey.  May  I  ask  you  a  question,  Mr.  Gay. 

Mr.  Gay.  Certainly. 

Senator  Carey.  Are  you  acquainted  with  the  Packers  and  Stock- 
^''ards  Act? 

Mr.  Gay.  I  am  coming  to  that  in  just  a  moment,  quite  fully.  I 
am  happy  to  say.  Senator  Carey,  that  I  am  just  at  that  point  now. 

The  proponents  of  this  bill — 1  say  the  proponents  of  it.  I  should 
confine  myself  more  strictlv  to  Commissioner  Landis,  basing  mv 
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statement  upon  his  evidence  before  the  House  Committee  on  Inter- 
state Commerce — the  proponents  of  this  bill  bottomed  their  argu- 
ment that  tliis  act  is  constitutional  upon  the  so-called  "stockyard 
cases  and  grain  futures  cases  "  decided  recently  by  the  Supreme  Court 
of  the  United  States.  I  just  want  to  read  a  paragraph  from  Com- 
missioner Landis'  testimony,  in  which  he  says,  speaking  of  these 
cases,  the  latter  being  Chicago  Board  of  Trade  versus  Olsen,  which 
is  reported  in  262  United  States,  page  1  [reading]  : 

I  tliiiik  tliat  upon  the  basis  of  conceptions  of  tliat  type,  tliat  the  constitu- 
tionality of  legislation  such  as  is  proposed  here  in  H.R.  7852  must  be  sustained. 

What  were  the  conceptions  of  that  type  to  which  Mr.  Landis  re- 
ferred? •  Briefly,  they  were  these,  addressing  myself  for  the  moment 
to  this  grain-futures  case : 

Chicago,  through  the  medium  of  the  Chicago  Board  of  Trade, 
afforded  a  means  through  which  grain  grown  in  the  West  moved 
eastward,  through  means  of  interstate  commerce — I  mean  the  instru- 
mentalities of  interstate  commerce,  the  railroads — was  sold,  and 
passed  on  to  the  consumer  in  the  East.  In  other  words,  the  ex- 
change had  a  relation  both  to  the  industry  and  the  commodity,  which 
constituted  the  nature  of  the  business,  and  the  railroads,  which  were 
interested  in  the  transportation  of  that  commodity,  which,  in  the 
opinion  of  the  Supreme  Court,  justified  Federal  regulation  and  con- 
trol. Now,  unless  it  can  be  admitted,  or  unless  it  is  conceded  that 
securities  are  indistinguishable  from  commodities,  these  decisions 
obviously  have  no  pertinency.  In  this  same  letter  from  Mr,  Landis 
to  which  I  have  referred,  he  makes  this  most  persuasive,  if  not  con- 
vincing, statement  upon  that  subject. 

Senator  Goke.  Which  is  this?  Is  this  his  letter  when  he  was  a 
l)rofessor  at  Harvard  University  or  his  testimony  before  the  House? 

Mr.  Gay.  This  is  his  letter  when  he  was  a  professor  at  Harvard 
University,  written  to  Carter,  Ledyard  &  Milburn,  New  York  counsel 
for  the  New  York  Stock  Exchange,  upon  the  question  of  the  consti- 
tutionality of  the  LaGuardia  bill  [reading]  : 

This  consideration  is  emphatically  brought  out  by  Chief  Justice  Taft  in  the 
Board  of  Trade  case. 

Then  he  quotes  [reading]  : 

The  sales  on  the  Chicago  Board  of  Trade  are  just  as  indispensable  to  the 
continuity  of  the  flow  of  wheat  from  the  West  to  the  mills  and  distributing 
points  of  the  East  and  Euroiie  as  are  the  Chicago  sales  of  cattle  to  the  flow 
of  stock  toward  the  feeding  places  and  slaughter  and  packing  houses  of  the  East. 

Then  he  continues  [reading] : 

The  recognition  that  this  is  the  basic  principle  underlying  congressional 
control  over  sales  for  future  delivery  and  other  practices  on  "commodity  ex- 
clianges.  in  ray  opinion,  distinguishes  these  exchanges  from  stock  exchanges. 
In  the  former  type  of  exchange,  the  thing  that  is  bought  and  sold  is  a  com- 
modity moving  in  interstate  commerce.  The  fact  that  for  the  moment,  when 
the  transaction  upon  the  exchange  actually  takes  place,  the  commodity  is  at 
rest  and  that  no  interstate  dcliv(>ry  is  requircMl  as  between  buver  and  seller, 
has  been  regarded  l)y  the  court  as  immaterial  in  the  liglit  that  at  bottom  there 
is  a  current  of  interstate  commerce  in  the  commoditv  moving  through  and 
beyond  the  exchange.  The  stock  exchange,  however,  presents  no  such  "aspect 
Other  than  a  pliysical  certificate  representing  a  chose  in  action,  no  commodity 
IS  to  move  in  interstate  commerce  as  a  consequence  of  a  sale  on  the  stock 
exchange.     Dealnigs  upon   that  market  will  effect  no  additions  to  the  cost  of 
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moving  these  certificates  from  State  to  State.  Indeed,  tlie  parallel  between  a 
commodity  exchange  and  a  stock  exchange  is  so  absent  that  I  cannot  regard 
these  decisions  as  governing  the  stock-exchange  situation  nor  as  establishing  a 
principle  applicable  to  transactions  upon  stock  exchanges. 

I  could  make  no  better  statement  of  the  differences  in  the  two 
lines  of  decisions,  or  advance  any  more  forcible  argument  why  the 
commodity  aspect  of  those  decisions  affords  no  precedent  for  con- 
tending; that  stock  exchangres  dealing  in  securities  may  be  subject  to 
Federal  regulation  and  control  because  they  are  engaged  in  inter- 
state commerce. 

We  therefore  respectfully  but  most  earnesth'  submit,  INIr.  Chair- 
man and  members  of  the  committee,  that  the  first  means  whereby 
the  evils  which  this  bill  is  designed  to  correct,  and  which  Mr.  Cor- 
coran has  outlined,  I  may  say  with  considerable  eloquence,  rests 
upon  the  assumption  that  there  exists  in  the  Congress  a  power  which 
the  courts  have  said  does  not  lie  there;  and  that  there  is  no  power 
in  the  Congress,  through  its  control  over  interstate  commerce,  to 
prohibit  the  use  of  the  mails  or  means  of  interstate  communication 
for  the  purposes  of  trading  upon  a  stock  exchange  unless  that 
exchange  has  been  registered  upon  the  assumption  that  it  is  an 
instrument  of  interstate  commerce. 

There  is  another  aspect  of  Federal  power,  and  tliat  is  the  use  of 
the  mails.     I  am  speaking  noAV  of  the  power  of  Congress. 

Senator  Gore.  Did  you  cite  the  stockyard  case  ? 

Mr.  Gay.  Two  hundred  and  Sixt3'-two  I.^nited  States  Reports, 
page  1.     I  gave  that,  I  think,  Senator. 

Senator  Gore.  I  thought  that  was  the  board  of  trade. 

Mr.  Gay.  The  stockyard  case  is  cited  and  quoted  from  at  con- 
siderable length  in  the  Board  of  Trade  case^  Senator.  They  both 
are  predicated  upon  the  same  process  of  reasoning — the  flow  of  a 
commodity,  which  necessarily  is  the  subject  and  object,  and  capable 
of  being  a  part  of  interstate  commerce,  the  very  commerce  itself, 
as  distinguished  from  the  instrum'ents  through  which  that  commerce 
i,s  carried  on,  to  wit,  the  railroads. 

I  have  discussed  this  question  thus  far — that  is,  the  use  of  the 
mails  or  instrumentalities  of  interstate  communication — in  its  rela- 
tion to  the  control  of  Congress  over  interstate  commerce,  and  I  have 
endeavored  to  point  out  that  the  mere  fact  that  a  business  makes 
use  of  those  instrumentalities  does  not  characterize  that  business  as 
interstate  in  its  nature. 

There  is  another  conception,  however,  upon  which  this  bill  is  pred- 
icated, and  that  is  what  may  be  said  to  be  the  very  general  control 
of  the  Congress  over  the  use  of  the  mails.  The  power  to  create  post 
offices  and  post  roads  has,  of  course,  long  been  recognized  by  the 
courts  as  conferring  upon  Congi-es,s  the  power  to  control  the  use  of 
the  mails,  and  by  its  power  to  say  what  may  be  carried,  it  has  been 
regarded  as  possessing  the  power  to  say  what  may  be  excluded. 

This  powder,  however,  as  was  so  well  said  by  the  Supreme  Court  in 
Ex  parte  Jackson  (96  U.S.  727),  must  be  exercised  by  the  Congress 
with  due  regard  to  the  existence  and  the  preservation  of  other  rights 
guaranteed  by  the  Constitution  and  Bill  of  Eights,  which  embody 
the  first  10  amendments  to  the  Constitution. 
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In  this  case  to  which  I  have  just  referred,  the  Supreme  Court  said 
[reading]  : 

The  ri'^ht  to  desimiate  what  shall  be  carried  necessarily  involves  the  right 
lo  determine  what'  shall  be  excluded.  The  difficulty  attending  the  subject 
arises  not  from  the  want  of  power  in  Congress  to  prescribe  regulations  as  to 
wh-it  'shall  constitute  mail  matter,  but  from  the  necessity  of  enforcing  them 
consistently  with  rights  reserved  to  the  i)eople,  of  far  greater  importance  than 
the  transportation  of  the  mail. 

Bottoming  my  argument  upon  that  constitutional  conception,  I 
wouhl  like  tl)  inquii'e  what  basis  there  is  for  the  exertion  of  Federal 
power  in  the  manner  proposed  in  section  14  of  this  act.  dealino;  with 
over-the-counter  markets,  so  as  to  make  it  unlawful  for  any(me  to  use 
tlie  mails  to  make  or  create  a  market  for  unlisted  securities  without 
comi)lyinfr  with  such  rules  and  regulations  as  the  Federal  Trade 
Conunission  may  prescribe  as  in  the  public  interest  for  the  protection 
of  investors. 

I  was  very  much  interested  in  Mr.  Corcoran's  statement,  in  read- 
ing that  paragraph,  that  it  Avas  so  indefinite  in  its  object  and 
purpose  as  not  to  permit  the  present  statement  of  how  it  would  be 
enforced.  It  is  capable  of  enforcement  in  so  extreme  a  manner,  as 
Senator  Carey  illustrated  this  morning  in  questioning  Mr.  Corcoran,' 
as  to  make  it  manifest  that  any  elfective  use  of  it  would  destroy 
those  rights  which  the  court  said  have  been  by  the  Constitution  re- 
served to  the  people,  and  are  of  far  greater  importance  than  the 
transjiortation  of  the  mails. 

So  far  as  I  know  this  power  has  not  been  exerted,  or  thus  far  ex- 
ercised by  the  Congress,  except  in  reference  to  activities  of  the  postal 
system,  or  except  in  excluding  from  the  mails,  or  preventing  their 
use  in  resjject  to  matters  that  might  be  said  to  be  malum  in  se  or 
malum  })roliibitum  within  some  power  of  Congress.  There  is  no 
such  limitation  upon  the  broad  powers  of  the  Federal  Trade  Commis- 
sion as  conferred  in  this  section,  and  its  embodiment  in  this  law 
would,  in  our  opinion,  destroy  rights  more  fundamental,  more 
essential  and  more  important  to  the  transaction  of  private  business 
than  any  public  good  which  Avould  arise  b}'^  the  enactment  of  this  law. 

Therefore,  not  to  detain  unduly  in  a  legalistic  discussion,  but  re- 
serving the  right  to  elaborate  it  in  our  brief,  we  respectfully  submit 
that  the  two  means  whereby  the  social  problems  which  Mr.  Corcoran 
described,  and  wliich  he  stated  this  bill  was  designed  to  correct,  are 
sought  to  be  corrected,  involve  the  exertion  by  the  Congress  of 
power,  to  wit,  the  power  to  control  interstate  commerce,  and  its 
power  over  the  mails,  that  may  not  be  constitutionally  exercised  in 
respect  to  the  exchanges  or  the  business  of  their  meinbers,  for  the 
reason  that  it  is  not  interstate  in  its  character  and  cannot  be  made 
so  by  legislative  definition.  In  its  relation  to  the  over-the-counter 
business,  it  would  transcend  those  cenceptions  of  constitutional  law 
wliich  our  court  has  read  into  our  jurisprudence,  and  which,  it  is 
said,  are  of  far  moro  importance  to  the  public  and  the  private  citi- 
zen in  the  transaction  of  private  business  tlian  any  public  good  that 
might  be  obtained  by  the  enactment  of  this  law. 

Senator  Gore.  Is  there  any  analogy  between  the  lottery  cases  and 
those  that  you  have  pointed  out? 

Mr.  (lAY.  The  Jackson  case,  I  should  say,  Senator,  was  the  lotterv 
decision. 
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Senator  Gore.  That  is  what  I  thought. 

Mr.  Gay.  Yes,  sir.  That  was  predicated  on  the  assumption,  of 
course,  that  the  lottery  was  an  activity  detrimental  to  the  public  wel- 
fare, inimical  to  the  public  good,  ancl  because  of  that  fact  should  be 
regulated  through  the  use  of  the  mails. 

There  may  be — and  do  not  misunderstand  my  argument — the  un- 
questioned power  in  the  Congress  to  prohibit  the  use  of  the  mails  for 
certain  purposes,  and  I  hope  I  shall  not  leave  this  table  without 
making  that  perfectly  clear.  Congress  may  define,  as  it  did  in  the 
lottery  case  by  a  specific  application  of  its  power,  what  in  its  opin- 
ion is  inimical  to  the  public  welfare.  This  bill,  in  section  14,  does 
not  contain  any  such  enactment,  but  leaves  it  to  the  discretion  of  the 
Federal  Trade  Commission  to  determine  what  shall  be  in  the  public 
interest,  or  inimical  to  the  public  welfare,  and  leaves  within  its 
power  the  right  to  control  all  private  business  merely  because  it 
uses  the  mails  in  its  transaction. 

Mr.  Pecora.  Mr.  Gay,  on  page  5  of  the  printed  statement  that  was 
read  this  afternoon  by  Mr.  Whitney  you  find  the  following  statement 
[reading]  : 

It  is  the  purpose  of  the  New  York  Stfx-k  Exchange  to  assist  in  every  possible 
way  in  the  prevention  of  frainhilent  practices  affecting  stock  exchanjie  trans- 
acti<ins,  excessive  speculation,  and  manipulation  of  security  prices.  We  should 
be  glad  to  see  a  regulatory  b(»dy,  constituted  under  Federal  law,  supervise  the 
solution  of  these  grave  problems.  We  suggest  in  principle,  and  subject  to  the 
requirements  of  law  and  the  constitutional  power  of  Congress,  an  authority 
or  board  to  consist  of  seven  members — 

And  so  forth. 

Do  you  think  such  an  enactment  as  suggested  there  by  ]Mi'.  "WHiitney 
for  the  pur])ose  of  preventing  the  abuses  that  he  referred  to  would 
be  in  violation  of  the  constitutional  power  of  Congress  to  enact? 

Mr.  Gay.  I  do. 

Mr.  Pecora.  Then,  you  would  accept  a  retainer  from  anybody  to 
argue  against  the  constitutionality  of  the  substitute  that  ]\Ir.  AVhit- 
ney  in  behalf  of  the  stock  exchange,  proposes,  would  you  ? 

Mr.  Gay.  No;  I  am  not  arguing  against  tliat,  Mr.  Pecora.  and 
I  want  to  make  perfectly  ])lain  to  the  committee  that  this  ])roposal, 
qualified  as  it  is  by  Mr.  Whitney's  statement,  subject  to  the  require- 
ments of  law  and  the  Constitution,  is  made  in  the  utmost  good  faith, 
in  the  recogniticm  that  it  is  of  doubtful  constitutional  right,  but 
as  evidence  of  a  willingness  on  the  part  of  the  exchange,  notwith- 
standing that  doubt,  notwithstanding  that  limitation,  to  go  along 
in  an  effort  to  regulate  what  may  be  regarded  as  a  public  evil. 

Mr.  Pecora.  There  is  a  recognition  of  those  evils  in  Mr.  Whitney's 
statement,  if  I  correctly  interpret  it.  You  are  advanced  here,  as  I 
understand  your  appearance,  to  make  an  argument  against  the  con- 
stitutionality of  the  measure  that  has  been  introduced  in  Congress, 
the  Fletcher-Rayburn  bill. 

Mr.  Gay.  Yes,  sir. 

Mr.  Pe<:t)ra.  You  say  in  substance,  and  in  fact,  that  the  very 
substitute  which  is  recommended  or  suggested  by  Mr.  Whitney  for 
the  Fletcher-Rayburn  bill  would  be  subject  to  the  same  objections 
that  you  are  now  advancing  against  the  constitutionality  of  the 
Fletcher-Rayburn  bill. 

Mr.  Gay.  But  that  fact 
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:Mr.  Pecoka.  I  am  not  questioning  the  good  faith  of  anybody.  I 
Dierely  wanted  to  get  from  you  your  own  opinion  about  that. 

Mr.  Gay.  I  gave  it  to  you  as  frankly  as  I  could,  Mr.  Pecora,  and 
that  is,  that  it  would  be  predicated  upon  the  existence  of  the  same 
sort  of  power  that  is  sought  to  be  exerted  through  the  enactment  of 

this  bill. 

I  also  want  to  say,  as  Mr.  Whitney  has  said,  that  the  proposal, 
notwithstanding  its  constitutional  objections,  is  put  forward  in  the 
best  of  faith,  and  with  the  purpose  and  expectation  that  if  the  sug- 
gestions of  the  exchange  are  adopted,  it  will  live  up  to  them  in  the 
best  of  faith. 

Mr.  Pecora.  Which  would  not  prevent  any  individual  broker 
from  bringing  an  action  to  declare  the  enactment  unconstitutional. 

Mr.  Gay.  That  statement  seems  to  me  to  answer  itself.  Of  course 
not. 

Mr,  Pecora.  It  is  axiomatic. 

The  Chairman.  Very  well.  We  will  receive  the  brief  you  want 
to  submit. 

(Mr.  Gay's  brief  will  be  found  on  p.  6647.) 

Mr.  Gay.  Thank  you,  ISIr.  Chairman. 

(Mr.  Gay  submitted  for  the  record  the  following  letter,  dated 
Feb.  22,  1932,  from  J.  M.  Landis  to  Carter,  Ledyard  &  Milburn, 
41  Broad  Street.  New  York  City.  This  letter  will  be  found  on  p. 
6647.) 

STATEMENT    OF   RICHARD    WHITNEY,    PRESIDENT    NEW    YORK 
STOCK  EXCHANGE— Resumed 

Mr.  Whitney.  Mr.  Chairman,  I  believe  the  clerk  of  the  com- 
mittee has  received  copies  of  the  printed  statement  with  regard  to 
the  bill  presented  by  me  before  the  House  committee  last  week.  As 
these  bills  are  identical,  I  have  asked  him  to  give  to  you  gentlemen 
of  the  committee  a  copy  of  this  statement,  and  I  will  proceed  just  as 
you  may  desire,  either  in  the  way  of  answering  specific  questions 
arising  on  particular  sections  of  the  bill,  or  I  will  read  this  entire 
statement  to  you  if  that  is  your  desire. 

The  Chairman.  Of  course,  we  can  place  the  statement  in  the  rec- 
ord without  you  reading  it,  but,  at  the  same  time,  we  will  leave  it  to 
you  as  to  whether  you  wish  to  read  this  or  make  your  own  statement. 
We  will  put  the  statement  in  the  record  anyway,  and  you  can  do  just 
as  you  like  about  that. 

(The  statement  referred  to  is  printed  at  the  conclusion  of  today's 
proceedings.) 

Mr.  Whitney.  I  think,  Mr.  Chairman,  that  I  do  not  want  to  take 
too  much  of  the  time  of  the  committee.  I  presume  there  mav  be 
various  questions  with  regard  to  the  bill  and  with  regard  to*  the 
statements  I  have  made  in  that  relation,  that  the  committee  would 
like  to  question  me  about. 

The  Chairman.  You  seem  to  have  dealt  with  it  section  by  section 
in  the  House. 

Mr.  Whitney.  Yes,  sir. 

The  Chairman.  How  would  it  do  to  take  it  up  in  the  same  way 
here,  without  necessarily  reading  all  you  said  there,  but  in  vour  own 
way,  now,  saying  what  you  would  like  to  say  with  reference  to  the 
different  sections? 


STOCK    EXCHANGE    PRACTICES  6601 

Senator  Gore.  You  might  at  least  state  the  more  salient  points 
that  are  elaborated  in  this  printed  document. 

Mr.  Whitney.  I  think  the  first  parts  of  the  bill,  up  to  section  6, 
deal  with  definitions,  the  explanation  of  its  constitutionality,  and 
various  matters  that  do  not  specifically — except  generally — touch 
upon  matters  that  are  at  present  practices  of  the  New  York  Stock 
Exchange  and  of  other  exchanges. 

Section  6  of  the  bill  refers,  among  other  things,  particularly  to 
the  question  of  margins.  If  it  is  not  your  desire  for  me  to  state 
specifically  what  I  have  said  in  this  statement,  may  I  make  this 
broad  observation — that  the  margin  requirement  set  forth  in  this 
bill  is  not  a  margin  requirement  at  all?  One  hundred  and  fifty  per- 
cent margin,  in  my  private  opinion,  totally  prohibits  what  is  com- 
monly known  as  "  margin  trading  ",  and  will  have  the  effect,  as  I 
see  it,  of  eliminating  all  speculation  from  security  markets.  If  we 
are  to  be  faced  with  the  elimination  of  all  speculation  from  security 
markets,  then  there  follows  from  that,  in  my  opinion,  the  result 
that  security  markets  will  cease  to  exist;  and  if  that  is  the  desire, 
as  expressed  by  Mr.  Corcoran,  in  the  social  interest  or  the  social 
philosophy,  that  cei'tainly  will  l)e  accomplished  by  the  passage  of 
this  bill  with  section  6  existing  as  it  now  reads. 

Mr.  Pecora.  Mr.  Chairman,  I  do  not  recall  Mr.  Corcoran  express- 
ing that  as  the  desire  of  his  bill. 

Mr.  Whitney.  Mr.  Corcoran.  I  think — without  attempting,  Mr. 
Pecora,  to  quote  him  exactly — granted  that  the  trading  on  margin 
would  materially  decrease. 

Mr.  Pecora.  Decreasing  it  and  entirely  stopping  it  are  two  dif- 
ferent things. 

Mr.  Whitney.  And  I  claim  that  it  will  stop  it. 

The  CiivTKMAN.  Where  do  you  get  your  150  percent  margin? 

Mr.  Pecora.  That  is  the  l)roker's  formula,  or  term. 

Mr.  Whitney.  I  think  that  wa^  granted  by  Mr.  Corcoran,  too. 

Mr.  Pecora.  Yes;  but  it  is  not  commonlv  understood  bv  the  public, 
Mr.  Whitney.    Do  you  think  it  is?  " 

Mr.  Wihtney.  Those  who  trade  in  the  market  understand  it. 

Mr.  Pecora.  The  whole  public  is  interested  in  this  bill,  I  imagine. 

Mr.  Whitney.  I  think  it  is  very  eas}^  of  explanation.  If  I  may 
refer  you  to  page  T  of  my  statement,  the  last  paragrapli  on  the  page 
reads  as  follows  [reading]  : 

Tins  subdivision  niiglit  in  certain  circuinstaiiccs  permit  securities  to  be 
carried  on  a  2n-porcent  niar,tiin  wliich  is  less  than  the  New  York  Stock  Ex- 
change now  requires  its  members  to  demand  and  maintain.  If,  however,  we 
imagine  a  different  set  of  circumstances,  the  provisions  of  the  bill  will  have 
not  an  ovor-libei-al  but  an  almost  prohibitive  result.  For  example,  if  a  security 
like  General  Motors,  wliich  has  within  8  years  sold  at  .$7  a  share  and  is 
today  selling  at  approximately-  ^40  per  share,  should  be  pi-esented  to  a  broker 
as  margin  after  the  effective  date  of  the  proposed  act,  the  broker  could  only 
lend  ,$1G  per  share  upon  this  stock  because  the  SO-percent  provision  would  be 
rendered  nugatory  by  the  low  price  which  General  Motors  reached  at  the 
worst  period  of  the  depression.  In  this  case,  the  broker  would  have  150-per- 
cent margin,  i.e.,  he  Avould  advance  $16  against  a  stock  selling  at  .$40,  and  the 
difference  between  these  two,  or  $24,  would  represent  one  and  one  half  times 
the  amount  owed  him  by  his  customer.  It  is  obvious  that  margins  of  150 
percent  are  not  necessary  for  the  purpose  of  insuring  the  safety  of  a  customer's 
account,  and  that  should  be  the  sole  purpose  of  a  margin  provision. 
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How  it  works  out.  Mr.  Chairman,  in  view  of  the  depressed  condi- 
tion of  prices  a  year  a<ro,  is  that  there  are  few  stocks  on  the  list 
where  at  the  present  time  a  150-percent  margin  would  not  be  made 
necessai-v  under  the  terms  of  the  pending  bill. 

Therefore,  as  I  have  stated,  in  my  personal  opinion  that  would 
eliminate  entirely  margin  trading. 

Mr.  Pecora.  Mr.  AVhitney,  what  you  refer  to  as  the  150  percent 
margin  requirement  is  referred  to  in  the  bill  as  the  60-percent  margin 
provided  for? 

Mv.  WiiiTXET.  Yes,  sir.  The  60  percent  is  what  the  customer  has 
to  put  up  in  the  case  of  (general  Motors  selling  at  $40 — $24 — and  the 
40-percent  margin  stated  by  the  bill  is  what  the  broker  is  allowed 
to  loan  to  the  customer,  or  $16  in  the  case  of  General  Motors  selling 
at  $40. 

Mr.  Pecora.  The  only  reason  I  asked  was  for  the  purpose  of  mak- 
ing it  clear  that  when  j^ou  referred  to  150-percent  margin  you  were 
referring  to  the  provision  of  the  bill  which  would  require  a  cus- 
tomer to  put  up  60  percent  of  the  purchase  price. 

Mr.  WiUTNEY.  I  am  referring,  sir.  yes.  to  the  practical  w^orking 
out  of  the  law 

Mr.  Pecora.  In  tlie  terminology  of  the  broker,  not  the  terminology 
of  the  law. 

Mr.  Whitney.  In  the  terminology  of  the  broker  and  in  all  en- 
deavors or  instances  that  I  have  any  knowledge  of  the  margin  is 
reckoned  from  the  amount  owed — the  ratio  of  how  the  amount  owed 
stands  to  the  current  guaranteed  price  of  the  securities  in  the  loan. 

The  Chairman.  AVliat  is  the  New  York  Stock  Exchange  rule  on 
margins? 

Mr.  "Whttxev.  At  the  ])resent  time  on  accounts  of  $5,000  or  less, 
50  ])ercent,  and  on  accounts  above  that  amount,  30  percent  of  the 
debit  balance,  which  is  the  amount  that  is  ow^ed  by  the  customer  to 
the  broker. 

The  Chairman.  That  would  be  50  percent  instead  of  150? 

Mr.  "\Vhttm:t.  In  the  usual  case,  30  percent  against  the  150  as 
written  in  the  bill. 

The  Chairman.  Do  von  believe  there  ouirht  to  be  any  fixed  margin 
in  the  hiw  at  all? 

Mr.  WiirrxEY.  I  believe  that  a  minimum  should  be  provided  sub- 
ject to  flexibility.  Our  own  rule  is  flexible.  The  30  percent  that 
we  now  impose  is  based  on  active  listed  securities  as  collateral.  For 
unlisted  securities  or  for  listed  securities  that  are  extremely  volatile 
and  that  fluctuate  violently,  if  they  are  included  as  collateral  higher 
margins  are  demanded ;  the  basis  of  that  rule  being  that  the  collateral 
presented  or  carried  by  the  customer  in  his  account  nuist  be  sufficient 
when  banked,  when  used  as  collateral  in  a  bank  loan,  to  meet  the 
debit  balance  owed  by  the  customer  to  his  broker.  That  is  the  basis 
that  has  to  be  fulfllled  by  all  accounts. 

Mr.  Pecora.  During  the  first  6  months  of  1929  there  Avas  a  tre- 
mendous activity  in  the  trading  in  securities  on  the  exchanp-e,  was 
there  not?  ""  ' 

Mr  Whitney.  Yes;  and  the  last  6  months  too. 

Mr.  Pecora.  And  it  was  attended  by  higher  and  ever-increasing 
levels  of  securit}'  ])rices? 
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Mr,  Whitney.  In  the  main;  yes,  sir. 

Mr.  Pecora.  During  the  first  6  months  of  1929  was  it  ever  ascer- 
tained by  the  stock  exchange  what  margins  were  required  of 
customers  ? 

Mr.  Whitney.  As  a  whole,  Mr.  Pecora,  by  inquiry  as  to  all  of  our 
members  ? 

Mr.  Pecora.  Yes. 

Mr.  Whitney.  Not  that  I  remember.  I  do  not  want  to  state  this  as 
a  definite  fact,  but  if  my  memory  serves  me,  at  or  about  that  time,  the 
requirement  of  the  stock  exchange,  although  not  published — the  re- 
quirement of  the  business  conduct  committee  was  raised  from  20 
to  25  percent,  but  we  had  knowledge  that  a  great  majority  of  brokers 
increased  their  margins  individually,  and  we  were  also  on  knowl- 
edge that  certain  stocks  selling  at  very  high  prices  had  their  loan 
values  marked  down  by  the  banks,  and  therefore  the  brokers  had  to 
take  those  prices  for  the  basis  of  their  loan  vaUies;  had  to  pass  that 
on  to  their  customers;  our  rule  existing  then,  as  today,  that  the  col- 
lateral in  each  account  must  be  sufficient  to  bank  it. 

Mr.  Pecora.  Let  me  read  something  from  a  speech  delivered  by 
your  predecessor,  president  of  the  New  York  Stock  Exchange,  Mr. 
Simmons,  on  January  25,  1930.  I  have  a  printed  copy  of  that  speech 
wdiich  was  furnished  to  me  by  your  institution.  The  speech  was 
delivered  before  the  Transportation  Club  of  the  Pennsylvania  Rail- 
road, in  Philadelphia.    Among  other  things,  he  said  [reading]  : 

Statistics  takon  off  by  tlie  stock  exchange  from  its  members'  questionnaires 
over  the  first  6  months  of  1929  show  marjnns  in  customers'  accounts  averaged 
40  percent  of  the  market  value  of  long  stocks  which  they  were  carrying  and 
65  percent  on  their  debit  balances  with  the  brokers.  I  need  scarcely  point  out 
how  enormous  these  margins  w'ere.  Never  had  margins  in  the  New  York 
brokerage  inisiness  averaged  anything  like  such  high  figures. 

I  presume  it  is  fair  to  say  that  the  reason  those  margin  require- 
ments at  that  time  were  stepped  up  to  the  highest  figures  thereto- 
fore known  in  the  history  of  the  exchange  was  because  of  the  very 
commendable  desire  on  the  part  of  those  responsible  to  put  some 
limitation,  to  put  some  stop  to  the  feverish  sj^eculation  that  was 
going  on  at  the  time;  and  yet  we  know  from  events  of  1929  that 
those  high  margins — 40  percent  of  the  market  price,  which  at  that 
time  was  very,  very  high,  and  G5  percent  of  debit  balances — did  not 
have  the  effect  of  sufficientl}^  breaking  the  speculative  movement. 
Is  not  that  so? 

Mr.  Wpiitney.  I  think  that  is  so,  Mr.  Pecora.  I  have  never 
granted,  nor  do  I  ever  expect  to  grant,  that  the  elimination  even  of 
all  speculation  will  prevent  booms  and  panics  and  what  takes  place 
before  them  and  after  them.  AYe  have  seen  that,  certainly,  in  other 
places,  perhaps,  than  in  the  stock  market.  There  is  nothing  to  pre- 
vent the  individual  investor  buying  at  the  highest  price  at  which  a 
security  sells  outright. 

Senaior  Gore.  They  had  some  of  those  explosions  even  before  there 
were  stock  markets. 

Mr.  Whitney.  Yes,  sir. 

Mr.  Pecora.  That  in  itself  would  be  a  brake. 

]\Ir.  AVhitney.  The  high  margin? 

Mr.  Pecora.  They  could  not  buy  as  much  as  they  could  if  they  had 
bought  on  margins,  where  they  bought  outright. 
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Mr.  AVhitxey.  Perhaps  an  individual  could  not,  but  there  are 
other  individuals  or  other  corporations  that  might  be  in  position  to 
buy.  I  do  not  think,  sir,  that  the  elimination  of  speculation  or  the 
curtailment  of  it  b}'  high  margins  is  any  guarantee  whatsoever  that 
we  will  not  have  panics  and  booms  and  depressions  in  the  future. 

Mr.  Pecoka.  That  may  be,  but  we  can  trade  upon  the  experience  of 
the  past,  knowing  that  excessive  speculation  has  led  to  panics,  and 
it  was  a  ver}^  great  contributing  factor  to  the  stock-market  panic  of 
1929  which  nncjuestionably  made  a  very  substantial  contribution  to 
the  present  depression — perhaps  the  economic  evil  that  Mr.  Corcoran 
liad  in  mind  and  which  he  referred  to  as  a  social  evil.  It  is  an 
economic  evil. 

JVfr.  AVhitxey.  We  have  contended  for  years,  Mr.  Pecora,  that  the 
control  of  credit  should  be  used  in  that  regard;  and  that  control 
rests  with  the  Federal  Reserve  System  under  the  law.  There  were 
many  persons  in  1929  who  urged  most  emphatically  the  use  of  that 
power  and  the  curtailment  of  credit  for  that  purpose. 

Mr.  Pecora.  The  brokers  had  that  power.  They  could  have  re- 
fused to  accept  orders  on  margin. 

Mr.  "\A'hitxey.  I  believe  many  brokers  used  their  best  endeavors 
to  curtail. 

Mr.  Pecora.  There  was  still  a  wave  of  speculation. 
Mr.  "Whitney.  By   the  elimination   of   speculation   you    do   not 
eliminate  booms  and  panics  and  what  results  therefrom*. 

Mr.  Pecora.  But  we  eliminate  one  of  the  main  contributing  factors 
to  panics. 

Senator  Gore.  Is  there  an}^  way  to  arrive  at  the  source  of  the 
mania  and  to  eradicate  this  particular  disposition  on  the  part  of 
human  beings  to  bet  when  they  think  they  are  going  to  win? 

Mr.  Whitney.  I  know  of  none,  sir,  any  more  than  that  a  human 
being  can  be  prevented  from  taking  a  drink  when  he  so  desires,  as 
you  said  this  morning. 

Senator  Gore.  We  did  that  for  about  12  years. 
Mr.  AViHTNEY.  I  think  this  bill  is  almost  a  full  brother  to  the 
other  one. 

Senator  Gore.  I  M'ould  like  to  get  at  the  root  of  the  evil,  but  I  am 
thoroughly  perplexed  as  to  how  to  do  it.  When  people  buv  stocks 
selling  60  times  their  earning  power,  without  knowing  a  thing  on 
earth  aljout  the  stocks,  I  do  not  know  how  vou  can  handle  that  sort 
of  peo]:)le. 

Mr.  Whitney.  May  I  present  to  vou  what  I  think  I  have  stated 
before  to  the  committee,  that  the  intent  is  reallv  the  important  factor 
that  det<^rmines  speculation  ?  It  is  just  as  possible  for  an  individual 
to  buy  on  margin  intending  to  speculate  as  it  is  also  possible  for 
him  to  buy  outright  and  have  the  intent  of  speculation. 

Senator  Gore.  Yes.     I  would  think  it  was  speculation  in  cither 
case.     J  hey  do  it  in  real  estate,  for  that  matter 
Mr.  Whitney.  Yes. 

Senator  ^oRk.  We  had  the  South  Sea  Bubble  and  the  Mississippi 
Bubble  and  the  Tnlip  mania. 

Senator  Kean.  We  had  a  little  speculation  down  in  Florida,  also. 
N-nator  Gore.  1  am  willing  to  go  as  far  as  anvbody  to  stop  this 
evil  at  tiie  source.  "  ^ 
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The  Chairmax,  I  think  perhaps  a  hundred  million  dollars  would 
cover  the  entire  outlay  in  Florida.  There  Avas  a  depression  here  of 
29  billions  on  the  29th  of  October  1929. 

Senator  Kean.  How  much  depreciation  in  Florida? 

The  Chairman.  A  lot  of  these  people  came  to  Florida  and  started 
that  boom.    It  was  not  Florida  people  that  started  it. 

Senator  Kean.  No  ;  I  know. 

The  Chairman.  A  lot  of  them  came  there  and  made  a  lot  of  money 
and  took  their  money  and  went  away  with  it. 

Senator  Gore.  That  is  a  good  alibi,  Senator. 

Senator  Kean.  If  you  had  invested  at  their  prices,  would  it  not 
have  been  billions  of  dollars  ? 

The  Chairman.  A  hundred  million,  I  think,  all  told.  But  that 
was  a  small  performance  compared  with  what  took  place  on  the 
stock  exchange  in  1929. 

Senator  Kean.  And  we  could  not  stop  that. 

The  Chairman.  It  stopped  itself  finally. 

Senator  Kean.  I  would  like  to  ask  you  this,  Mr.  Whitney.  Banks 
in  1929  raised  the  requirements  on  all  their  loans,  did  they  not? 

Mr.  "Whitney.  In  a  great  many  instances,  yes,  they  did. 

Mr.  Pecora.  You  have  gone  on  record,  have  you  not,  in  public  ad- 
dresses that  you  have  delivered,  subscribing  to  the  opinion  that  the 
speculation  mania  receded  in  October  1929  and  led  to  great  inflation 
of  securities  prices? 

Mr.  Whitney.  Yes,  sir. 

Mr.  Pecora.  And  that  is  an  evil  that  ought  to  be  eliminated? 

Mr.  Whitney.  If  it  can  be ;  yes. 

Mr.  Pecora.  Do  you  recognize  that  as  one  of  the  evils  that  the 
Fletcher-Rayburn  bill  attempts  to  check? 

Mr.  Whitney.  I  recognize  that  that  may  be  the  desire,  sir. 

Mr.  Pecora.  Well,  do  j'ou  think  that  that  evil  can  be  checked  by 
State  action  only  and  not  bj^  Federal  action? 

Mr.  Whitney.  I  think  it  goes  beyond  both,  Mr.  Pecora.  I  think 
you  are  trying  to  deal  with  human  nature. 

Mr.  Pecora.  We  may  not  be  able,  at  any  time  sliort  of  the  millen- 
nium, to  reform  human  nature  in  its  entirety,  but  that  should  not 
deter  us  from  efforts  to  check  and  prevent  such  abuses  as  we  become 
cognizant  of  currently.     You  do  not  disagree  with  that,  do  a^ou? 

Mr.  Whitney.  Xo.  We  agree,  and  we  will  work  to  our  full  extent 
of  our  endeavor  to  attempt  to  check  such  abuses;  but  I  would  like 
to  point  out  that  the  wealth  of  this  country  at  times  is  valued  at 
three  or  four  hundred  billions.  Of  that  wealth,  I  believe  that  some 
one-hundred-odd-billions  are  in  listed  securities.  I  think  there  is  a 
ver}^  serious  element,  as  I  have  stated  in  this  statement  and  else- 
where, of  doing  away  with  the  liquidity  of  our  security  markets  if 
this  bill  is  passed.  With  the  tremendous  volume  of  wealth  existing 
in  securities  held  by  millions  of  persons  in  the  United  States,  must 
we  not  be  exceedingly^  careful  not  to  U])set  the  market  upon  which 
those  people  rely  for  the  liquidation  of  their  securities?  It  is  the 
one  marlvct  that  I  know  of  that  has  maintained  its  liquidity  during 
the  last  few  years  of  the  depression. 

Mr.  Pecora.  It  has  been  maintained  in  liquidity  in  the  sense  that 
there  was  a  market  place  where  persons  could  Iduv  and  sell  their 
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securities  outrifrht  or  on  margin ;  but  it  has  also  been  a  market  place 
where  the  econojnic  security  of  the  country  has  been  imperiled  by 
the  nature  of  the  transactions  conducted  there  under  rules  hereto- 
fore observed.  I  think  we  can  point  to  the  experience  of  1929  and 
the  time  that  has  elapsed  since  then  as  proof  of  that.  You  yourself 
have  recognized  that  in  your  public  addresses.  Your  predecessor, 
however,  during  1928,  when  this  period  of  excessive  speculation  wasi 
in  the  jMocess  of  making,  apparently  thought  that  the  speculationi 
that  had  obtained  up  to  that  time  was  not  an  evil.  I  have  before 
me  a  copy  of  a  speech  that  he  delivered  on  January  30,  1928,  before 
the  Engineers  Society  of  western  Pennsylvania,  in  which  he  said 
among  other  things,  as  follows:  [Reading:] 

It  is,  therefore,  perhaps  inevitable  that  there  is  present  in  this  country  a 
foelinj;-  of  doubt  conceming  the  permanence  of  prosperity  and  of  our  present 
abundance  of  wealth  and  capital.  I  may  be  accused,  in  referring  to  this 
situation,  of  philosophizing  about  a  process  that  is  not  yet  completed  and  not 
yet  analyzed.  I  realize  that  even  our  profoundest  economic  thinkers  usually 
explain  economic  processes  only  when  they  have  reached  almost  their  full 
flower ;  and  yet  I  cannot  help  but  raise  a  dissenting  voice  to  tlie  statement 
we  are  hearing  today  that  we  are  simply  living  in  a  fool's  paradise. 

Senator  Kean.  He  was  evidently  mistaken,  was  he  not  ? 

Senator  Gore.  That  was  before  the  new  era. 

Mr.  Whitney.  That  was  hind  sight,  Mr.  Pecora.  There  are  lots 
of  us  that  can  do  that. 

Mr.  Pecora.  We  are  profiting  by  that  hind  sight;  and  let  us  see 
if  we  cannot  adopt  measures  that  will  prevent  a  recurrence  of  these 
things  in  the  future.     That  is  what  this  bill  essentially  aims  to  do. 

Mr.  Whitney.  We  agree  with  the  general  purposes  of  the  bill, 
as  I  have  stated,  but  with  its  methods  I  do  not  agree. 

Mr.  Pecora.  In  that  position  you  present  eminent  counsel  who 
nuikes  a  legalistic  argument,  and  very  capably,  against  the  con- 
stitutionality of  the  bill.  He  also  says  that  the  substitute  measure 
that  he  proposes  would  be  subject  to  the  same  objections  as  to  its 
constitutionality;  and  your  own  economist,  Mr.  Meeker,  I  believe, 
has  stated  in  a  report  to  the  exchange  that  State  action  would  be 
ineffectual  to  correct  these  evils. 

Mr.  Whitney.  I  think  you  are  attributing  bad  faith  to  the 
exchange  in  your  suggestion. 

Mr.  Pecora.  Not  bad  faith.  Mr.  Whitney.  I  genuinely  want  to 
assure  you  that  I  am  not  charging  bad  faith,  but  I  do  see' an  incon- 
sistency. 

Ml-.  Wihtney.  I  do  not.  We  are  suggesting  something  which  we 
would  back  up. 

Mr.  Pecora.  You  advance  an  objection  now  before  Congress  based 
upon  the  alleged  unconstitutionality  of  the  bill.  You  propose  at 
the  same  session  of  this  committee  a  substitute  measure,  and  your 
counsel  tells  the  conuuittee  frankly  that  that  measure,  in  his  opinion, 
would  be  just  as  unconstitutional. 

Mr.  Whitney.  But  the  Xew  York  Stock  Exchange  would  abide  by 
such  a  bill.  *^ 

Mr.  l*i:coi{A.  But  you  cannot  control  the  action  of  anv  individual 
member. 

Mr.  Whitney.  We  cannot;  nor  the  public  as  a  whole. 
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Mr.  Pecora.  And  as  Mr.  Gay  very  frankly  admitted,  the  way 
would  be  open,  despite  any  action  taken  by  your  exchange  or  any 
member  of  it  or  any  individual  not  a  member,  as  far  as  that  is  con- 
cerned, to  present  in  court  a  case  designed  to  overthrow  the  statute 
on  the  ground  of  unconstitutionality. 

Mr.  Whitney.  Shall  I  proceed,  Mr.  Chairman? 

The  Chairman.  May  I  suggest  this,  Mr.  Whitney,  in  that  con- 
nection. I  gather  the  impression  that  the  New  York  Stock  Exchange 
concedes  that  there  are  some  abuses  and  some  practices  that  it  would 
like  to  correct,  but  it  goes  a  little  further  and  says  that  it  has  not 
the  power  to  do  the  things  that  it  would  like  to  do.  I  get  that 
impression. 

Mr.  Whitney.  I  think  we  are  talking  here,  sir,  about  all  stock 
exchange  practices.  They  are  not  by  any  manner  of  means  uniform. 
On  the  other  hand,  the  New  York  Stock  Exchange  puts  itself  on  no 
pedestal,  but  we  are  perfectly  ready  to  sit  down  and  endeavor,  with 
anybody  of  authority,  to  try  to  improve  conditions  and  to  prevent 
abuses. 

The  Chaerman.  I  understand  that,  but  I  am  saying  that  I  get  the 
impression  that  the  New  York  Stock  Exchange  recognizes  its  limi- 
tations, that  there  are  things  it  would  like  to  do  that  it  cannot  do, 
and  for  that  reason  it  is  in  need  of  some  power  such  as  we  may  be 
able  to  give  it  by  this  bill. 

Mr.  Whitney.  I  claim,  however,  that  that  power  cannot  be  given 
to  it  or  cannot  be  exercised  by  the  regulation  of  stock  exchanges; 
that  many,  if  not  all,  of  these  abuses  may  be  done  outside  of  any 
control  of  stock  exchanges  as  such.    That  is  the  difficulty. 

Senator  Gore.  We  can  get  a  line  of  demarcation  marking  off  the 
abuses  committed  by  brokers  and  dealers.  Some  of  your  members 
may  be  properly  punished  by  the  exchange;  perhaps  some  by  law. 
Then,  on  the  other  hand,  on  the  other  side  of  the  line,  are  abuses 
that  are  committed  by  the  stock  exchange  which  the  stock  exchange 
can  correct,  and  those  which  it  requires  legislation,  either  State  or 
Federal,  to  correct.  If  we  can  get  into  the  zone  of  abuses  that  the 
Federal  Government  has  power  to  regulate  and  prohibit,  that  would 
simplify  it,  because  I  think  everybody  wants  to  prohibit  all  the 
abuses  we  have  the  power  to  prohibit,  without  doing  more  harm  than 
good. 

Senator  Costigan.  In  line  with  Senator  Gore's  suggestion,  is  it 
your  contention  that  the  New  York  Stock  Exchange  has  corrected 
all  the  abuses  over  which  it  has  the  power  of  correction? 

Mr.  Whitney.  I  would  hate  to  say  that.  Senator.  I  think  the 
whole  evolution  of  stock  exchange  rules  and  regulations  is  one  of 
education  within  and  without,  and  we  are  certainly  only  too  ready, 
as  we  always  have  been,  if  we  see  things  being  clone  that  we  can 
correct  by  our  own  regulation,  to  take  such  action.  I  do  not  mean 
to  quibble,  but,  frankly,  it  would  be  impossible  to  say  there  was  not 
further  progress  that  we  might  find  it  possible  to  make.  I  am  sure 
there  will  be  as  time  develops. 

Senator  Costigan.  Will  you  be  good  enough  to  list  again  the  evils 
which  in  your  judgment  should  be  corrected? 
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Mr.  Whitney.  I  mentioned  those.  We  suggest  the  inclusion  of 
the  power  given  to  this  body  to  regulate  the  amount  of  margin 
which  members  of  exchanges  must  require  and  maintain 

Senator  Costigan.  Will  you  indicate  as  you  proceed  whether  the 
New  York  Stock  Exchange  has  acted  in  respect  to  each  particular 
evil  that  you  now  are  proceeding  to  specify? 

Mr.  Whitney.  We  have  on  that  one.  Authority  to  require  stock 
exchanges  to  adopt  rules  designed  to  prevent  dishonest  practices 

Senator  Costigan.  "  Rules  and  regulations ",  to  use  your  exact 
language. 

Mr.  Whitney.  Rules  and  regulations,  yes;  to  prevent  dishonest 
practices  and  all  other  practices  Avhich  unfairly  influence  the  price  of 
securities  or  unduly  stimulate  speculation.  To  the  best  of  our  ability 
I  believe  we  have  passed  such  rules  and  regulations  insofar  as  they 
affect  our  members.  I  do  not  wish  to  imply,  however,  that  we  may 
not  see  further  ways  in  that  direction. 

Senator  Costigan.  When  were  those  rules  and  regulations  adopted 
by  the  New  York  Stock  Exchange  ? 

Mr.  Whitney.  They  have  been  adopted,  sir,  over  a  period  of  years. 
The  latest,  as  I  remember,  was  on  February  13.  I  am  not  sure  about 
during  the  autumn 

Senator  Costigan.  Of  what  year  ? 

Mr.  AViiiTNEY.  1934.  There  have  been  some  changes  to  our  rules 
and  regulations. 

Senator  Costigan.  Have  those  changes  been  presented  to  the  com- 
mittee, or  is  it  possible  for  you  to  submit  to  the  committee  all  rules 
and  regulations  adopted  since  October  1929? 

Mr.  Pecora.  Senator  Costigan,  we  have,  in  answers  to  a  question- 
naire submitted  to  the  stock  exchange,  considerable  data  which  it 
has  submitted  to  us,  and  if  it  has  not  already  been  made  a  part  of 
the  record  it  will  be  made  a  part  of  the  record. 

Senator  Costigan.  Including  the  regulations  made  in  February  of 
this  year,  Mr.  Pecora? 

Mr.  Pecora.  I  do  not  recall  that  those  were  included  in  the  copy 
furnished  to  us.     Mr.  Redmond  can  answer  that  readily,  perhaps. 

Mr.  Redmond.  I  think  the  copy  that  was  furnished  to  you  was 
asked  for  in  January. 

Mr.  Pecora.  Yes;  so  it  would  not  include  these  changes  made  in 
February — I  think  it  was  February  14. 

Mr.  Redmond.  February  13. 

Mr.  Whitney.  Proposed  on  the  8th  and  passed  on  the  13th. 

Senator  Costigan.  I  think  it  might  be  well  to  read  it  at  this 
moment,  unless  it  is  too  long. 

Mr.  Whitney  (reading)  : 

Section  15,  chapter  14.  No  member  of  the  exchauge  or  firm  registered  thereon 
and  no  general  or  special  partner  of  any  such  registered  firm  shall,  directly 
or  indirectly,  participate  or  have  any  interest  in  the  profits  of  a  manipulative 
operation.  No  such  members,  firm,  or  partner  shall  manage  or  finance  a 
manipulative  operation. 

For  the  purpose  of  this  rule  (1)  any  pool,  syndicate,  or  joint  account, 
whether  in  corporate  form  or  otherwise  organized  or  used  intentionally  for 
the  purjjose  of  unfairly  influencing  the  market  price  of  any  security  by  means 
of  options  or  otherwise,  and  for  the  puri)ose  of  makinir  a  profit  thereby,  shall 
be  deemed  to  be  a  manipulative  operation. 
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(2)  The  soliciting  of  subscriptions  to  any  such  pool,  syndicate,  or  joint 
account,  or  the  accepting  of  discretionary  orders  from  any  such  pool,  syndicate, 
or  joint  account,  shall  be  deemed  to  be  managing  a  manipulative  operation. 

(3)  Carrying  on  margin  or  over  a  long  or  short  position  any  securities  for 
or  the  advancing  of  credit  through  loans  of  moneys  or  securities  to  any  such 
pool,  syndicate,  or  joint  account  shall  be  deemed  to  be  financing  a  manipulative 
operation. 

Senator  Costigan.  What  was  the  evil  that  the  rule  which  you  have 
read  was  designed  to  correct? 

Mr.  Whitney.  A  matter  about  which  we  had  had  discussion  for  a 
period  of  years;  and  that  was  the  participation  of  our  members, 
their  firms  or  partners,  in  pool  operations — a  financial  participation. 

Senator  Costigan.  Were  those  activities  obvious  as  long  ago  as 
1929,  during  the  height  of  the  speculative  era  ? 

Mr.  Whitney.  I  think,  Senator,  if  I  understand  your  question, 
pool  operations  have  existed  for  many  years ;  yes. 

Senator  Costigan.  I  had  more  particularly  in  mind  what  you  call 
manipulative  operations.     Do  3"0U  restrict  those  to  pool  operations? 

Mr.  Whitney.  A  manipulative  operation  might  occur  without  its 
being  a  pool  operation. 

Senator  Costigan.  In  other  words,  your  rule  covers  a  wider  scope? 

Mr.  Whitney.  It  seeks  to  cover  all  participation  in  manipulative 
operations  that  may  be  indulged  in  by  members  or  their  partners. 

Mr.  Pecora.  That  rule  that  was  passed  2  weeks  ago  yesterday  was 
the  result  of  years  of  consideration  ? 

Mr.  Whitney.  Yes,  sir. 

Senator  Costigan.  I  was  just  going  to  ask  why  the  New  York 
Stock  Exchange  waited  so  long  before  adopting  a  rule  or  regulation 
of  that  character. 

Mr.  Whitney.  Many  of  our  rules  and  regulations  and  many  parts 
of  our  constitution  are  the  result  of  long  years  or  months  of  discus- 
sion and  research  into  the  facts  as  best  we  can  find  them,  in  order  to 
get  a  basis  upon  which  to  place  our  judgment. 

Senator  Bulkley.  What  was  the  argiunent  against  this  rule? 

Mr.  Whitney.  This  particular  one? 

Senator  Bulkley.  Yes. 

Mr.  Whitney.  I  do  not  suppose,  Senator  Bulkley,  that  there  was 
any  argument. 

Senator  Bulkley.  It  took  several  years.  I  thought  there  must  be 
some  argument  advanced  against  it. 

Mr.  Whitney.  No ;  I  do  not  think  there  was  any  argument. 

Senator  Costigan.  Is  it  one  result  of  the  stock-exchange  investiga- 
tion, Mr,  Whitney? 

Mr.  Whitney.  It  might  be  so  construed. 

Mr,  Pecora.  Was  it  a  mere  coincidence  that  this  rule  was  adopted 
2  weeks  ago  yesterday,  on  the  very  eve  of  the  presentation  of  evi- 
dence to  this  committee  with  regard  to  manipulative  practices  in 
the  so-called  "  alcohol  stocks  •'  last  summer  ? 

Mr.  Whitney.  I  do  not  understand  that  those  manipulative 
activities  were  attributed  to  our  brokers,  sir,  or  members.  It  was 
a  coincidence. 

Mr.  Pecora.  Is  Mr.  Ben  Smith  a  member  of  the  exchange? 

Mr.  Whitney.  Yes,  sir. 

Mr.  Pecora.  And  Mr.  Ruloff  Cutten? 
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Mr.  Whitney.  He  is  a  member ;  yes.  But  your  question  does  not 
include  the  full  subject,  as  I  see  it. 

Mr.  Pf.coka.  He  testified  about  options  that  were  held  covering  a 
period  of  8  months. 

Mr.  Whitney.  We  do  not  prohibit  our  firms  having  options,  sir. 
We  prohibit  them  from  using  them  in  manipulative  operations  un- 
fairly to  influence  the  market. 

Mr.  Pecora.  But  he  testified  that  under  those  options  he  traded 
on  both  sides  of  the  market,  buying  and  selling,  with  a  view  of  dis- 
tributing the  stock  covered  by  the  options,  which  I  recall  was  an 
aggregate  of  G5,000  shares,  at  a  profit. 

Mr.  Whitney.  And  then  what  did  the  stock  do? 

Mr.  Pecora.  I  think  you  can  give  me  more  information  on  it  than 
I  can  give  you. 

Mr.  Whitney.  You  have  the  record,  sir.     I  have  not  read  it. 

Mr.  Pecora.  The  stock  went  up,  went  down,  then  it  went  up,  and 
then  it  went  down. 

Mr.  Redmond.  Are  you  referring  to  American  Commercial  Alco- 
hol, Mr.  Pecora? 

Mr.  Pecora.  Yes. 

Mr.  Whitney.  I  do  not  think,  however,  that  that  necessarily  indi- 
cates that  the  use  of  that  option  and  the  endeavors  of  the  pool  were 
unfairly  to  influence  the  market  or  that  anything  was  done  to  the 
detriment  of  the  public. 

Mr.  Pecora.  They  may  not  have  succeeded  in  accomplishing  all 
that  might  have  been  intended  by  that,  but  Mr.  Cutten  was  very 
frank  to  say  before  this  committee,  under  oath,  that  the  market 
operations  that  he  conducted  under  that  option  were  both  on  the  buy- 
ing and  selling  side  and  were  conducted  for  the  purpose  essentially 
of  enabling  him  to  make  a  distribution  of  the  shares  covered  by  the 
option  at  profit  to  himself,  which  meant  a  distribution  at  prices 
higher  than  the  option  price.  The  options  covered  a  period  of  8 
months 

Mr.  Redmond.  Mr.  Pecora,  check  me  if  I  am  wrong,  because  I  have 
only  read  the  record  rather  hastily;  but  as  I  remember  it,  Mr. 
Cutten's  option  ran  out  on  May  12,  1933. 

Mr.  Pecora.  That  is  my  recollection. 

Mr.  Redmond.  And  it  had  been  granted,  therefore,  presumably 

Mr.  Pecora.  In  the  preceding  August  or  September. 

Mr.  Redmond.  Let  us  say  in  September.  In  September  1932  the 
price  of  American  Commercial  Alcohol,  which  had  been  fairly  stable 
through  ^he  latter  part  of  August,  was  at  that  time  about  $20  per 
share.     On  May  10  it  was  slightly  under  $20  a  share,  19%- 

Mr.  Pecora.  My  last  statement,  Mr.  Redmond,  was  that  Mr.  Cutten 
might  not  have  succeeded  in  accomplishing  all  that  he  set  out  to  do, 
but  he  did  say  frankly  what  the  object  was  of  acquiring  this  option 
on  the  stock,  which  included  both  buying  and  selling.  The  fact  that 
the  public  did  not  nibble  does  not  in  any  wav  affect  the  purpose  for 
winch  that  option  was  obtained;  and  as  to 'the  purpose  of  trading 
under  the  option,  he  said  frankly,  as  I  recall  his  testimony  before 
this  committee,  that  the  purpose  he  had  in  acquiring  that  option 
was  to  distribute  the  stock  at  a  profit,  which  meant  selling  it  at 
prices  exceeding  the  option  price.  It  covered  a  period  of  8  months 
and  embraced  65,000  shares. 
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Mr.  Redmond.  I  think  it  is  also  true,  is  it  not,  Mr.  Pecora,  that 
in  that  same  testimony  Mr.  Ciitten  said  that  he  made  an  examination 
of  the  company  and  that  he  thought  the  stock  was  worth  that  price 
and  was  wilhng  to  attempt  a  distribution  of  it  ? 

Mr.  Pecora.  Yes.  I  am  glad  you  referred  to  that,  because  it 
brings  to  my  mind  another  little  bit  of  evidence  that  was  given 
about  that  operation  under  those  options,  and  that  is  that  in  the 
report  which  he  said  he  had  made,  the  report  of  a  survey  of  the 
company  in  whose  stock  he  was  trading,  the  enterprise  was  referred 
to  as  a  speculative  one.  And  there  was  further  evidence  presented  to 
the  committee  while  Mr.  Cutten  was  on  the  stand,  that  during  the 
8-month  period  of  those  options  the  firm  with  which  Mr.  Cutten  was 
connected  as  a  ]iartner  recommended  that  stock  to  its  customers  in 
its  market  letters,  but  not  as  a  speculative  operation. 

Mr.  Redmond.  Is  it  not  also  true,  Mr.  Pecora,  that  the  evidence 
showed  that  neither  Mr.  Cutten's  partner  nor  his  firm  had  any  in- 
terest in  those  options?     Is  not  that  true  as  a  part  of  the  record? 

Mr.  Pecora.  They  did  all  the  trading  and  got  commissions. 

Mr.  Redmond.  But  thev  had  no  financial  interest  in  the  operation 
at  all,  did  they? 

jVIr.  PecorA.  They  did.  There  was  a  corporation  that  Mr.  Cutten 
was  interested  in 

Mr.  Redmond.  I  think  he  denied  it. 

Mr.  Pecora.  I  am  pretty  sure  he  did  not  deny  it.  I  can  give  you 
the  name  of  the  corporation  that  he  mentioned.  The  Cutten  Trad- 
ing Co.,  Ltd.  It  is  a  Canadian  corporation,  by  the  way,  that  Mr. 
Arthur  W.  Cutten  referred  to  in  his  testimony  before  this  committee 
last  fall. 

Mr.  Redmond.  We  are  talking,  I  think,  about  a  minor  point,  and 
I  think  we  can  easily  check  the  record. 

Mr.  Pecora.  He  also  referred  to  another  as  being  a  corporation, 
the  name  of  Avhicli  for  the  momen,t  escapes  me.  That  was  the  prop- 
erty of  the  trading  company,  one  of  the  partners  of  the  firm 

Mr.  Redmond.  1  believe  he  mentioned  that  one  of  the  partners  of 
the  firm  had  an  interest  in  a  corporation  which  had  a  small  participa- 
tion. But  Mr.  Cutten,  I  think,  did  state  affirmatively  that  neither  he 
personally  nor  his  firm  had  any  interest  in  it.  I  may  be  wrong.  I 
only  read  the  record  once. 

Mr.  Whitney,  He  had  no  interest  in  the  Cutten  corporation. 

Mr.  Pecora.  Is  Mr.  Charles  Wright  a  member  of  the  exchange  ? 

Mr.  Whitney.  Yes,  sir. 

Mr.  Pecora.  I  presume  you  are  familiar  with  his  testimony  that 
he  gave  before  this  committee? 

Mr.  Whitney.  Fairly  familiar. 

Mr.  Pecora.  And  3^011  know  he  executed  orders 

Mr.  Whitney  (interposing).  As  I  understand  you,  Mr.  Pecora, 
you  are  denying  the  right  of  any  distribution  of  securities  if  there  is 
any  inherent  worth  in  the  securities.  American  Commercial  Alco- 
hol, in  Mr.  Wright's  instance,  if  I  remember  it  correctlj?^,  sold  at 
around  a  price  of  $35  a  share,  and  then  went  up  to  above  $70  a 
share,  Avell  above  it,  and  then  dropped  down,  but  is  now  maintain- 
ing a  price  well  in  excess  of  the  $35  a  share.  I  may  be  incorrect, 
but  the  record  shows,  I  think,  that  it  is  well  in  excess  of  the  price  of 
$35  a  share  average  at  which  that  stock  was  distributed. 
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Mr  Pecora.  How  about  the  option  for  25,000  shares  at  $18  a 
share Vnven  last  May  to  Mr.  Bragg  by  officers  of  the  corporation?         « 

Mr.  AViiiTNEY.  Mr.  Bragg  is  not  a  member  of  the  exchange.  ]| 

Mr.  Pecora.  And  carried  on  the  account  of  W.  E.  Hutton  Co.  as 
account  no.  296,  which  they  traded  as  Mr.  Ben  Smith's  account ;  Mr. 
Smith  being  a  member  of  the  exchange.  That  was  the^  option,  Mr. 
Wliitney,  you  perhaps  will  recall  which  a  partner  of  W.  E.  Hutton 
&  Co.  told  your  investigator  was  not  a  pool  account. 

We  had  another  partner  of  that  firm  on  the  stand  here  week  before 
last  who  readily  admitted  that  it  had  all  the  indicia  of  a  pool 
operation. 

Mr,  Whitney.  Will  you  allow  me  to  state  that  in  a  letter  to  you 
we  gave  the  information  that  we  were  still  investigating  that  par- 
ticuTar  account  in  W.  E.  Hutton  Co.,  and  at  a  later  date  we 
gave  you  all  the  information  that  was  available  to  us  and  to  our 
accountants. 

Mr.  Pecora.  You  undertook  that  investigation,  as  I  recall  it,  last 
August  ? 

Mr.  Whitney.  At  your  suggestion. 

Mr.  Pecora.  At  my  suggestion;  and  you  very  readily  complied 
with  the  suggestion.  You  gave  us  the  fruits  of  your  investigation 
about  October  16? 

Mr.  Whitney.  Yes.  Some  8  accountants  out  of  our  20  worked 
perfectly  steadily  on  that  one  job. 

Mr,  Pecora.  And  among  the  documents  that  you  transmitted  to 
us  as  a  part  of  the  report  of  your  investigation  was  a  letter  by  the 
head  of  your  accounting  division,  a  Mr.  Dassau? 

Mr.  Whitney.  Yes,  sir. 

Mr.  Pecora.  In  which  he  said— and  I  think  I  can  quote  his  exact 
language — that  there  were  no  materially  deliberate  improprieties. 

Mr.  Whitney.  There  was  a  specific  paragraph.  I  think  the  only 
proper  thing,  as  I  see  it,  is  to  have  the  letter  read  into  the  record. 

Mr.  Pecora.  That  letter  is  part  of  the  record  already. 

Mr.  Whitney.  There  was  a  very  specific  paragraph. 

Mr.  Pecora,  That  whole  letter  was  read  into  the  record,  as  I 
remember  it. 

Mr.  Redmond.  The  letter  is  here. 

Senator  B.ulkley.  Can  we  not  have  that  paragraph  read? 

Mr.  Whitney.  I  would  like  to  have  it,  very  much. 

Mr.  Pecora.  I  have  a  copy  of  the  letter  before  me,  Mr,  Whitney, 
I  will  read  it.  It  is  dated  October  1,  1933,  addressed  to  the  "  Com- 
mittee on  Business  Conduct,  New  York  Stock  Exchange  "[reading]  : 

Gentlemen  :  In  accordance  with  instructions,  I  have  had  examinations  and 
inquiries  made  in  connection  with  trading  operations  during  the  period  May 
15,  1933  to  June  24,  1933  in  the  following  stocks :  American  Commercial  Alcohol, 
Commercial  SolvcMits,  Libbey-Owens-Ford  Glass,  National  Distillers  Products 
Corporation,   Owens-Illinois  Glass,   U.   S.  Industrial  Alcohol. 

Particular  attenticm  was  directed  toward  the  endeavor  to  ascertain  whether 
or  not  operations  of  a  manipulative  nature  had  occurred,  especially  the  ac- 
cumulation of  lar;,'c>  hmix  ])ositions  by  pools  or  syndicates,  causing  a  rise  in 
price  and  subsequent  operations  wbich  might  be  construed  as  unloading  by 
such  pools  or  syndicates. 

Tbe  examinations  were  based  on  information  supplied  by  the  Stock  Clear- 
ing Corporation  as  to  firms  having  any  substantial  balances  to  receive  or  de- 
liver the  above  stocks.  Information  as  to  the  clearance  by  other  firms  was 
sought,  and  reeords  of  the  firms  in  question  were  inspected  in  sufficient  detail 
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to  satisfy  the  examiner   that   all   transactions  for  the  period   were   exliibitecl 
in  each  case. 

With  the  exception  of  the  situations  disclosed  at  Lehman  Bros,  and  Red- 
mond &  Co.,  which  situations  also  are  reflected  in  a  minor  way  in  other  firms 
used  as  their  brokers,  and  the  possible  exception  of  the  situation  of  W.  E. 
Button  &  Co.  which  is  still  under  investigation,  no  material  situation  appears. 
Wliile  the  limitations  of  time  available  for  these  examinations  precluded  a 
detailed  examination  and  tie-up  of  every  transaction,  it  is  my  opinion  that 
there  were  no  material  deliberate  improprieties  in  connection  with  transactions 
m  these  securities.  Although  the  repeal  situation  appears  to  have  created  a 
public  interest  in  these  stocks  great  enough  to  account  for  their  activity,  your 
examiner  was  directed  to  watch  out  for  any  evidence  of  wash  sales  or  of 
other  activities  which  might  have  stimulated  improperly  the  activity  of  these 
stocks.  Yet  none  were  reported.  However,  that  you  may  have  the  facts  in 
detail,  I  have  prepared  a  separate  report  on  the  examination  made  of  each 
of  the  firms  shown,  and  list  liereof  is  respectfully  submitted. 

And  this  is  a  letter  signed  by  John  Dassow,  accountant. 

Mr,  Whitney.  And  he  called  to  our  attention,  which  was  given 
to  you  with  regard  to  the  exception  in  the  W.  E.  Hutton  &  Co.  case. 

Mr.  Pecora.  And  there  was  also  read  into  the  record  before  this 
committee  within  the  past  2  weeks  this  letter  addressed  to  the  Com- 
mittee on  Business  Conduct  by  Mr.  B.  J.  Harriman,  of  your  account- 
ing department.  When  I  say,  ''  your  accounting  department ",  I 
mean  the  accounting  department  of  the  exchange.  It  is  dated  Sep- 
tember 21,  1933,  about  10  days  prior  to  the  letter  of  Mr.  Dassow 
[reading]  : 

Gentlemen  :  At  your  rt^iuest  a  visit  was  made  to  the  New  York  office  of 
Messrs.  W.  E.  Hutton  &  ('o.  to  determine  the  account  which  contained  material 
transactions  during  the  period  from  May  15,  1933,  to  July  24,  1933,  in  the 
following  stocks :  American  Commercial  Alcohol — 

And  five  others,  the  same  as  I  have  heretofore  alluded  to. 

Inspection  of  the  security  record  and  sale  take-off  of  trades  disclosed  trans- 
actions in  American  Commercial  Alcohol  for  B.  E.  Smith  no.  296  account, 
schedule  of  which  is  annexed  hereto.  I  was  informed  that  this  account  is  in 
reality  the  account  of  T.  E.  Bragg  and  associates,  as  follows : 

Then  follow  the  names  of  eight  of  the  participants  in  that  account, 
all  of  whom  have  been  identified  here  in  testimony  before  this 
committee. 

From  May  3,  1933.  to  July  24,  1933,  approximately  29,000  shares  of  American 
Commercial  Alcohol  stock  were  purchased  and  approximately  24,000  shares  sold 
for  the  B.  E.  Smith  no.  296  account ;  25,794  shares  of  this  stock  were  taken 
down  from  the  following — 

Then  follows  an  enumeration  of  the  various  brokers'  offices  from 
which  the  stock  was  taken  down. 

I  was  informed  that  these  shares  had  been  acquired  from  several  of  the 
largest  stockholders  of  the  company. 

To  that  he  might  have  added  that  those  larger  stockholders  were 
all  of  them  officers,  directors,  and  executive  officers  of  the  company. 

Additional  transactions  in  American  Commercial  Alcohol  follow — 

And  then  are  enumerated  some  transactions  under  the  name  of 
no.  130  accoimt,  B.  E.  Smith,  a  member  of  the  New  York  Stcx^k 
Exchange. 

No  other  accounts  were  noted  which  contained  material  transactions  in  the 
stocks  under  review. 
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And  this  is  the  part  I  want  to  emphasize  : 

Mr.  J.  C.  Duncan,  a  partner — 

That  is,  of  W.  E.  Hiitton  &  Co.— 

stated  that  during  the  period  under  review  the  firm  did  not  have  anj'  pool  or 
syndicate  accounts  on  its  books  containing  transactions  in  the  stocks  above 
mentioned,  nor  did  they  hold  or  issue  any  options  for  their  own  or  the  account 
of  customers. 

That  is  the  report  of  Mr.  Harriman  of  your  accounting  depart- 
ment. And  yet  Mr.  Foster,  another  partner  of  W.  E.  Hutton  &  Co., 
who  testified  before  this  committee,  admitted  very  frankly  from  the 
records  produced  from  hi,s  own  office,  among  other  things,  that  the 
ojDeration  under  this  296  account  was  a  pool  or  syndicate  operation ; 
and  they  have  in  their  files  a  letter  from  Mr.  Smith — two  letters  in 
fact,  as  I  remember  it  were  put  in  evidence — authorizing  distribu- 
tion of  profits  from  that  pool  or  syndicate  account  to  designated 
persons,  presumably  the  participants.  And  in  the  face  of  those 
records  Mr.  Duncan  told  your  examiner  there  were  no  pool  accounts 
on  their  books  operating  in  these  .stocks. 

Now,  I  am  not  questioning  the  good  faith  of  your  accounting 
department.  I  think  they  made  every  effort  that  they  felt  they 
were  called  upon  to  make  or  should  have  made.  But  the  fact  of 
the  matter  is  that  the  investigation  which  they  made  did  not  reveal 
the  facts  with  regard  to  the  existence  of  pool  accounts  which  the 
examining  staff  of  this  committee  revealed  as  a  result  of  their  in- 
vestigation, which  was  made  in  a  much  shorter  period  of  time  than 
your  accounting  department  had  available  to  it  and  with  far  less 
facilities  than  your  accounting  department  enjoyed. 

Mr.  Whitney.  I  do  not  know,  Mr.  Pecora,  what  is  the  purpose 
of  this  questioning.  I  thought  I  was  here  on  a  bill.  I  am  perfectly 
willing  to  answer  questions  insofar  as  my  memory  serves  me.  Not 
having  had  a  knowledge  of  what  these  questions  are  going  to  be, 
I  could  not  refresh  my  memory  or  get  the  records. 

Mr.  Pecora.  What  led  up  to  this  discussion  were  the  questions 
that  Senator  Costigan  asked  concerning  the  immediate  need  for  the 
enactment  of  this  rule  which  was  adopted  by  the  governing  board 
of  the  exchange  on  February  13  last.  You  said  it  was  the  result  of 
several  years  of  consideration. 

Mr.  Whitney.  The  general  question  of  the  pool ;  yes. 

Mr.  Pecora.  Then  I  asked  you  if  it  was  merely  a  coincidence. 

Mr.  Whitney.  And  I  said  no. 

Mr.  Pecora.  And  it  was  adopted  on  the  very  eve  of  the  introduc- 
tion of  evidence  in  regard  to  the  existence  of  this  pool  account 
operated  by  members  of  the  exchange. 

Mr.  Whitney.  I  had  no  knowledge  there  was  going  to  be  any 
introduction  of  such  evidence.     You  never  told  me. 

:Mr.  Pecora.  The  newspapers  were  full  of  it,  Mr.  Whitney. 

Mr.  Whitney.  As  to  what  it  was  going  to  be? 

Mr.  Pecora.  Yes. 

Mr.  Whitney.  I  did  not  see  that. 

Mr.  Pecora.  The  newspapers  were  full  of  reference  to  the  fact 
that  we  were  going  to  present  to  the  committee  evidences  of  pool 
operations  in  the  alcohol  stocks. 
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Mr.  Whitney.  Well,  the  newspapers  are  more  lucky  than  we. 
We  did  not  have  that  information.  It  was  purely  incidental.  1 
have  granted  to  Senator  Costigan  that  such  rules  may  have  been 
well  the  result  of  the  investigation  one  place  or  another. 

The  Chairman.  Suppose  we  proceed  along  the  line  you  were  fol- 
lowing there,  Mr.  Whitney. 

Senator  Costigan.  Mr.  Whitney,  you  were  helpfully  listing  the 
stock-exchange  abuses  which  you  think  should  be  corrected  when 
your  testimony  suffered  this  extended  interruption. 

Mr.  Whitney.  Yes,  sir. 

Senator  Costigan.  Will  you  be  good  enough  to  proceed  and  com- 
ment separately  on  action  taken  by  the  stock  exchange  with  regard 
to  other  abuses  ? 

Mr.  Whitney.  I  do  not  want  you  to  get  a  false  impression,  Sena- 
tor, that  these  are  necessarily  all  abuses.  They  may  be  abuses,  but 
they  are  also  matters  that  we  believe  should  have  the  authority  of 
this  particular  suggested  authority. 

And  under  that  category  the  next  suggestion  of  ours  very  exactly 
fits  authority  to  fix  requirements  for  listing  of  securities.  In  that 
regard  we  have  been  passing  requirements  and  rules  for  years.  T 
do  not  doubt  the  committee  on  stock  list  has  under  consideration 
various  further  matters  that  may  be  the  basis  for  further  require- 
ments. I  am  hoping  tomorrow,  or  whenever  time  serves,  to  have 
Mr.  Altschul.  chairman  of  that  committee,  go  over  the  various 
phases  of  their  work  and  what  they  have  done  cllronologicall3^ 

Senator  Costigan.  What  have  you  in  mind  with  respect  to  the 
listing  of  securities?  What  improvement  can  be  indicated  illus- 
tratively ? 

Mr.  Whitney.  Well,  the  most  recent  one  that  I  remember  is  the 
requirement  with  regard  to  reacquisition  of  company  stock  by  listed 
corporations,  that  they  may  not  be  allowed — they  are  not  allowed 
to,  if  they  have  so  acquired  the ,  stock — to  place  it  again  on  the 
market  without  a  supplemental  application  to  the  committee  on 
stock  list  so  that  that  information  will  become  public. 

Senator  Costigan.  You  mean  they  should  not  be  allowed? 

Mr.  AVhitney.  They  are  not  allowed,  without  permission,  with- 
out that  becoming  public  knowledge. 

There  have  been  many  and  numerous  changes  in  the  requirements 
of  the  committee  on  stock  list  in  one  regard  or  another  over  a  period 
of  years. 

I  think  it  is  a  fair  thing  to  say  that  our  listing  requirements  are 
the  most  stringent  of  any  exchange.  The  other  exchanges  through- 
out the  country  and  throughout  the  world  differ  in  many  respects. 
Some  of  them  are  almost  exactly  the  same,  but  others  differ  in  many 
respects. 

Senator  Gore.  Do  you  know  of  any  publication  that  compares  and 
contrasts  the  requirements  on  the  I^ew  York  Stock  Exchange  and 
others  in  other  countries? 

Mr.  Whitney.  No,  sir.  [After  conferring  with  an  associate.] 
So  far  as  we  know,  Senator  Gore,  there  is  no  single  publication  that 
contrasts  the  two. 

The  next  authority  is  to  control  pool,  syndicate,  and  joint  accounts 
and  options  intended  to  unfairly  influence  market  prices.  That  is 
the  matter  that  we  have  just  been  discussing. 
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Senator  Costigan.  Have  you  in  your  testimony  at  any  time  drawn 
a  line,  which  might  be  useful  to  this  committee,  between  what  are 
unfair  and  what  are  fair  attempts  to  influence  the  market? 

Mr.  Whitney.  I  don't  think  I  have. 

Senator  Costigan.  Could  you  be  helpful  to  this  committee  at  this 
moment  by  making  suggestions  ? 

Mr.  Whitney.  I  would  prefer,  so  as  to  make  it  more  coherent,  to 
try  to  present  those  after  looking  into  the  matter  and  having  some 
real  basis  that  might  be  clear  and  informative. 

Senator  Costigan.  Doubtlessly  you  should  be  afforded  that  oppor- 
tunity, Mr.  Whitney,  but  there  have  been  repeated  references  to 
efforts  to  influence  unfairly  market  prices. 

Mr.  Whitney.  Yes. 

Senator  Costigan.  You  must  have  in  mind  some  examples  of  that 
sort  which  you  might  mention  at  this  moment,  reserving  your  fuller 
statement,  let  us  say,  to  a  subsequent  time. 

Mr.  Whitney.  I  think  the  operation  which  we  term  now  "  manip- 
ulative "  referred  to  by  Mr.  Pecora,  where  there  is  an  endeavor  to 
get  great  activity  in  the  market  by  buying  and  selling,  but  through 
proper  change  of  ownership,  that  that  may  well  unfairly  influence 
the  market. 

I  do  think,  however,  that  practically  each  and  every  case  must 
rest  on  its  own  bottom.  It  is  perfectly  possible  for  an  individual 
or  a  joint  account  or  a  pool  who  believes  that  a  security  is  selling 
below  the  level  at  which  it  should  sell  to  buy  that  security  in  volume 
up  to  a  point  where  they  think  the  level  is  a  proper  one,  and  in 
doing  so  they  are  going  to  unquestionably  influence  the  market,  but 
in  my  opinion  not  unfairly. 

Senator  Costigan.  If  every  case  rests  strictly  on  its  own  bottom, 
then  it  is  impossible  in  advanve  to  deal  by  rule  with  unfair  influence 
on  the  market? 

Mr.  Whitney.  Except,  sir,  insofar  as  perhaps  the  way — if  a  under- 
stand, not  being  a  lawyer — the  way  common  law  was  written.  If 
certain  practices  are  deemed  by  the  controlling  committee  to  be 
improper  that  will  be  done. 

Senator  Costigan.  In  advance  or  after? 

Mr.  Whitney.  As  decisions  have  been  made,  then  they  will  be  in 
advance  of  further  operations.  In  advance  of  them  it  would  be 
impossible  to  say. 

Senator  Costigan.  Is  it  your  impression  that  rules  of  this  sort  must 
wait  as  long  as  the  common  law  of  England  to  be  effective? 

Mr.  Whitney.  No  ;  I  think  we  work  faster  than  that. 

Senator  Costigan.  What  has  the  New  York  Stock  Exchange  done, 
if  I  may  ask  you,  up  to  this  time  to  correct  efforts  unfairly  to  mani- 
pulate the  market?  Have  vou  rules  dealing  with  the  subject  outside 
of  the  rule  you  read  this  afternoon? 

Mr.  Whitney.  Yes,  sir ;  we  have. 

Senator  Costigan.  When  were  they  adopted? 

Mr.  Whitney.  Oh,  years  ago.  Page  44r— this  is  the  constitution, 
sir,  article  XVII,  section  4,  and,  I  believe,  passed  in  1925: 

I'urchases  or  sales  of  securities  or  offers  to  purchase  or  sell  securities,  mnde 
for  the  purpose  of  upsetting  the  equilibrium  of  the  market  and  brincini?  about 
a  condition  of  demoralization  in  which  prices  will  not  fairly  reflect  the  market 
values,  are  forbidden,  and  any  member  who  makes  or  assists  in  making  any 
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such  purchases  or  sales  or  offers  to  purchase  or  sell,  with  knowledge  of  the 
purpose  thereof,  or  who,  with  such  knowledge,  shall  be  a  party  to  or  assist  in 
carrying  out  any  plan  or  scheme  for  the  making  of  such  purchases  or  sales  or 
offers  to  purchase  or  sell,  shall  be  deemed  to  be  guilty  of  an  act  inconsistent  with 
just  and  equitable  principles  of  trade. 

Senator  Costigan.  In  view  of  what  happened  after  1925,  are  you 
not  inclined  to  regard  that  rule  as  rather  an  ethical  declaration  than 
a  regulation  of  unfair  practices? 

Mr.  Whitney.  That  is  a  difficult  thing  to  answer. 

Senator  Costigan.  The  question  is,  Was  that  rule  effective  from 
1925  on  in  jDreventing  unfair  practices  ? 

Mr.  Whitney.  I  am  afraid  the  only  way  I  can  answer  that,  sir, 
unless  a  specific  instance  is  given  me,  is  to  refer  you  to  what  we  all 
know :  that  there  was  a  terrific  public  speculation  and  participation 
in  the  market  at  that  time.  If  there  were  specific  instances  where 
improper  uses  of  the  market  were  made,  coming  under  that  section 
of  the  Constitution,  and  we  did  not  act  on  them  and  had  knowledge 
of  them,  then  I  will  grant  that  we  should  have.  But  if  such  in- 
stances did  take  place  without  the  specific  question,  I  do  not  think 
I  can  possibly  answer. 

Senator  Costigan.  Does  not  a  large  part  of  your  testimony  this 
afternoon  point  in  the  direction  of  the  continuance  of  the  unfair 
practices  this  rule  was  intended  to  prevent?  You  yourself  have  just 
read  a  statement  made  by  the  governing  committee  of  the  New  York 
Stock  Exchange  in  which  this  sort  of  practice  is  specified  as  some- 
thing which  should  be  corrected.  If  that  were  not  true,  would  the 
New  York  Stock  Exchange  now  be  directing  the  attention  of  this 
committee  to  such  practices? 

Mr.  Whitney.  I  do  not  think  I  know  how  to  answer  you,  because, 
without  the  specific  case  in  mind,  I  do  not  see  how  one  can  say  that 
it  was  an  unfair  practice  or  that  it  unfairly  influenced  the  market. 

Senator  Costigan.  Well,  have  you  in  mind  no  instances  of  that? 

Mr.  Whitney.  I  think  in  this  very  case  that  Mr.  Pecora  brings 
up,  if  I  remember  rightly,  the  average  price  at  which  these  securities 
on  option  were  sold  to  the  public  was  35,  and  thereafter  the  par- 
ticular stock  rose  to  eighty-odd  dollars  per  share. 

Mr.  Pecora.  Eighty-nine  and  seven  eighths. 

Mr.  Whitney.  Eighty-nine  and  seven  eighth  dollars  per  share; 
then  fell  to  around  $32  a  share,  and  since  that  time  has  maintained  a 
level  between  $40  and  $70  per  share. 

Senator  Costigan.  Has  tlie  governing  committee  of  the  stock  ex- 
change made  any  effort  to  determine  whether  there  was  an  attempt 
in  that  instance  unfairly  to  influence  the  market? 

Mr.  Whitney.  Without  being  able  to  answer  absolutely  one  way 
or  the  other,  it  is  my  belief  they  did. 

Mr.  Costigan.  Do  you  know  what  the  conclusion  was? 

Mr.  Whitney.  That  it  was  not  an  unfair  influencing  of  the 
market. 

The  Chairman.  And  yet  the  stock  fell  from  89  to  something  about 
291/8  in  3  days.    It  went'to  291/3. 

Mr.  Whitney.  Yes,  sir;  that  was  when  all  stocks  came  down  in 
July. 

Mr.  Pecora.  Did  they  all  come  down  in  the  same  proportion  or 
anything  like  the  proportion?    My  recollection  is  from  the  evidence 
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here  that  American  Commercial  Alcohol  stock  went  from  a  high  of 
89%  on  July  18  to  a  low  of  29  and  a  fraction  on  July  21. 

Mr.  Whitney.  I  don't  think  that  can  be  attributed  to  the  in- 
stances that  you  are  citing.  I  do  not  see  where  that  had  anything 
to  do  with  it. 

Mr.  Pecora.  No ;  but 

Mr.  Whitney  (interposing).  In  fact,  I  think  Mr.  Wright  told 
you  that  he  tried  to  prevent  that  stock  selling  down,  with  great  loss 
to  himself. 

Mr.  Pjx'ora.  Yes;  Mr.  Wright  went  so  far  as  to  say  that  in  his 
functions  as  a  specialist  seeking  to  protect  the  spread  on  July  18  in 
that  stock,  he  was  "  murdered  " — I  am  using  his  own  language — and 
yet  we  found  out  a  few  questions  after  that  that  the  "  murdering  " 
process  netted  him  something  like  $138,000  profit  in  3  months'  time. 

Mr.  Whitney.  Nevertheless,  that  does  not  detract  from  Mr. 
Wright's  efforts  in  trying  to  support  the  price  of  that  stock  when  it 
fell.  He  did  not  have  to  do  that.  He  did  it  of  his  own  free  will 
and  volition. 

Mr.  Pecora.  To  a  limited  extent.  Mr.  Whitney.  He  did  not  follow 
tlie  stock  down. 

Mr.  Whitney.  Some  10,000  shares  I  do  not  call  limited. 

Mr,  Pecora.  To  a  limited  extent;  not  enough  to  wipe  out  profits 
that  he  had  made  in  this  3  months'  period  of  trading  in  that  very 
stock. 

Mr.  Whitney.  He  could  not  gage,  Mr.  Pecora.  how  far  that  stock 
might  sell,  however. 

Mr.  Pecora.  But  lie  did  not  protect  the  stock  all  the  way  down. 

The  Chairman.  How  many  rules  or  regulations  did  you  make  in 
1933,  ]\lr.  Whitney;  do  you  remember? 

Mr.  AVhitney. 'Xo,  Mr.  Chairman,  I  haven't  those  before  me.  I 
did  not  know  that  was  what  was  going  to  be  asked  here  today. 

The  Chairman.  I  think  you  had  one  in  August,  one  revision  in 
August. 

^Ir.  Whitney.  Three  or  four  or  five,  I  believe  in  August ;  yes,  sir. 

Mr.  Pecora.  That  was  with  regard  to  margins  and  requiring  mem- 
bers to  report  options. 

Mr.  Whitney.  Yes,  sir. 

Mr.  Pecora.  Do  you  recall  those  rules  were  adopted  after  I  made 
a  suggestion  to  you  that  some  such  rules  be  adopted? 

Mr.  Whitney.  In  all  honesty,  I  cannot  remember  that;  no.  If 
you  say  it  is  so,  I  am  perfectly  glad  to  admit  it. 

Mr.  Pecora.  That  is  my  very  clear  recollection.  I  suggested  that 
the  exchange,  in  view  of  the  collapse  of  securities  values  that  occurred 
in  niid-July,  might  do  something  to  check  Avhat  apparently  was 
visible  at  that  time. 

Mr.  Whitney.  When  did  you  say  this  to  me? 

Mr.  Pecora.  I  think  it  was  during  the  first  week  of  August. 

Mr.  Whitney.  Yes;  but  these  were  put  in  effect  on  August  2,  so 
that  wovdd  not  quite  work. 

Mr.  Pecora.  Then  I  was  down  there  before  that,  because  I  recall 
distinctly  that  the  announcement  of  these  rules  followed  my  visit 
to  you  by  a  very  few  days. 

Mr.  Whitney.  I  do  not  deny  it,  Mr.  Pecora,  that  you  may  have 
suggested  this.    If  you  say  so,  that  you  did,  of  course  vou  did.    But 
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I  can  franldy  state  that  the  rules  adopted  on  August  2  were  under 
very  acute  consideration  in  the  latter  part  of  March  1933  and  before. 

Mr.  Pecora.  Now,  you  recognize,  don't  you.  that  the  rules  and 
regulations  adopted  by  the  stock  exchange  for  the  correction  of  these 
evils  and  abuses  cannot  be  enforced  by  the  exchange  against  non- 
members  ? 

Mr.  Whitney.  I  have  always  so  claimed. 

Mr.  Pecora.  And  do  you  also  recognize  that  those  abuses  are 
available  to  nonmembers,  the  operation  of  these  abuses  is  available  to 
nonmembers  ? 

Mr.  Whitxey.  There  is  a  possibilitj^  that  they  can  abuse  the  fa- 
cilities of  the  exchange. 

Mr.  Pecora.  Yes. 

Mr.  Whitney.  Yes,  sir. 

Mr.  Pecora.  So  that  no  amount  of  rules  and  regulations  adopted 
by  the  exchange  could  possibly  extend  to  control  and  restrain  the 
action  of  nonmembers  of  the  exchange  in  operating  in  a  manner  that 
produces  these  abuses  ?    That  is  so,  isn't  it,  Mr.  Whitney  ? 

Mr.  Whitney.  Nor  can  any  law,  sir. 

Mr.  Pecora.  Well,  at  least  the  law  can  punish  those  who  violate  it, 
and  insofar  as  the  fear  of  punishment  is  a  deterrent — and  I  think 
everyone  recognizes  it  to  have  some  potency  in  that  respect — it 
might  bring  about  a  diminution  of  those  abuses  by  nonmembers  of 
the  exchange. 

Mr.  Whitney.  It  did  not  with  prohibition. 

Mr.  Pecora.  That  is  a  sumptuary  law  that  I  do  not  believe  you 
yourself  would  consider  a  fair  analogy  to  this  proposed  legislation. 

Mr.  Whitney.  I  do  not  agree  with  you,  Mr.  Pecora.  This  is  a 
prohibitory  law. 

Mr.  Pecora.  So  is  every  penal  statute  which  defines  an  act  to  be  a 
crime  and  provides  a  penalty  for  its  violation. 

Mr.  Whitney.  That  does  not  take  away  from  me  the  right  to  an 
opinion. 

Mr.  Pecora.  If  you  are  going  to  use  that  as  a  test,  Mr.  Whitney, 
why,  then  every  penal  statute,  because  it  does  not  absolutely  prevent 
tlie  commission  of  a  crime,  is  just  a  waste  of  time. 

Senator  Gore.  Tliere  is  a  fundamental  distinction,  I  think,  there. 
Any  crime  where  both  parties  desire  the  thing  to  happen,  as  in  the 
purchase  and  sale  of  liquor,  perhaps  in  the  purchase  and  sale  of 
stocks,  in  separate  offenses,  it  is  almost  impossible  to  prohibit.  That 
is  the  difference.  If  two  people  are  participants  in  a  murder  and  the 
man  that  murders  the  other  and  the  one  that  gets  murdered  both 
wanted  the  murder  to  happen,  it  would  be  almost  impossible  to 
prevent  that. 

Now,  Mr.  "V^Tiitney,  do  you  think  a  substantial  percentage  of  the 
abuses  are  due  to  others  than  brokers?  Mr.  Pecora  just  asked  you 
the  question.  You  said  that  you  could  not  regulate  those ;  that  the 
stock  exchange  itself  could  not  regulate  the  abuses  committed  by  the 
nonmembers.  Do  they  account  for  a  good  deal  of  the  abuse  of  the 
facilities  of  the  exchange? 

Mr.  Whitney.  Senator  Gore,  I  think  that  they  account  for  a  large 
proportion  of  the  so-called  *'  abuses  "  that  have  been  put  at  the 
threshold  of  the  New  York  Stock  Exchange ;  yes. 
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Senator  Gore.  That  is  what  I  was  trying  to  get  at,  and  I  was 
wonderin^r  this  in  reference  to  Senator  Costigan's  question :  It  has 
been  a  hTstorical  race,  and  a  rather  dramatic  race,  between  the 
buro^lar  and  the  improvement  of  burglars'  tools  or  "  jimmies  "  on 
the  "one  hand,  and  the  improvement  and  invention  of  burglar-proof 
safes  on  the  other  hand,  and  when  some  new  safety  device  has  been 
invented  these  burglars  put  their  wits  to  work  and  invent  some  new 
device  to  overcome  it  that  could  hardly  have  been  anticipated.     And 

so  the  race  goes  on.  .    ,     ,  ,  <•  xi        .    i 

Senator  Costigan.  Have  you  m  mind  the  analogy  ot  the  stock 
exchaniie  in  that  illustration? 

Senator  Gore.  Well,  not  entirely,  because  I  was  referring  to  the 
nonmembers.  It  may  apply  to  the  members  themselves,  but  I  dis- 
tinguish the  members — even  the  members— from  the  exchange  as  an 
institution,  treated  as  a  market  place  where  people  who  want  to  buy 
and  sell  can  have  the  right  to  do  so  when  they  get  ready.  I  think 
we  all  want  to  preserve  that.  And  that  leads  me  to  the  question  I 
was  coming  to.  Senator. 

Now,  I  think  it  divides  itself  into  this,  Mr.  Whitney :  If  you  are 
not  prepared,  I  want  you  to  think  it  over  and  give  us  your  views — 
there  are  several  distinct  groups  that  are  responsible  for  these  abuses 
and  the  catastrophes  that  follow,  and  they  are  unspeakable  tragedies ; 
the  one  in  1929  was. 

Now,  let  us  begin  here :  Buying  is,  of  course — persistent  buying — a 
bull  factor,  and  it  puts  prices  up  or  tends  to  put  them  up,  on  the 
one  hand.  On  the  other  hand,  selling — persistent  selling — is  a  bear- 
ish factor,  and  it  puts  prices  down  or  tends  to. 

Now,  in  this  frenzy  market  of  '29 — and  it  is  a  contagion  and  a 
frenzy — in  that  market  nearly  everybody,  at  least  all  classes,  the 
janitor  and  the  judge  and  the  waitress  and  heiress — everybody — 
were  buying  stock,  buying  on  margin,  buying  stock  without  any 
reference  to  the  company's  assets  or  its  management  or  its  success 
or  its  earnings  or  its  future — buying  today  hoping  to  sell  tomorrow 
for  more  than  they  paid  just  a  bit. 

That  is  one  group,  and  that  is  where  the  rivers  rise,  and  they  are 
the  ones,  they  are  the  victims  in  the  long  run.  They  create  the  evil 
largely,  or  help  to.     Then  they  are  the  victims  of  their  own  mistakes. 

Is  there  any  way  that  you  could  limit  the  amount  or  fix  a  mini- 
mum below  which  nobody  should  trade  at  all;  that  they  could  not 
buy  less  than  a  thousand  dollars  worth  or  $2,000  worth  or  a  dozen 
shares?  Of  course,  the  answer  will  be  made:  That  will  prevent 
persons  who  want  to  invest  and  buy  a  few  stocks.  Could  you  limit 
that  class  of  people  who  buy  in  utter  ignorance  and  help  to  create  the 
Frankenstein  that  destroys  them  ?  Could  you  by  some  rule  or  regu- 
lation or  law  remit  them  to  the  banks,  where  the  banks  would  make 
loans  on  a  financial  statement  and  perhaps  give  them  some  advice 
and  curb  those  people  from  rushing  into  this  whirlpool?  Would  that 
do  more  harm  than  good? 

Mr.  Whitney.  I  think  it  is  an  open  question.  I  do  think,  Senator 
Gore,  that  you  would  have  to  divide  between  speculation  and  invest- 
ment, and  if  I  may 

S'^nator  Gore  (interposing).  If  you  could. 

Mr.  Whitney.  If  we  could.  If  I  may  take  the  second,  the  in- 
vestment, it  would  seem  pretty  harsh  on  the  small  fellow  who  wanted 
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to  invest  to  deny  him  the  ability  to  buy  his  securities  that  might  be 
listed  on  the  New  York  Stock  Exchange,  or  any  other  exchange,  and 
force  him  out  of  having  the  advantage  of  those  securities. 

Senator  Gore.  Yes.  Now,  that  is  the  point.  Could  he  go  to  the 
bank — and  in  all  reasonable  cases  where  credit  is  desired  and  pur- 
chases ought  to  be  allowed  to  be  made  by  a  prospective  buyer,  and 
have  his  wants  served  by  the  banks  and  keep  him  out  of  the  hands  of 
the  dealers  or  brokers  who  have  no  concern  except  perhaps  the 
profit  or  commission  they  get?  Would  that  do  that  character  of 
participant  any  serious  harm,  or  would  it  afford  him  protection? 

Mr.  Whitney.  Well  now,  if  you  will  allow  me,  we  are  still  talking 
about  the  small  investor? 

Senator  Gore.  Yes;  I  want  to  start  with  him,  because  he  is  the 
fellow  about  which  we  seem  to  be  concerned  most. 

Mr.  Whitney.  I  believe,  again  without  drawing  any  odious  com- 
parison, that  there  are  thousands  of  dealers  throughout  this  country 
in  securities — thousands  of  them — that  are  righteous,  upstanding 
men,  and  they  are  not  necessarily  members  of  the  New  York  Stock 
Exchange,  who  will  give  their  best  advice  to  the  small  or  to  the 
large  investor. 

And  now,  as  to  my  desire  not  to  make  an  odious  comparison,  I 
truly  and  honestly  believe  that  those  men  are  more  fitted  to  give 
proper  advice  to  the  investor  than  are  the  banks  throughout  this 
country. 

Senator  Gore.  On  that  point,  Mr.  Whitney,  let  us  admit  all  that 
you  say  on  that  point.  That  still  was  not  sufficient  to  safeguard 
these  people  in  1929.  They  rushed  in  and  were  devoured  in  the 
maelstrom.  So  that  system  does  not  meet  the  occasion  nor  prevent 
the  evil.  Would  the  evil  be  minimized  if  you,  reverting  to  my  other 
suggestion,  sent  those  people  to  the  banks,  where  they  would  have 
to  submit  a  financial  statement  and  be  denied  credit  where  they  were 
not  entitled  to  credit  and  could  not  carry  on  and  protect  themselves 
in  a  break? 

Mr.  Whitney.  Senator,  they  are  not  asking  for  credit,  if  we  are 
still  talking  about  the  investor.  He  has  the  money,  and  therefore 
he  does  not  have  to  seek  any  credit.  All  he  seeks  from  the  banker  is 
advice. 

Senator  Gore.  The  investor  does  not  come  in  this  category  of  mar- 
gin dealers.  Anybody  that  has  a  small  amount  of  money  and  wants 
to  invest  in  a  stock  can  buy  and  pay  outright.  So  that  category  is 
protected. 

Now,  it  is  the  investor  who  wants  to  just  overbid  his  hand,  wants 
to  buy  a  little  more  than  he  can  pay  for,  wants  to  buy  on  margin. 
There  is  where  he  begins  to  get  in  the  quicksand.  Whether  it  would 
be  a  protection  to  him  to  send  him  to  the  bank  and  keep  him  out  of 
the  hands — he  might  fall  into  the  hands  of  a  good  dealer  or  broker 
and  he  might  not.  Some  brokers  look  at  the  commissions.  Perhaps 
some  look  at  the  welfare  of  their  customers.  But  I  am  just  feeling 
my  way  now  to  see  if  there  are  abuses  that  we  could  correct  and 
evils  that  we  can  safeguard  these  victims  against. 

Mr.  Whitney.  May  I  approach  that  side  of  the  question  which 
deals  with  the  little  speculator? 

Senator  Gore.  Yes. 
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Mr  Whitney.  If  he  is  prevented— and  I  see  no  way  of  getting 
toward  this  point  without  a  rule  of  the  exchange  or  of  the  law  pre- 
venting his  buying  on  margin  through  a  firm  or  member  of  a  securi- 

ties  exchange. 

Senator  Gore.  I  did  not  quite  get  that  point,  Mr.  Whitney. 

Mr  Whitney.  I  do  not  see  any  way  of  preventing  his  participa- 
tion in  speculation  except  through  a  rule  of  the  exchange  or  ex- 
changes or  a  rule  under  the  law. 

Senator  Gore.  Yes.  ,  .       n 

Mr.  Whitney.  It  has  been  suggested  that  a  man  not  be  allowed  to 
speculate  unless  he  starts  with  an  equity  in  his  account  of  a  thousand 
dollars  or  two  thousand  dollars  or  three  thousand  dollars. 

I  am  trying  to  give  you  the  pros  and  cons.  If  such  a  limit,  such 
an  initial  fee  is  put  up  against  him  before  he  can  enter  this  "  club 
of  speculation  ",  then  perhaps  we  can  prevent  his  getting  into  the 
exchange  or  dealing  through  the  members  of  exchanges  in  that  re- 
gard.   But  he  goes  somewhere  if  the  urge  of  speculation  is  on  him. 

Senator  Gore.  Yes. 

Mr.  Whitney.  Now,  he  may  go  to  his  bank,  and  I  think  it  would 
be  made  more  difficult  for  him  to  do  it  through  his  bank.  But  he 
can  go  other  places. 

Senator  Gore.  Could  he  go  around  the  corner  and  strike  a  boot- 
legger who  established  a  business? 

Mr.  Whitney.  He  could  go  around  the  corner  and  meet  the  very 
bootlegger — and  we  call  him  a  bucket  shop.  Mr.  Corcoran,  either 
this  morning  or  yesterday,  passed  over  the  bucket  shop  rather  glibly, 
but  it  just  so  happens  that  in  the  recent  past  bucket  shops  have  de- 
veloped in  various  parts  of  the  country. 

Senator  Costigan.  How  recently,  Mr.  Whitney? 

Mr.  Whitney.  I  beg  pardon  ? 

Senator  Costigan.  How  recently? 

Mr.  Whitney.  Very;  within  the  last  week  or  two,  and  I  think 
within  3  weeks  some  10  or  more  of  them  have  been  raided  in  New 
York  City  alone. 

Senator  Costigan.  That  is  since  Mr.  Pecora  assisted  in  suppressing 
them? 

Mr.  Whitney.  Yes,  sir;  and  since,  I  think,  we  tried  to  help  Mr. 
Pecora. 

Senator  Gore.  Mr.  Whitney,  frankly,  I  do  not  know  that  it  can  be 
done.  I  have  always  doubted  it.  I  am  feeling  out  the  situation  to 
see  if  we  can  protect  the  fool  against  his  folly,  because  this  was 
perfect  insanity.  It  was  social  insanity  that  seized  the  people  of 
this  country  in  1929.  They  did  not  act  with  any  sense  at  all.  Now, 
I  am  trying  to  invent  some  sort  of  device  because  the  fool  beats  you 
to  his  folly.  He  is  ingenious  in  that.  I  am  searching  j^our  mind  to 
see  if  there  is  any  way  on  earth  you  can  keep  him  out  of  trouble. 
It  is  an  antisuicide  serum  that  I  am  looking  for,  to  be  frank  about  it. 

Mr.  Whitney.  I  truly  do  not  know  of  any  antisuicide  serum,  be- 
cause it  seems  to  me  that  the  public  has  indulged  in  the  same  suicide 
in  various  other  fields — in  the  real-estate  field — and  I  am  not  re- 
ferring to  Florida.  I  have  too  great  an  interest  in  Florida  myself. 
But  in  the  farm  States  there  was  terrific  speculation,  and  that  took 
place  long  before  1929. 
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Senator  Gore.  Men  buying  land  on  margin? 

Mr.  Whitney.  On  margin ;  yes,  sir — on  terrible  margin,  too. 

Senator  Gore.  Yes ;  you  are  right  about  that. 

The  Chairman.  What  Senator  Gore  is  after,  it  seems  to  me,  is  to 
endeavor  to  distinguish  between  the  investor  or  the  speculator,  the 
real  speculator,  and  the  gambler. 

Mr.  Whitney.  You  want  to  separate  gambling  from  investment? 

Senator  Gore.  Yes ;  here  is  what  I  was  driving  at :  Without  both- 
ering the  committee,  I  will  just  state  it  and  then  I  will  let  it  go. 
I  wanted  to  treat  the  case  of  the  small  investor  and  the  small  specu- 
lator, divide  them  into  groups,  and  provide  safeguards  for  them. 
Then,  as  I  see  it,  as  you  remarked  to  Mr.  Pecora  a  while  ago,  there 
are  dealers  who  deal  through  brokers,  and  I  have  assumed  that  they 
are  responsible  for  a  good  many  of  these  pools  and  syndicates  and 
abuses  of  that  type.  Now,  I  do  not  know  to  what  extent  members 
of  the  exchange  are  particeps  criminis  with  them,  how  much  they 
share  the  guilt.  If  I  could,  I  would  deal  with  that  group  and  lay 
some  limit  on  their  activities,  if  it  can  be  done.  Then  I  would  deal 
with  the  brokers  and  the  abuses  they  commit,  if  I  could.  And  then 
I  would  hold  the  exchange  responsible  only  for  the  abuses  which 
it  commits  and  for  its  failure  to  correct  the  abuses  on  the  part  of 
others  where  it  could  be  done. 

If  you  get  my  line,  it  is  along  that  line  we  ought  to  move  some 
way  or  other. 

Let  me  ask  you  this.  Mr.  Whitney :  Are  there  a  good  many  of 
these  pools  and  syndicates  on  the  part  of  other  than  brokers  that 
you  hear  of  after  the  crime  has  been  committed,  so  to  speak,  that 
you  did  not  know  of  at  the  time?  Can  you  tell  by  the  barber  that 
something  is  going  on  below  ? 

Mr.  Whitney.  Not  necessarily  so.  And  I  do  not  Avant  to  gi^e 
an  impression  that  our  own  members  have  not  been — in  other  words, 
that  the  exchange  or  its  members  ^re  pure  white  lilies.  We  all  had 
the  mania,  I  think  ourselves  as  well'  as  the  rest  of  the  country,  in 
1929,  that  money  grew  on  trees,  and  we,  just  like  everybody  else, 
have  suffered  drastically  for  that  point  of  view. 

Senator  Gore.  That  mania  was  a  contagion. 

Mr.  Whitney.  It  was  tremendously  contagious;  yes,  sir.  Where 
it  started  the  Lord  only  knows.  But  1  think  we  agree  Avith  your  sug- 
gestion, if  it  can  be  done,  that  it  is  a  very  broad  and  difficult  problem 
to  solve. 

Senator  Gore.  You  say  you  do  not  know  where  it  started. 

Mr.  Whitney.  I  am  afraid  we  do  not. 

Senator  Gore.  I  think  you  touched  tlie  tap  root  of  all  of  it. 

Mr.  Whitney.  I  wish  we  did. 

Senator  Gore.  I  think  it  is  a  law  of  psychology  that  men  buy  on  a 
rising  market.  They  watch  it  and  buy  and  buy  and  buy.  And  they 
sell  on  a  falling  market,  and  they  sell  and  sell  and  sell.  If  you  could 
stop  that  you  could  stop  the  whole  trouble. 

The  Chairman.  I  think  w^e  better  take  a  recess  now,  Mr.  Whitney, 
until  10  o'clock  tomorrow  morning. 

Mr.  Whitney.  Very  good,  sir. 

(Accordingly,  at  5  p.m.,  the  committee  adjourned  until  10  a.m.  on 
the  following  morning.) 
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Statement  of  Richard  Whitnet,  President  of  the  New  Yoek  Stock 
Exchange,  in  Regard  to  H.R.  7852— the  Short  Title  of  Which  Is 
"  National  Securities  Exchange  Act  of  1934  " 

Mr.  Chairmau  and  gentlemen  of  the  committee,  the  New  York  Stock  Ex- 
change is  vitally  interested  in  the  bill  now  pending  before  you  which  is  called 
the  "National  Securities  Exchange  Act  of  1934."  "We  have  studied  the  bill 
with  great  care  and  in  stating  our  opposition  to  it,  I  shall,  with  your  permission, 
discuss :  First,  the  general  purpose  of  the  bill  and,  without  going  into  complete 
detail,  .show  how  the  provisions  will  affect  all  business  and  industry  and  all 
investors  as  well  as  stock  exchanges  and  persons  dealing  in  securities.  Sec- 
ondly, I  shall  take  up  the  particular  provisions  of  the  bill  which  afEect  most 
directly  stock  exchanges  and  the  business  of  members  of  exchanges. 

We  have  arranged  to  have  a  number  of  gentlemen,  who  can  speak  author- 
itatively on  the  different  phases  of  stock  exchange  members'  business,  appear 
to  inforrii  you  in  this  regard. 

Each  one  of  these  gentlemen  is  thoroughly  familiar  \vith  his  own  line  of 
business  and  I  feel  sure  that  they  will  be  prepared  to  explain  to  you  as  fully 
as  you  may  desire  not  only  the  nature  of  their  business  but  just  how  it  would 
be  affected  by  the  bill  pending  before  you. 

I  trust  you  will  not  believe  that  our  sole  purpose  in  appearing  before  this 
committee  is  to  criticize,  and  I  hope  you  will  understand  that  we  are  anxious 
to  be  helpful  by  way  of  explanation  and  the  suggestion  of  a  definite  program. 

Before  taking  up  the  bill  section  by  section,  I  desire  to  say  a  few  words  on 
the  bill  as  a  whole  and  its  effect  upon  the  business  and  industry  of  this  country. 

H.R.  7852,  although  it  is  entitled  "A  bill  to  provide  for  the  registration  of 
national  securities  exchanges  operating  in  interstate  and  foreign  commerce  and 
through  the  mails  and  to  prevent  inequitable  and  unfair  practices  on  such 
exchanges,  and  for  other  purposes,"  is  far  from  a  bill  which  deals  solely  with 
stock-exchange  practices.  It  affects  a  far  wider  field,  unrelated  in  many  ways 
to  transactions  on  stock  exchanges. 

The  provisions  of  the  bill  which  purport  to  deal  with  margin  requirements 
and  brokers'  credit  might  affect  the  entire  credit  system.  This  is  due  to  the 
fact  that  in  an  effort  to  prevent  any  evasion  of  the  restrictions  on  margin 
accounts  contained  in  the  bill  similar  restrictions  have  been  placed  on  loans 
made  through  banks  or  other  persons.  In  like  manner,  the  provisions  of  the 
bill  limiting  the  amount  which  brokers  may  borrow  and  requiring  that  brokers 
must  borrow  only  from  members  of  the  Federal  Reserve  System  affect  credit 
in  a  much  wider  field.  Not  only  will  stock  exchanges  and  their  members  be 
affected  by  these  provisions  but  also  banks,  industry  and  all  investors, 

I  will  not  undertake  to  describe  in  detail  the  provisions  of  the  bill  affecting 
banks  and  banking,  as  I  am  advised  ihat  the  committee  has  heard,  or  will  hear 
shortly  from  persons  who  are  expert  on  such  matters. 

The  bill  also  directly  affects  all  companies  which  may  list  their  securities 
upon  a  national  exchange.  It  does  so  by  requiring  them  to  submit  registration 
statements  and  to  furnish  information  to  the  Federal  Trade  Commission,  which, 
under  the  bill,  is  charged  with  the  duty  of  enforcing  its  provisions.  The  extent 
of  the  power  given  to  the  Federal  Trade  Commission  to  require  listed  corpora- 
tions to  furnish  it  wiih  information  and  the  control  over  corporate  practices, 
which  is  likewise  given  to  the  Commission,  are  so  great  that  many  of  the  func- 
tions of  management  are,  in  effect,  transferred  to  an  administrative  department 
of  the  Government.  Certainly  provisions  having  this  effect  form  no  part  of 
a  bill  dealing  with  the  regulation  of  stock  excliauges  and  stock-exchange  prac- 
tices. I  understand  that  the  officers  of  a  number  of  important  companies  have 
asked  an  opportunity  to  ai>iiear  before  this  committee,  and  I  feel  sure  thai  they 
will  point  out  the  various  provisions  of  the  bill  which  affect  them  and  discuss 
these  provisions  fully  with  you. 

I  would,  however,  like  to  say  very  briefly  a  word  on  behalf  of  the  great 
number  of  investors  scattered  throughout  the  country  who  mav  not  be  repre- 
."ented  before  this  committee.  The  bill,  naturally,  contains  many  provisions 
which  affect  members  of  exchanges  and  dealers  in  securities.  But  I  would  like 
to  draw  your  particular  attention  to  the  fact  that  anv  regulation  of  stock 
exchiingcs  necessarily  affects  all  investors.  Stock  exchanges  are  organized  as 
public  market  i)laces  for  securities,  in  which  are  concentrated  the  supply  and 
demand  which  arise  from  the  willingness  of  owners  to  sell  and  the  desire  of 
others  to  buy.  A  public  market  by  concentrating  the  buying  and  selling  demand 
creates  fairer  prices  for  the  benefit  of  both  buyer  and  seller  and   therefore   the 
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priuciple  function  of  an  exchange  is  to  give  the  public  the  facility  of  selling 
the  securities  which  they  own  and  of  buying  others.  There  are  literally  millions 
of  our  citizens  who  own  or  are  interested  in  listed  securities.  The  vast  major- 
ity of  them  are  investors  and  not  speculators.  Among  this  great  number  of 
persons  you  will  find  both  rich  and  poor,  but  whether  they  are  the  owners  of 
thousands  of  shares  or  the  owners  of  only  a  few  shares  of  a  single  company, 
they  are  all  interested  in  the  maintenance  of  a  public  market  for  securities. 
Their  interest  is  a  real  one,  because  the  concentration  of  supply  and  demand  on 
exchanges  results  in  creating  a  market  in  which  securities  are  daily  bought 
and  sold  in  volume.  This  gives  assurance  to  the  holder  of  securities  that  his 
property  can,  if  it  is  necessary,  be  turned  promptly  into  money. 

Through  the  activity  of  exchanges  securities  have  remained  liquid  throughout 
the  entire  depression.  It  is  true  that  they  have  declined  tremendously  in  value, 
hut  in  spite  of  declines  securities  have  remained  marketable.  Real  estate,  on 
the  other  hand,  became  practically  unsalable  and  at  times  it  was  impossible  to 
Und  a  buyer  for  mortgages  or  other  forms  of  real-estate  investment.  Holders 
of  listed  securities,  however,  have  been  able  to  sell  them  whenever  it  was  nec- 
essary to  raise  money.  The  interest  of  these  security  owners  in  the  bill  to 
regulate  stock  exchanges  is,  therefore,  very  direct  and  real.  To  the  extent  that 
this  bill  seeks  to  regulate  exchanges  to  the  point  where  it  will  destroy  the  free 
and  open  market  for  securities  the  liquidity  of  the  one  form  of  investment  that 
has  remained  liquid  throughout  the  depression  will  certainly  be  impaired,  if 
not  entirely  destroyed.  I  say,  therefore,  that  this  bill  affects  not  only  members 
of  stock  exchanges  and  dealers  in  securities  but  the  entire  investing  public. 

With  your  permission  I  will  now  discuss  the  bill  in  detail. 

Section  1  of  the  bill  contains  simply  the  title  of  the  act. 

Section  2  of  the  bill  consists  of  a  number  of  statements  of  fach  which  I 
understand  are  included  solely  for  the  purpose  of  supporting  the  constitution- 
ality of  the  bill.  I  disagree  with  some  of  these  conclusions  and  doubt  whether 
they  are  true.  As  a  layman,  I  am  not  competent  to  discuss  questions  affecting 
the  constiutitionality  of  the  bill.  Mr.  Gay,  of  counsel,  however,  is  present  and 
will,  if  the  committee  will  permit,  make  a  brief  exposition  in  regard  to  the 
provisions  of  the  bill,  which,  in  his  opinion,  are  not  constitutional.  I  have 
asked  Mr.  Gay  to  prepare  a  brief  on  this  subject,  which  he  will  submit  at  a 
later  date. 

Section  3  of  the  bill  contains  definitions  of  the  terms  used  in  the  bill.  These 
•definitions  are  unusually  broad  and  sweeping.  I  call  your  attention  particularly 
to  the  first  definition  which  defines  the  word  "  exchange  "  to  include  not  only 
the  institution  itself  but  also  all  of  its  members. 

The  third  definition  defines  a  "  member  "  of  an  exchange  to  mean  not  only 
those  persons  who  are  actually  members  but  also  all  persons  who  have  a  right 
to  use  in  person  any  facility  of  an  exchange  for  the  purpose  of  making  pur- 
•chases  or  sales  thereon.  This  extension  of  the  meaning  of  the  term  "  member  " 
produces  certain  surprising  results  in  some  of  the  later  sections  of  the  bill. 

The  fourth  definition  reads  as  follows :  "  The  term  '  broker '  means  any 
persou  engaged  in  a  business  of  effecting  transactions  in  securities  for  the 
account  of  others."  As  a  result  our  banks,  which  customarily  act  as  agent 
for  their  customers  in  buying  and  selling  securities,  may  be  subject  to  many 
of  the  provisions  which  on  their  face  regulate  only  stock  exchanges  and  stock- 
exchange  practices. 

The  fifth  definition  defines  the  word  "  dealer  "  to  mean  any  person  engaged  in 
a  business  of  buying  or  selling  securities  for  his  own  account,  and,  therefore, 
■would  include  persons  engaged  in  the  business  of  buying  and  selling  securities 
for  investment.  As  in  the  case  of  the  definition  of  the  term  *'  broker ",  the 
arbitrary  inclusion  of  those  who  buy  and  sell  for  investment  in  the  category 
of  dealers,  who  buy  purely  for  the  purpose  of  resale,  makes  many  of  the  later 
provisions  of  the  bill  applicable  to  a  large  number  of  persons  who  are  not,  in 
any  sense  of  the  term,  dealers  In  securities. 

The  other  definitions,  which  are  likewise  broad  and  general,  should  be  made 
more  definite  and  specific,  especially  in  view  of  the  heavy  criminal  penalties 
imposed  by  the  statute. 

Section  4  of  the  bill  prohibits  the  use  of  the  mails  or  any  means  of  Interstate 
communication  or  transportation  for  the  purpose  of  transacting  any  business 
on  an  exchange  which  is  not  registered  under  the  act. 

Section  5  of  the  bill  states  the  terms  and  conditions  under  which  an  exchange 
may  be  registered  with  the  Federal  Trade  Commission, 

Subdivision  (d),  which  appears  on  page  11  of  the  committee  print,  makes  any 
violation  of  a  rule  or  regulation  adopted  by  the  Commission  a  ground  for  the 
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suspension  or  expulsion  of  a  member  of  the  excliange.  This  provision  is  in 
line  with  the  general  policy  of  the  bill  of  vesting  in  the  Fe<leral  Trade  Com- 
mission power  not  to  regulate  but  also  actually  to  supervise  and  manage  all 
stock  exchanges. 

Section  U  of  the  bill  deals  with  margin  requirements  on  long  accounts  and 
deserves  careful  consideration. 

Subdivision  (a)  prohibits  any  member  of  an  exchange  or — and  I  draw  your 
particular  attention  to  this  fact — "  any  person  who  transacts  a  business  in 
securities  through  tlie  medium  of  any  such  member,  directly  or  indirectly  ",  to 
extend  or  maintain  credit  to  any  customer  on  securities)  not  registered  upon  a 
national  exchange. 

The  immediate  effect  of  this  provision  will  be  to  make  all  unlisted  securities 
ineligible  as  collateral  in  margin  accounts.  While  it  is  true  that  the  most 
important  companies  in  the  United  States  usually  have  their  securities  listed 
on  one  or  more  exchanges,  it  is  likewise  true  that  the  securities  of  thousands, 
if  not  hundreds  of  thousands,  of  perfectly  sound  business  enterprises  are  not 
listed  on  any  exchange.  Few  people  realize  what  a  relatively  small  number  of 
corporations  are  listed  on  our  most  important,  exchanges.  For  example,  there 
are  only  788  American  companies  which  have  stocks  listed  on  the  New  York 
Stock  Exchange.  The  number  listed  on  other  exchanges  throughout  the  country 
is  surprisingly  small,  because  only  securities  issued  by  corporations  of  sub- 
stantial size  which  have  secured  a  reasonable  distribution  among  investors 
are  commonly  dealt  in  on  exchanges.  Local  enterprises,  even  when  they  are 
well  established  and  profitable,  do  not  necessarily  list  their  securities  on  a 
stock  exchange  and,  therefore,  this  prohibition  against  brokers'  extending 
credit  upon  unlisted  collateral  will  operate  primarily  to  the  detriment  of 
investors  in  local  enterprises  throughout  the  United  States.  It  is  difficult 
to  understand  why  their  securities  should  have  no  value  in  determining  tlie 
margin  in  brokerage  accounts. 

The  evident  purpose  of  this  provision  seems  to  have  been  to  discriminate 
between  brokers  and  other  lenders  of  monej'  in  the  amount  of  credit  which  can 
be  advanced  upon  unlisted  securities,  but  it  is  capable  of  another  interpretation 
which  would  have  even  nu>re  serious  consequences.  As  I  have  pointed  out. 
a  person  who  transacts  a  business  in  securities  through  the  medium  of  a  niein- 
ber  of  an  exchange  is  likewise  included  in  the  prohibition  of  this  subsection. 
If  banks  buying  and  selling  securities  for  their  own  account  or  as  agent  for 
their  customers  should  be  held  to  be  persons  transacting  a  business  in  securities, 
then  this  prohibition  would  make  all  unlisted  securities  worthless  as  collateral 
even  in  bank  loans. 

There  is  one  other  important  point  in  regard  to  this  section  wliich  requires 
clarification.  The  definitidn  of  the  term  '•  security ",  which  is  contained  in 
section  3,  subsection  10  (which  appears  on  page  6  of  the  committee  print), 
excludes  from  the  definition  any  "  direct  obligation  guaranteed  as  to  principal 
or  interest  by  the  I'nited  States.'"  For  tiie  purposes  of  this  bill,  therefore, 
Government  bonds  are  not  securities  and  will  not  have  to  be  registered  on 
an  exchange  and,  therefore,  brokers  may  extend  credit  on  Government  bonds 
on  such  margins  as  they  may  elect.  If  this  interpretation  is  sound,  then 
.section  6  does  not  prevent  brokers  extending  credit  against  real  property  or  anv 
form  of  personal  property  other  than  a  "  security  "  as  defined  by  the  act.  This 
is  obviously  improixn-  because  it  is  well  known  that  real  estate  and  such 
personal  jiroperty  are  not  nonnally  as  liquid  as  securities,  and  should  not, 
therefore,  be  the  basis  of  this  type  of  credit.  The  New  York  Stock  Exchange 
lias  long  rec-ognized  this  fact,  and  in  determining  the  financial  condition  of 
members  our  committee  on  business  conduct  does  not  place  any  value  upon 
real-estate  holdings,  Jurnifure  and  fixtures,  equipment  of  offices,  or  even  upon 
stock-exchange  memberships.  We  have  felt  that  it  was  necessarv  to  exclude 
these  items,  which,  although  of  undoubted  value,  are  not  capable  of  being 
turned  quickly  into  cash  if  we  were  to  be  sure  that  the  capital  of  our  member 
firms  was  adequate  to  protect  the  accounts  which  thev  were  carrvinjr  for  their 
customers.  "  " 

Subili vision  (b)  of  section  G  makes  it  unlawful  for  anv  member  of  an 
exchange  or  person  who  transacts  a  business  in  securities  through  a  member 
of  an  exchange  to  extend  or  maintain  credit  to  anv  customer  on  securities 
registered  on  a  national  exchaiTT?e  in  an  amount  which  at  any  time  exceeds 
(1 )  m  percent  of  the  lowest  price  at  which  such  securities  have  sold  during 
the  preco. In.g  3  years  or  (2)  40  percent  of  the  current  market  price,  whichever 
IS  the  higlier.     Tbis  subsection  further  provides  thar  the  Federal  Trade  Com- 
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mission  may  fix  lower  loan  values  during-  any  stated  period  of  time  or  in  respect 
of  any  specified  class  of  securities. 

The  minimum  margins  established  by  this  subdivision  have  naturally  been 
one  of  the  features  of  tlie  bill  which  has  evoked  the  .UTeatest  amount  of  public 
discussion.  Few  people,  however,  seem  to  understand  how  this  provision  will 
operate.  As  I  see  it,  the  amount  of  margin  which  will  become  the  minimum 
depends  upon  tlie  course  of  prices  more  than  upon  the  percentages  set  forth 
in  the  bill.  For  instance,  a  security  selling  at  $100,  and  which  has  not  sold 
for  less  than  $100  during  the  preceding  three  years,  can  be  carried  in  a  margin 
account  at  80  percent  of  its  current  market  price,  because  its  current  market 
price  and  the  lowest  price  readied  within  3  years  happen  to  be  Identical. 
If  a  broker  advances  80  percent  of  the  current  market  price  of  such  a  security, 
he  will  have  only  25  percent  margin  against  the  actual  debit  balance.  He  will 
be  advancing  $80  against  every  $100  of  value  and  the  leeway  or  margin  between 
the  amount  which  is  owed  liim  and  the  current  value  of  the  collateral  will  be 
$20  or  $25  ])ercent  of  the  sum  which  is  owed  him.  Many  people  have  become 
confused  in  discussing  this  question  of  margins  and  it  is  sometimes  said  that  a 
margin  should  represent  a  certain  percentage  of  the  v;ilue  of  the  collateral 
for  the  loan.  This  method  of  computing  margins  completely  disregards  the 
essential  nature  of  a  margin.  When  a  person  borrows  money  and  pledges 
securities  as  collateral  he  normally  computes  the  amount  of  the  margin  as  a 
percentage  of  the  amount  owed.  For  example,  if  I  borrow  $10,000  and  give 
as  collateral  $15,000  of  Government  bonds,  I  feel,  and  so  does  the  lender,  that  he 
has  a  margin  of  safety  equal  to  50  percent  of  the  amount  owed  him.  In 
brokerage  accounts  the  amovnit  owed  is  commoidy  called  the  debit  l)alance  and, 
therefore,  in  determining  the  amount  of  a  customer's  margin,  this  figure  is  used 
as  the  basic  one  just  as  a  bank,  in  determining  the  margin  for  a  loan,  uses 
the  face  amount  of  the  loan  as  its  basic  figure.  In  either  ease,  a  iiercentage 
of  margin  must  mean  a  percentage  of  the  amount  owed. 

This*  .subdivision  nnght  in  certain  circumstances  permit  securities  to  be  car- 
ried on  a  25-percent  margin,  which  is  less  than  the  New  York  Stock  Exchange 
now  requires  its  niembers  to  demand  and  maintain.  If,  however,  we  imagine 
a  different  set  of  circiunstances,  the  provisions  of  the  bill  will  have  not  an  over- 
liberal  but  an  almost  prohibitive  result.  For  example,  if  a  security  like  General 
Motors,  which  has  witliin  3  years  sold  at  $7  a  share  and  is  today  selling  at 
approximately  $-10  per  share,  should  be  pr(>sented  to  a  broker  as  margin  after 
the  effective  date  of  the  i)roposed  act,  the  broker  could  only  lend  $10  per  share 
upon  this  stock  because  the  SO-percent  provision  would  be  rendered  nugatory 
by  the  low  price  which  General  Motors  readied  at  the  worst  period  of  the  de- 
pression. In  thijj  case,  the  broker  would  have  150-percent  margin,  i.e.,  he  would 
advance  $16  against  a  stock  selling  at  $40  and  the  difference  between  these 
two  or  $24  would  represent  one  and  one  half  times  the  amount  owed  him  by 
his  customer.  It  is  obvious  that  margins  of  150  percent  are  not  necessary  for 
the  purpose  of  insuring  the  s^afety  of  a  customer's  account  and  that  should  be 
the  sole  purpose  of  a  margin  provision.  Such  a  margin  requirement  would  have 
the  immediate  effect  of  (>]iiiiiiiatiiig  a  great  part  of  the  sjieculative  activity  on 
which  the  stability  and  useful  function  of  the  market  depends,  to  the  great 
detriment,  of  course,  of  all  investors  and  stockholders. 

The  effect  on  margins  of  this  subdivision  will  depend  upon  the  course  of 
prices.  In  periods  of  stability  or  of  declining  prices  it  will  permit  over-liberal 
margins  and  in  periods  of  rising  )n-ices  it  will  fix  prohibitively  high  margins. 
As  a  practical  matter  and  because  most  securities  reached  very  low  ]n'ices 
within  the  last  3  years,  the  immediate  effect  of  this  subsection  would  be  to 
increase  enormously  the  margins  which  brokers  would  have  to  demand  from 
their  customers.  At  the  i)reseiit  time  the  total  debit  balances  carried  by  mem- 
bers of  the  Ne\\-  York  Stock  Exchange  for  customers  is  approximately 
$1,390,000,000.  It  is  certain  that  a  large  part  of  this  total  has  been  advanced 
against  securities  which  sold  at  very  low  prici's  within  the  last  3  years,  and, 
therefore,  the  margins  which  existing  customers  will  be  called  upon  to  put  up 
if  their  accounts  are  to  meet  the  requirements  of  the  bill  will,  of  necessity,  be 
very  substantial.  I  am  sure  that  many  customers  will  find  it  diflacult  if  not 
impossible  to  provide  the  required  amount  of  margin  and  will,  therefore,  be 
compelled  to  liquidate  a  large  part  of  their  holdings  at  a  time  when  no  market 
capable  of  absorbing  such  liquidation  may  exi.st. 

The  real  difl3culty  with  these  proiw.sed  margin  requirements  is  that  they 
attempt  to  set  up  a  ligid  formula  for  a  sub.iect  which,  by  its  very  nature, 
requires  a  very  flexible  rule.     The  determination  of  proper  margins  requires 
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the  exercise  of  sound  discretion.  It  is  impossible  to  substitute  for  this  dis- 
cretion a  mechanical  rule  based  upon  i>ercentages  of  existing  or  former  values. 
A  sound  margin  is  one  which  will,  in  all  probable  circumstances,  protect  the^ 
lender  of  money  from  the  danger  of  loss  if  security  prices  should  decline.  To 
arrive  at  a  solution  of  tliis  problem,  many  factors  must  be  considered.  The 
nature  of  the  security,  its  activity  in  the  market,  the  degree  to  which  it  is 
held  on  margin  or  as  collateral  for  loans,  are  all  considerations  which  must 
be  taken  into  account.  In  addition,  there  are  special  situations  which  may 
affect  the  amount  of  margin  which  should  be  required.  There  are  certaia 
securities  which,  because  they  fluctuate  rapidly  and  by  substantial  amounts, 
are  considered  volatile  and  therefore  not  entitled  to  as  high  a  degree  of  value 
for  coUatei-al  purp<ises  as  more  stable  securities.  I  could  cite  yoii  many 
instances  in  which  these  special  conditions  have  made  prudent  lenders  refuse 
to  advance  even  40  percent  of  the  current  market  value.  In  the  face  of  all  of 
these  variable  factors,  it  is  humanly  impossible  to  adopt  any  law  which  will 
operate  fairly  in  all  possible  circumstances. 

I  am  convinced  that  the  fixed  minimums  contained  in  subdivision  (b)  of 
section  6  are  utterly  unworkable  and  will  certainly  operate  in  a  manner 
which  will  be  detrimental  to  the  public. 

In  discussing  these  margin  provisions,  I  have  not  ovei-looked  the  fact  that 
the  Federal  Trade  (Commission  is  given  authority  to  fix  lower  loan  values 
for  any  stated  period  of  time  or  in  i-espect  of  any  specified  class  of  securities. 
This  power,  while  it  would  allow  the  Commission  to  make  higher  margins 
mandatory,  does  not  go  far  enough  to  give  real  flexibility.  I  have  already 
pointed  out  how  special  considerations  affect  particular  securities.  There  is 
no  power,  as  I  see  it,  given  to  the  Commission  by  this  section  to  provide 
that  any  one  security  should  have  a  lower  loan  value  than  the  rest  of  its 
class  and  yet  that  is  precisely  what  banks  and  other  lenders  of  money  do  in 
actual  practice.  For  instanc-e,  in  1901,  at  the  time  of  the  Northern  Pacific 
panic,  tlie  pi'oper  loan  value  for  Northern  Pacific  stock  was  only  a  fraction 
of  the  price  at  which  it  was  selling,  but  that  did  not  mean  that  railroad 
securities,  in  general,  had  to  be  written  down  for  loaning  puiijoses  by  an  eciual 
amount.  The  same  was  true  of  Radio  stock  when  it  advanced  very  rapidly 
in  price  a  few  years  ago  and  there  have  been  numerous  similar  instances  in 
the  recent  past.  If  it  should  be  suggested  that  this  objection  might  lie  met 
by  giving  the  Federal  Trade  Commission  power  to  fix  the  loan  value  of  any 
particular  security,  I  think  the  provision  would  still  be  vmworkable  because 
of  the  practical  imixtssibility  of  any  single  administrative  body  being  in 
sufliiciently  close  touch  with  all  of  the  security  markets  of  the  country  and 
sufficiently  familiar  with  the  factors  affecting  the  value  of  each  security  dealt 
in  on  exchanges  to  detennine  promptly  and  soundly  the  value  which  should, 
be  attached  to  each  stock  or  bond  for  margin  purposes.  In  the  last  analysis, 
the  problem  of  fixing  the  loan  value  of  particular  securities  is  a  local  one  which 
must  be  dealt  with  by  persons  who  are  thoroughly  familiar  with  local  market 
conditions  and  who  are  in  constant  daily  touch  with  all  the  factors  on  which 
loan  values  depend. 

Subdivision  (c)  of  section  6  makes  it  unlawful  for  any  person  to  extend  or 
maintain  credit  upon  any  security  registered  on  a  national  exchange  which  has 
been  acquired  by  the  borrower  within  30  days  of  the  date  of  the  loan,  except  in 
an  amount  not  exceeding  that  which  a  member  of  a  national  exchange  may  lend 
to  his  customer  pursuant  to  the  provisions  of  the  bill.  In  effect  this  section 
makes  the  rigid  margin  requirements  set  up  by  subdivision  (b)  applicable  to 
all  banks,  and  other  lenders,  in  respect  of  securities  listed  on  exchanges  which 
have  been  purchased  within  30  days.  As  I  believe  the  minimum  margin  require- 
ments, which  the  bill  imposes  on  brokers'  loans,  are  unsound,  I  naturallv  feel 
that  tJie  same  provisions  are  equally  unsound  if  applied  to  bank  and  other  loans. 
Fiirdicrmore,  (his  provision,  while  establishing  rigid  minimums  for  securities 
listed  upon  exchanges,  apparently  permits  all  lenders  of  moneys,  except  mem- 
bers of  exchanges,  to  advance  credit  on  unlisted  securities  on  such  terms  as  they 
may  tliink  wise.  This  disci'imination  against  listed  securities  seems  clearly 
unsound.  Stocks  and  bonds,  which  are  listed  on  exchanges,  and  enjoy  an 
active  market,  have  proved  to  be  the  best  and  safest  t.vpe  of  collateral  for 
loans.  The  bill  apparently  completely  disregards  the  experience  of  the  past  in 
this  respect  and  permits  banks,  and  other  "lenders  of  monev,  to  advance  more 
credit  on  unlisted  securities  than  tla  y  can  advance  upon  listed  securities  which 
have  been  purchased  within  30  days. 
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Some  of  the  effects  of  this  provision  are  anomalous.  For  example,  a  security 
which  the  issuer  proposes  to  list  on  an  exchange  cannot  be  registered  with  the 
Federal  Trade  Commission  until  30  days  after  the  registration  statement  has 
been  filed.  During  this  waiting  period  the  security  cannot  be  dealt  in  on  an 
exchange  and,  therefore,  would  not  be  deemed  to  be  a  registered  security  com- 
ing within  the  provisions  of  the  bill.  It  is  possible,  therefore,  that  a  security 
of  this  kind  might  be  the  basis  of  liberal  credit  advances  by  banks  until  the 
effective  date  of  the  registration,  when,  automatically,  the  bank  would  have  to 
call  its  customer  for  additional  margin  merely  because  the  security  had  become 
entitled  to  a  public  quotation. 

I  have  already  mentioned  that  the  mandatory  provisions  of  the  bill  in 
regard  to  minimum  margins  would  force  the  liquidation  of  a  substantial  part 
of  the  $1,390,000,000  of  debit  balances  currently  carried  by  brokers  for  their 
customers.  These  same  mandatory  provisions  would,  likewise,  force  the 
liquidation  of  part  of  the  $3,500,OCO,000  of  loans  which  banks  have  made  to 
their  customers  against  security  collateral.  The  effect  on  bank  loans  may  be 
less  severe  than  upon  brokerage  accounts  liecause  many  of  the  securities  held 
as  collateral  by  banks  have  undoubtedly  been  held  by  the  borrowers  for  more 
than  30  days.  On  the  other  hand,  there  still  remains  the  problem  arising 
from  the  common  practice  of  persons  who  have  borrowed  money  from  a  bank 
to  sell  a  security  held  by  the  bank  as  collateral  and  to  reinvest  the  proceeds 
in  another  security  which  is  thereupon  substituted  as  collateral  for  its  loan. 
Such  substitutions  will  be  subject  to  the  bill  and,  therefore,  changes  of  invest- 
ment by  persons  who  liave  borrowed  from  banks  may  become  practically  im- 
possible. It  is  difficult,  if  not  impossible,  to  forecast  precisely  what  the  result 
will  be,  but  it  seems  probable  that  a  substantial  amount  of  liquidation  of  bank 
loans  will  be  caused  by  these  provisions  of  the  bill. 

Subdivision  (d)  of  section  G  gives  the  Federal  Trade  Commission  ixnver 
to  determine  how  margins  shall  be  computed ;  when  they  shall  be  paid  and 
what  notice  shall  be  given  or  method  employed  in  closing  out  accounts.  These 
powers  would  apparently  apply  not  only  to  brokers  but  also  to  banks  and 
other  lenders  of  money.  Tlie  length  of  notice  which  must  be  given  or  the 
method  to  be  used  in  closing  an  account  can  seriously  affect  the  safety  of  a 
loan.    Such  unlimited  powers  should  not  be  vested  in  any  administrative  body. 

Section  7  of  tiie  bill  deals  with  restrictions  on  members'  borrowing  and 
contains  six  subdivisions.  The  first  prohibits  any  member  of  an  exchange 
or  any  person  who  transacts  a  business  in  securities  through  such  a  member 
from  borrowing  from  any  person  other  than  a  member  bank  of  the  Federal 
Reserve  System.  The  second  subdivision  prohibits  such  member  or  person 
from  incurring  indebtedness  which,  in  the  aggregate,  will  exceed  10  times  the 
net  current  assets  owned  by  the  borrower  and  employed  in  his  business.  These 
two  provisions  affect  primarily  the  relation  between  brokers  and  banks.  I 
understand  that  the  committee  will  hear  from  persons  who  are  more  expert 
than  I  in  regard  to  the  effect  of  these  provisions  upon  our  banking  system. 
From  the  brokers'  point  of  view,  the  first  subdivision  seems  unnecessary  and 
it  will  undoubtedly  prohibit  many  small  loans  which  are  currently  made  be- 
tween brokers.  I  refer  particularly  to  "  odd-lot  loans "  which  involve  the 
borrowing  and  lending  of  sums  of  less  than  $100,000. 

As  far  as  the  limitation  upon  borrowings  by  a  broker  in  relation  to  the 
amount  of  his  capital  is  concerned,  if  the  term  "  net  current  assets  "  means 
the  capital  of  the  broker  employed  in  his  business,  the  provision  of  the  bill  is 
less  severe  than  the  requirements  of  the  Business  Conduct  Committee  of  the 
New  York  Stock  Exchange.  In  spite  of  this  fact,  I  think  the  provision  is  a 
bad  one  becau.se  of  its  mandatory  and  inflexible  nature.  In  the  experience 
of  our  Business  Conduct  Committee,  the  capital  ratio  of  members  has  some- 
times fallen  below  our  minimum  requirements.  In  such  cases,  the  Business 
Conduct  Committee  insists  that  additional  capital  be  secured  or  then  that  the 
liabilities  of  the  firm  be  reduced  by  transferring  customer's  accounts  to  other 
firms  which  have  the  necessary  capital.  This  provision,  which  makes  it  un- 
lawful for  a  person  to  borrow  more  than  ten  times  his  capital  and  allows 
a  person  who  exceeds  this  arbitrary  limit  no  opportunity  to  readjust  his 
affairs,  will  force  the  insolvency  of  firms  which  might  otherwise  be  saved  and 
put  again  upon  a  solid  foundation.  An  insolvency  is  a  serious  matter  for 
customers  even  if  they  are  ultimately  paid  in  full  because  it  deprives  them, 
at  least  temporarily,  of  the  use  of  their  securities  and  property. 

No  statutory  provision  can  guarantee  the  solvency  of  brokers.  Constant  care 
and  watchfulness  are  the  best  protection  against  insolvency.     The  experience 
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of  our  Business  Conduct  Committee  througliout  the  entire  depression  amply 
demonstrates  the  truth  of  this  statement.  The  questionnaire  system,  which  the 
exchanfre  established  in  1922,  and  wliich  has  from  time  to  time  heen  revised, 
and  extended  and  the  examination  of  member  tirms  which  the  Business  Con- 
duct Committee  currently  makes  in  order  to  verify  the  answers  to  these  ques- 
tionnaires, have  been  the  means  by  which  the  exchange  has  been  able  to  guard 
against  the  insolvency  of  members.  There  have  been  a  number  of  insolvencies 
but  the  record  of  the  members  of  the  exchange  in  this  regard  is  certainly  an 
outstanding  one  and  if  the  committee  is  interested  in  these  statistics  I  will  sub- 
mit for  the  record  a  tabulation  showing  in  comparative  form  the  number  of 
insolvencies  of  members  of  the  exchange  and  of  National  banks  and  State  banks. 

The  third  subdivision  of  section  7  prohibits  a  member  of  a  national  exchange 
or  a  person  engaged  in  the  securities  business  through  such  a  member  from 
using  his  capital,  if  he  be  acting  as  a  broker,  to  carry  or  finance  securities 
for  himself  or  for  any  partner  or  employee.  It  is  not  quite  clear  whether  this 
prohibition  is  intended  to  prevent  a  broker  from  investing  his  own  capital  in 
securities  or  from  contributing  capital  to  his  firm  in  the  form  of  securities. 
If  this  subdivision  should  be  given  any  such  broad  interpretation,  it  would 
operate  most  unfairly  and  would,  in  effect,  require  a  broker  to  use  in  his 
business  only  cash  capital. 

In  any  event,  violations  of  these  provisions  should  not  be  made  criminal 
offenses,  because  as  soon  as  such  a  penalty  is  attached  any  person  lending 
money  to  a  broker  might  find  himself  involved  in  a  criminal  act. 

Subdivisions  (d)  and  (e)  of  section  7,  which  deal  with  the  hypothecation  of 
customers'  securities,  are  the  same  as  tlie  existing  law  of  the  State  of  NeAV 
York  and  the  rules  of  the  New  York  Stock  Exchange.  Subdivision  (f),  which 
deals  with  the  lending  of  a  customer's  securities  without  consent,  makes 
effective  another  ruling  of  the  New  York  Stock  Exchange.  The  final  part  of 
this  paragraph,  however,  provides  that  the  account  of  the  customer  whose 
securities  are  loaned  must  be  credited  with  "  the  interest  received  on  account 
of  such  lending."  This  provision,  quite  frankly,  is  meaningless.  The  lender 
of  securities  does  not  receive  interest  but  pays  interest.  It  is  only  when 
stocks  are  lending  at  a  premium  that  the  lender  of  securities  receives  any 
direct  compensation  for  the  loan.  It  has  frequently  been  urged  that  brokers 
should  account  to  their  customers  for  any  premiums  so  received,  but  the 
practical  difficulties  of  doing  so  are  almost  insuperable.  If  the  committee  is 
interested  in  this  subject,  I  can  readily  give  them  an  example  of  how  impossible 
it  is  for  a  broker  who  receives  a  premium  on  a  loan  of  stock  to  apportion 
it  among  the  persons  who  might  tlieoretically  be  entitled  to  a  part  of  it. 

Section  8  of  the  bill  deals  with  certain  prohibitions  against  the  manipula- 
tion of  security  prices.  Subdivision  (a)  contains  nine  specific  subsections 
which  I  will  refer  to  as  brietty  as  possible. 

The  first  prohibits  fictitious  transactions  which,  of  course,  include  "  wash  " 
sales.  That  is  already  the  penal  law  of  the  State  of  New  York  and  is,  likewise, 
prohibited  by  the  rules  of  the  New  York  Stock  Exchange. 

Subsection  2  prohibits  the  purchase  and  sale  on  an  exchange  of  a  listed 
security  at  substantially  the  same  time  and  substantially  the  same  price,  unless 
the  transaction  is  made  only  as  a  matter  of  record  and  is  reported  in  a  specified 
manner.  It  is  not  quite  clear  whether  this  section  is  intended  to  prohibit  more 
than  "  matched  orders '",  which,  in  effect,  are  a  form  of  fictitious  transaction 
whereby  two  or  more  persons,  by  prearrangement,  enter  orders  at  about  the 
same  time  to  buy  and  sell  a  certain  security  with  the  intention  or  design  that 
these  orders  will  meet  and  be  executed  one  against  the  other.  This  practice 
we  consider  is  a  violation  of  our  rule  prohibiting  transactions  which  do  not 
involve  a  real  change  of  ownership.  If,  on  the  other  hand,  this  section  is  given 
a  broader  interpretation  and  will  operate  to  prevent  a  man  in  the  course  of  a 
single  day  buying  and  selling  the  same  security  at  about  the  same  price,  it  will 
prevent  perfectly  legitimate  and  honest  transactions.  Many  purchases  are 
mad."  with  the  i<lea  of  selling  again  as  soon  as  market  conditions  change,  and  it 
frequently  happens  that  in  the  course  of  a  single  day  a  man  who  has  bought 
in  (ho  morning  may  deem  it  advisable  to  sell  in  the  afternoon.  There  is  no  good 
reason  why  he  sliould  not  do  so. 


Sub.section  3   deals  with   transactions   made  for  the  purpose  of  raising  or 
depressing  the  price  of  securities,  or  for  (he  purpose  of  creating  a  false  or  mis- 

i 


leading  appearance  of  activity.  I  think  we  will  all  agree  that  such  practices 
should  be  forbidden  when  they  involve  an  intentional  effort  to  unfairly  influence 
the  price  of  .securities  for  the  purpose  of  making  a  profit.     The  rule  adopted  by 
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the  New  York  Stock  Exchange  on  February  13  not  only  forbids  members  from 
participating  in  transactions  of  this  kind  but,  likewise,  prevents  them  from 
either  managing  or  financing  such  activities  for  others. 

Subsection  4  deals  with  the  dissemination  of  rumors  as  a  means  of  stimulat- 
ing market  activity.  Such  acts  are  already  prohibited  by  the  rules  of  the 
exchange. 

Subsection  5  seems  to  prohiliit  false  or  misleading  statements,  but  the  defini- 
tion is  so  general  that  it  is  difficult  if  not  impossible  to  say  what  statements 
would  fall  within  the  scope  of  this  prohibition.  We  all  agree.  I  am  sure,  that 
the  dissemination  of  false  information  to  induce  the  purchase  or  sale  of  securities 
is  fraudulent.  The  difficulty  with  this  subsection,  however,  is  that  it  may  cover 
perfectly  honest  statements  as  well  as  fraudulent  ones.  In  effect,  it  may  mean 
that  no  person^ — and  I  ask  you  to  note  that  it  is  not  only  members  of  exchanges 
and  brokers  who  are  sul)ject  to  this  provision  but  every  citizen  of  the  United 
States — can  make  any  statement  in  regard  to  any  listed  security  unless  he  shall 
have  first  made  an  investigation  and  exercised  reasonable  care  to  determine  that 
what  he  says  is  entirely  accurate. 

Subsection  6  prohibits  any  payment  being  made  to  any  i)erson  for  the  purpose 
of  procuring  the  dissemination  of  information  to  the  effect  that  the  price  of  any 
security  is  likely  to  rise  or  fall  because  of  the  activity  in  the  market  of  any  one 
or  more  persons.  The  New  York  Stock  Exchange  has  a  rule  prohibiting  its 
members  making  any  payment  to  secure  inspired  publicity.  This  section,  which 
accomplishes  substantially  the  same  result,  would  simply  carry  into  the  criminal 
law  and  make  general  a  rule  which  the  Exchange  has  already  put  in  force  in 
regard  to  its  own  members.  I  hesitate  to  express  any  opinion  in  regard  to  the 
feasibility  of  enforcing  this  provision. 

Subsection  7  prohibits  any  person  engaging  in  a  series  of  transactions  intended 
to  peg  or  stabilize  the  price  of  any  listed  security,  unless  the  details  of  such 
operation  shall  have  first  been  reported  to  the  Federal  Trade  Commission  and, 
presumably,  approved  by  it.  Transactions  aimed  at  maintaining  a  certain  price 
or  at  stabilizing  the  price  of  a  security  have  heretofore  been  considered  legiti- 
mate when  connected  wth  the  distribution  of  securities  or  the  maintenance  of 
a  fair  market  for  securities.  This  subsection  wouhl  apparently  make  such 
operations  illegal  imless  they  were  fii'St  submitted  to  and  approved  by  the 
Federal  Trade  Commission. 

In  spite  of  the  critical  comments  that  have  been  made  about  stabilizing 
security  prices,  no  one  can  doubt  that  such  practices  have  been  considered 
legitimate  in  the  past.  They  were  generally  indulged  in  by  our  o\\ni  Govern- 
ment when  the  Tiiberty  I'onds  were  being  sold  during  the  war  and,  more 
recently,  it  has  been  the  custom  of  ou^-  Federal  Resei've  lianks  to  intervene 
in  the  Government  bond  market  to  maintain  and  stabilize  prices  in  anticipation 
of  new  Treasury  issues.  The  ethical  character  of  such  operations  cannot, 
therefore,  be  questioned. 

It  is,  at  least,  doubtful  wiiether  any  restriction  should  be  placed  upon  pur- 
chases and  sales  made  to  support  a  market  in  connection  with  the  distribution 
of  securities.  The  maintenance  of  a  price  having  some  reasonable  relation  to 
the  offering  price  through  the  medium  of  actual  purchases  and  sales  in  the 
market,  really  operates  to  the  benefit  of  investors  in  that  it  allows  them  to 
freely  buy  and  sell  while  the  process  of  distribution  is  still  in  progress.  Many 
people  believe  that  when  such  operations  terminate,  the  market  necessarily 
recedes  and  that  the  existence  of  such  stal)iliziug  orders  must  operate  to  mis- 
lead the  public.  These  people  overlook  the  fact  that  a  distributor  of  securities, 
who  undertakes  to  stabilize  the  market  price  of  the  security  he  is  selling,  is 
backing  his  judgment  that  the  price  at  which  he  is  offering  the  security  to  the 
public  is  a  fair  one.  If  he  is  mistaken  and  the  security  has  been  olfered  at 
too  high  a  price,  the  net  result  of  the  stabilizing  operation  will  be  an  accumula- 
tion of  securities  by  the  issuer  and  this  m;iy,  in  some  instances,  result  in  his 
jepurchasing  the  entire  issue  which  he  has  offered  to  the  public.  If,  on  the 
other  hand,  his  judgment  is  justified  and  the  public  is  willing  to  pay  the  price 
at  which  the  security  is  offered,  the  only  result  of  the  stabilizing  operation  will 
be  the  maintenance  of  a  fair  market  while  distribution  is  being  effected.  Cer- 
tainly, this  question  is  one  which  deserves  greater  study  before  it  is  condemned 
by  being  included  among  the  criminal  provisions  of  the  bill. 

There  is  one  other  normal  and  useful  practice  which  would  seem  to  be  within 
the  scope  of  this  subsection.  I  refer  to  arbitrage  transactions  which  frequently 
play  an  important  part  in  the  market.  Arbitrage  is  possible  between  different 
markets  and,  likewise,  between  different  securities.     For  example,   a  security 
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like  the  stock  of  the  American  Telephone  &  Telegraph  Co.  is  dealt  in  in  Boston 
as  well  as  in  New  York.  If  there  should  be  more  bujers  than  sellers  for  this 
stock  in  the  Boston  market  there  would  be  a  tendency  for  the  price  of  this 
stock  to  rise  on  that  exchange.  At  the  same  moment,  however,  there  might  be 
more  sellers  of  this  stock  than  buyers  on  the  New  York  Stock  Exchange,  so 
that,  in  effect,  the  price  of  the  same  stock  might  be  rising  in  Boston  at  the  very 
monient  that  it  was  declining  in  New  York. 

The  function  of  the  arbitrageur  is  to  bring  the  two  markets  into  relation 
with  each  other  and,  in  the  example  which  I  have  cited,  he  would  buy  in 
New  York  and  sell  in  Boston,  with  the  result  that  the  price  in  New  York 
would  not  decline  and  the  price  in  Boston  would  not  rise.  This,  as  I  see  it,  is 
a  beneficial  service  which  creates  a  better  market  for  the  public  on  both  ex- 
changes. The  example  which  I  have  cited  between  two  exchanges  in  this 
country  is  commonly  called  "  domestic  arbitrage."  Similar  transactions  fre- 
quently take  place  between  our  markets  in  this  country  and  the  great  European 
financial  centers  and  these  international  transactions  are  usually  called  "  foreign 
arbitrage."  Of  the  two  different  types,  the  latter  is  infinitely  more  important, 
because  it  brings  together  the  supply  and  demand  of  international  centers  and, 
at  the  same  time,  plays  a  stabilizing  role  in  foreign-exchange  rates.  I  appre- 
ciate that  this  subject  is  a  highly  technical  one  and  will  not  elaborate  upon  it 
unless  the  committee  desires  me  to  do  so.  Foreign  arbitrage  is,  however,  gener- 
should  bear  a  very  direct  realtion  to  the  price  of  the  stock  in  connection  with 
ally  recognized  as  a  legitimate  and  useful  activity,  and  even  during  the 
last  year,  when  restrictions  were  placed  upon  foreign-exchange  transactions, 
every  means  was  used  to  facilitate  the  business  of  foreign  arbitrageurs. 

Arbitrage  takes  place  not  only  between  markets  but  also  between  securities. 
For  instance,  a  corporation  like  the  American  Telephone  &  Telegraph  Co.  may 
offer  its  stockholders  rights  to  subscribe  to  additional  stock.  These  rights  may 
be  valuable  and  some  stockholders  may  wish  to  exercise  their  rights  while 
others  may  decide  to  sell  them.  It  is  obvious  that  the  value  of  the  rights 
which  they  were  issued,  but  at  any  given  moment  ther  may  be  more  people 
who  wish  to  sell  rights  than  there  are  buyers  of  rights  and  therefore  the  price 
of  the  rights  might  decline  even  if  the  price  of  the  stock  should  remain  stable. 
The  arbitrageur  by  buying  the  rights  and  selling  the  stock  keeps  an  equilibriuin 
between  these  two  securities,  just  as  the  domestic  arbitrageur  maintains  an 
equilibrium  between  markets  within  this  countiy.  This  is  an  important  func- 
tion and  there  are  many  instances  where  arbitrage  is  necessary  to  prevent  un- 
fair markets.  I  have  used  as  an  example  a  case  involving  i-ights  to  subscribe, 
but  arbitrage  applies  also  when  stock  dividends  are  declared  or  stocks  are 
split-up.  in  cases  of  merger  and  consolidation  and  also  when  part-paid  certifl- 
cates  are  issued  at  a  time  when  full-paid  certificates  are  already  being  traded  in. 

There  is  no  evidence  that  the  different  types  of  transactions  falling  under  the 
ban  of  this  subsection  7  have  operated  to  the  disadvantage  of  the  public.  On 
the  contrary,  we  know  that  they  have  been  of  real  benefit  to  investors.  Cer- 
tainly, it  would  be  most  unwise  to  outlaw  such  useful  practices. 

Subsection  8  prohibits  any  person  acquiring  substantial  control  of  the  floating 
supply  of  any  listed  security  for  the  puii^ose  of  increasing  the  price  by  means 
of  such  control.  There  is  no  definition  of  what  constitutes  the  "  floating  sup- 
ply "  of  a  security.  If  the  real  intention  of  this  subsection  is  to  prohibit 
corners,  I  would  like  to  point  out  that  the  best  means  of  preventing  a  comer 
is  not  to  make  it  a  criminal  act  to  provide  that  contracts  in  the  security 
which  lias  been  cornered  may  be  settled  by  the  payment  of  a  fair  cash  value 
rather  than  by  actual  delivery  of  the  security.  Such  a  provision  makes  corners 
unprofitable  and  prevents  them  more  effectively  than  any  criminal  penalty. 
The  stock  exchange  adopted  such  a  rule  in  the  general  revision  of  its  constitu- 
tion in  1925. 

Subsection  9  prohibits  all  forms  of  option  contracts.  The  purpose  of  including 
such  a  sweeping  prohibition  was  undoubtedly  the  prevalent  belief  that  options 
have  customarily  been  used  as  a  means  of  unfairly  influencing  market  prices 
in  connection  with  manipulative  pools.  This  does  not  justify,  however,  an 
arbitrary  prohibition  of  all  forms  of  option  contracts.  Options  which  are 
used  for  manipulation  might  well  be  prohibited,  without  preventing  the  use 
of  ojitions  for  legitimate  and  proper  purixLses. 

The  haliince  of  section  8.  subdivisions  (b),  (c),  (d),  and  (e),  contain  pro- 
visions imposing  severe  civil  p<'nalties  upon  persons  who  violate  the  specific 
prohilnlions  which  I  have  just  discussetl.  I  am  advised  that  these  civil 
penalties  introduced   a   new  and   vicious  principle  into  our  law.     While  the 
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enforcement  of  the  criminal  law  has  sometimes  been  made  more  effective  by 
granting  to  persons  who  have  been  injured  by  the  criminal  act  a  right  to 
recover  penal  damages,  there  is  not,  I  am  told,  any  known  case  in  which  civil 
penalties  of  a  punitive  nature  have  been  granted  to  persons  who  have  not 
suffered  direct  injury  from  the  criminal  act. 

In  substance,  these  provisions  allow  any  purchaser  or  seller  of  a  security, 
the  price  of  which  may  have  been  affected  by  any  one  of  the  prohibited 
transactions,  to  bring  suit  to  recover  the  difference  between  the  price  at 
which  he  bought  his  security  and  the  lowest  price  at  which  the  security  sells 
during  90  days  before  and  90  days  after  the  date  of  purchase,  or,  in  the 
case  of  a  sale,  the  difference  between  the  sales  price  and  the  highest  price 
at  which  the  security  sells  during  90  days  preceding  and  90  days  following 
the  sale.  These  amounts  can  apparently  be  recovered  irrespective  of  whether 
the  person  has  suffered  actual  damage  or  not,  and  it  is  obvious  that  these 
sections  will  result  in  allowing  any  purchaser  or  seller  of  a  security,  the 
price  of  which  may  have  been  affected  by  a  prohibited  transaction,  to  recover 
vastly  greater  damages  than  he  could  have  suffered.  In  fact,  it  is  oven  con- 
ceivable that  a  person  might  buy  a  security  and  sell  it  again  at  an  insignificant 
loss  and  then  claim,  as  a  buyer,  the  difference  between  the  lowest  price  at 
which  the  security  sold  within  a  6  months'  period  and  the  price  that  he  paid 
for  it,  and,  as  a  seller,  the  difference  between  the  highest  price  reached  within 
the  6  months'  period  and  the  price  at  which  he  sold  it.  An  illustration  wiU 
make  this  example  even  clearer.  Suppose  I  should  buy  100  shares  of  Allied 
Chemical  &  Dye  at  121  and  should  sell  it  again  at  120,  thereby  losing  $100; 
and  that  within  90  days  before  and  90  days  after  my  transaction  this  stock 
had  sold  at  a  low  of  105  and  a  high  of  155.  If  I  should  discover  that  some- 
body had  engaged  in  one  of  the  numerous  transactions  prohibited  by  section 
8,  I  could  sue  him  for  $1,600,  as  the  difference  between  the  price  at  which 
I  bought  the  stock  and  the  lowest  price  at  which  it  had  sold.  I  could,  like- 
wise, sue  him  for  $3,500  as  the  difference  between  the  price  at  which  I  sold 
the  stock  and  the  highest  price  at  which  it  had  sold.  In  the  aggregate  I 
could  recover  $5,100  as  my  damages,  although,  in  fact,  my  actual  loss  was 
only  $100. 

It  is  obvious  that  provisions  of  this  character  will  be  productive  of  endless 
litigation  and  innumerable  blackmail  or  "  strike  "  suits. 

Section  9  of  the  bill  contains  three  subdivisions.  Subsection  (a)  forbids 
short  selling  except  in  accordance  with  the  rules  and  regulations  to  be  laid 
down  by  the  Federal  Trade  Commission.  Subdivision  (b)  prohibits  stop-loss 
orders  except  in  accordance  with  like  rules  or  regulations,  and  subdivision 
<c)  allows  the  Federal  Trade  Commission  to  prohibit  the  employment  or  the 
use  of  any  contrivance  or  device  which  il  shall  determine  to  be  detrimental 
to  the  public  interest. 

I  have  in  the  last  3  years  spoken  so  often  in  regard  to  the  necessity  and 
usefulness  of  short  soiling  that  I  hesitate  to  burden  you  with  further  state- 
ments on  this  subject.  We  have  consistently  maintained  th.it  short  selling  is 
an  essential  part  of  a  free  and  open  market  in  securities.  We  have  collected 
exhaustive  statistics  in  regard  to  the  short  position  in  all  stocks  listed  on  the 
exchange.  These  statistics  have  been  widely  published  and  prove  conclusively 
the  value  and  necessity  of  short  selling.  In  every  great  crisis  covering  by 
short  selling  has  assisted  the  market  to  recover.  The  most  recent  illustrations 
of  this  tendency  of  short  sellers  to  buy  when  liquidation  is  heaviest  occurred 
in  February  and  March  1933,  just  prior  to  the  banking  holiday,  and  again  in 
July  when  the  market  suffered  a  very  severe  and  rapid  decline.  In  the  2 
weeks  preceding  the  4th  of  March  1933,  the  short  interest  covered  412,000 
shares  of  stock,  and  it  was  a  notable  fact  that  the  stock  market  remained 
active  and  strong  right  down  to  the  4th  of  March,  when  the  closing  of  all  the 
banks  in  the  country  necessitated  the  closing  of  the  exchange.  Last  summer 
a  violent  break  in  prices  occurred  in  the  latter  part  of  July,  and  in  that 
month  the  short  interest  declined  by  445,000  shares.  This  furnished  sub- 
stantial buying  power  to  the  market  in  a  very  critical  period.  In  the  face 
of  this  record,  short  selling  should  certainly  not  be  prohibited. 

The  prohibition  of  stop-loss  orders  would,  in  my  opinion,  facilitate  the  work 
of  brokers  and  particularly  the  work  of  specialists  on  tlie  floor  of  the  exchange. 
However,  I  think  it  would  deprive  persons  who  are  not  in  close  touch  with  the 
market,  of  ;i  perfectly  proper  means  of  having  their  selling  orders  executed 
when  certain  prices  are  reached.  There  is  no  evidence  that  the  existence  of 
stop-loss  orders  tends  to  accelerate  a  decline  or  a  rise  in  prices.    In  any  event, 
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the  economic  value  of  stop-loss  orders  should  be  carefully  weighed,  and  nvj 
change  should  be  made  until  the  matter  has  been  given  further  consideration. 

The  final  subsection,  giving  the  Federal  Trade  Commission  unlimited  power 
to  make  unhiwful  any  device  or  contrivance  which  it  may  determinel  is  detri- 
mental to  the  public  interest,  is  a  surprising  delegation  of  power,  particularly 
as  any  violation  of  the  rules  or  regulations  of  the  Commission  would  be  a 
criminal  act  which  might  result  in  heavy  fines  and  imprisonment. 

Section  10  of  the  bill  inirixtrts  to  deal  with  the  segregation  and  limitation, 
of  the  functions  of  broker,  specialist,  and  dealer.  In  fact  it  prohibits  any 
member  of  an  exchange  and  any  person  who,  as  a  broker,  transacts  a  business 
in  securities  through  a  member  of  an  exchange  from  acting  at  all  as  a  dealer 
in  or  underwriter  of  securities.  The  sweeping  character  of  this  prohibition 
can  only  be  realized  when  reference  is  made  to  the  definitions  to  which  I  re- 
ferred when  discussing  section  3  of  the  bill.  The  unusually  broad  definition 
given  to  the  words  "  broker  "  and  "  dealer  "  result,  in  this  instance,  in  prohib- 
iting a  member  of  an  exchange  from  buying  or  selling  securities  for  his  own 
account. 

Even  if  some  segregation  of  the  functions  of  members  of  exchanges  may 
be  desirable — and  I  would  like  to  say  parenthetically  that  the  New  York 
Stock  Exchange  has  been  studying  that  problem  for  nearly  2  years — there 
is  certainly  no  justification  for  such  an  arbitrary  prohibition  as  the  one  con- 
tained in  this  section. 

The  consequences  of  the  enactment  of  this  section  would  be  very  grave. 
It  would  absolutely  prohibit  the  odd-lot  business,  which  today  provides  a 
market  for  all  pui'chasers  and  sellers  of  listed  stocks  in  amounts  of  less  than 
100  shares.  There  are  literally  millions  of  investors  who  hold  odd  lots  of 
securities,  and  it  would  be  grossly  unfair  to  deprive  them  of  the  benefits  of  a 
market  on  the  exchange  purely  for  the  purpose  of  separating  completely  the 
functions  of  broker  and  dealer.  Mr.  Hetherington  will  speak  to  you  more  in 
detail  in  regard  to  this  subject,  but  I  would  like  to  give  you  certain  statistics 
which  prove  what  an  important  part  of  the  market  consists  of  the  purchases 
and  sales  b.y  small  investors.  In  the  year  1929,  when  the  total  reported  sales 
on  the  York  Stock  Exchange  amounted  to  1,124,000,000,  our  odd-lot  houses 
bought  in  odd  lots  more  than  142,000,000  shares  and  sold  in  odd  lots  move  than 
158,000,000  shares.  Together,  these  small  purchases  and  sales  exceeded  in 
that  year  300,000,000  shares.  The  year  1929  was  unusual  because  it  included 
a  period  of  rising  prices  followed  by  a  panic.  This  fact,  however,  did  not 
unduly  affect  the  volume  of  odd-lot  transactions  and  odd-lot  purchases  and 
sales  have  been  as  important,  if  not  more  important,  throughout  the  entire 
depression.  From  April  1  to  August  1,  1933,  odd-lot  sales  aggregated  nearly 
57,000,000  shares  and,  in  the  same  period,  odd-lot  purchases  were  nearly 
56,000.000  shares,  or  a  total  in  odd-lot  transactions  of  nearly  113,000,000  shares 
in  a  4  months'  period.  During  these  same  months  the  total  sales  reported 
on  the  New  York  Stock  Exchange  were  403,000,000  shares. 

This  section  also  makes  it  unlawful  for  a  specialist  to  trade  for  his  own 
account  and  jirohibits  him  from  accepting  ordeis  except  at  a  fixed  price.  Mr. 
Sprague  will  explain  this  particular  business.  This  prohibition  will  completely 
destroy  the  specialist  system  as  we  know  it  today  and  would  have  serious 
consequences  for  the  whole  market.  This  system  <.riginated  many  years  ago 
when  a  member  who  had  met  with  an  accident  was  unable  to  move  around  the 
floor.  He.  therefore,  sat  in  a  chair  at  one  post  and  offered  to  accept  orders 
from  other  brokers  and  execute  them  as  the  market  i)ermitted.  It  was  soon 
found  that  he  could  render  better  service  in  executing  orders  at  limited  prices, 
and  that  he  could  also  execute  market  orders  more  rai»idly  than  the  average 
broker  because  he  was  constantly  present  at  the  iiost.  (nher  persons  imitated 
his  exami)le  and  there  were  soon  many  specialists.  At  the  present  tinii^  there 
are  about  325  members  of  the  exchange  who  act  regularly  as  speci,! lists  and 
there  are  two  or  more  competing  specialists  in  every  iiii]»ortant  active  stock. 
The  existence  of  the  spe<-ialist  system  facilitates  trading  and  is,  in  my  opinion, 
an  essential  part  of  ;iny  important  market  for  securities. 

The  greatest  criticism  which  has  been  leveled  against  specialists,  and  appar- 
ently the  evil  at  which  this  section  of  the  bill  is  aimed,  is  that  they  are  allowed 
to  buy  and  s(>ll  for  their  own  account  the  stocks  in  which  they  accept  orders 
from  others.  Most  people  believe  this  allows  a  specialist  to  trade  against  the 
orders  which  have  been  intrusted  to  him  and  that,  therefoic,  he  is  buving  and 
selling  to  the  disadvantage  of  his  customers.  This,  of  course,  is  not  true. 
For  m.niy  years  tlie  rules  of  the  exchange  have  prohibited  a  specialist  from 
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ding  against  his  customers'  orders.  He  is  allowed  to  take  stock  or  to  supply 
ick  on  orders  which  have  been  intrusted  to  him  only  when  the  price  iis 
itified  by  market  conditions  and  when  the  broker  who  gave  him  the  order 
3  been  sent  for  and  approves  the  transaction.  Furthermore,  before  executing 
Y  such  transaction,  the  specialist  is  required  to  bid  and  offer  in  the  open 
rket  at  the  lowest  possible  differential  away  from  his  order  before  he  can 
h!  r  take  or  supply  stock  on  orders  intrusted  to  him.  This  open  bidding  and 
sring  insure  the  fact  that  no  better  price  could  be  obtained  for  the  customer, 
has  frequently  been  suggested  that  we  should  prevent  specialists  from  deal- 
:  for  their  own  account.     We  have  been  unwilling  to  adopt  such  a  rule  because 

are  convinced  that  the  transactions  of  specialists  make  for  a  closer  and 
:ter  market  which,  in  the  last  analysis,  is  greatly  in  the  public  interest.  It 
quently  happens,  for  example,  that  the  best  bid  and  offer,  even  in  well-known 
cks,  are  a  point  or  more  apart.  At  such  times  a  stock  may  be  quoted  at  30 
!  and  32  offered. 

n  this  situation,  if  the  specialist  were  not  allowed  to  trade  a  buying  order 
lid  not  be  executed  except  at  32,  and  no  selling  order  would  realize  more 
m  30.  The  custom  of  the  specialist  is  to  buy  and  sell  in  between  the  bid  and 
ered  prices  and,  in  the  example  which  I  have  suggested,  he  would  probably 
ke  a  market  at  30^^-31l^.  i^  other  words,  he  would  be  willing  to  buy  stock 
If  a  point  above  the  best  offer  made  by  others  and  to  sell  stock  half  a  point 
ow  the  price  at  which  others  were  oft'ering  to  sell.  This  would  give  to  the 
blic  an  advantage  of  an  approximate  average  price  between  the  bid  and  the 
er.  I  do  not  see  see  that  this  operates  unfairly  to  the  persons  who  have  in- 
isted  orders  to  the  specialist,  because  they  themselves  have  limited  the  price 
which  they  are  willing  to  buy  or  sell.  I  know  critics  have  said  that  if  the 
?cialist  did  not  trade  the  person  who  had  entrusted  his  order  to  him  would 
ilize  his  price  and  they  imply  that,  from  this  point  of  view,  the  trading  of 
;  specialist  is  a  disadvantage  to  his  customer.  This  may  be  theoretically 
le,  but  this  argument  entirely  overlooks  the  fact  that  the  advantage  which 
s  customer  gets  is  at  the  expense  of  some  other  member  of  the  public.  As  I 
inted  out  in  the  example  alK)ve,  if  a  specialist  were  not  allowed  to  trade  when 
J  market  was  quoted  at  30  bid — 32  offered,  any  person  buying  would  have  to 
y  32,  while  any  sel'er  would  realize  only  30.  The  specialist  l\v  trading  gives 
i  public  a  fairer  price  than  would  otherwi.se  be  realized,  and  this  is  of  value 
all  persons  who  are  buying  or  sealing  securities. 

[t  is,  likewise,  commonly  believed  that  specialists  by  reason  of  the  informa- 
•n  which  they  secure  from  the  orders  intrusted  to  them  have  a  gnat  ad- 
ntage  in  trading  for  their  own  account.  If  anything,  the  contrary  is  true, 
:'ause  the  specialist  is  bound  to  execute  his  customers'  orders  before  he 
ly  trade  for  his  own  account.  As  a  practical  matter,  he  cannot  refuse  to 
3ept  orders  and,  therefore,  when  he  trades  he  runs  the  risk  that  he  may 
?eive  additional  orders  which  will  prevent  his  changing  his  position  until 
:er  the  market  may  have  moved  against  him.     The  best  proof  that  si>ecialists 

not  have  a  tremendous  advantage  over  the  public  and  other  members,  is  the 
?t  that  the  officers  of  the  exchange  have,  on  many  occasions,  had  to  persuade 
jnibers  to  act  as  specialists  even  in  important  stocks.  While  it  is  possible 
at  specialists  might  take  advantage  of  the  information  intrusted  to  them, 
3  chance  of  their  successfully  doing  so  is  remote.  Their  work  is  necessarily 
rformed  on  the  floor  of  the  exchange  under  the  constant  scrutiny  of  the  other 
?mbers  who  have  intrusted  orders  to  them.  These  membei's  are  naturally 
:erested  in  seeing  that  their  orders  are  executed  at  the  best  possible  price,  and 
ey  are  quick  to  report  to  the  governors  of  the  exchange  any  transaction 
lich  is  in  the  least  degree  suspicious.  When  specialists  trade  between  the 
1  and  offered  prices,  they  have  a  chance  of  making  a  profit  out  of  small 
Eferences,  but  in  order  to  do  so  they  assume  very  definite  risks. 
There  is  another  aspect  to  the  work  of  specialists  which  is  overlooked  by 
itics  of  the  exchange  and  tliat  is  the  obligation  on  the  part  of  a  specialist 

take  full  responsibility  for  any  errors  or  negligence  on  his  part.  If  a 
ecialist  fails  to  execute  an  order  that  has  been  entrusted  to  him  when  he 
d  a  reasonable  ojniortunity  of  doing  so,  then  he  must,  at  the  election  of  his 
stomer,  either  take  the  transaction  for  his  own  account  or  cancel  it.  In 
her  words,  when  a  specialist  makes  an  eri'or  the  customer  has  the  election 

insist  that  the  transaction  be  carried  through  if  it  is  to  his  ad- 
ntage,  or  he  may,  if  the  market  has  turned  against  him,  require  to  the 
ecialist  to  cancel  it. 
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I  would  like  also  to  call  your  attention  to  the  devastating  effect  which  the 
prohibition  against  a  specialist  accepting  market  orders  will  have.  The  func- 
tion of  a  specialist  is  to  stand  at  a  partcular  post  on  the  floor  of  the  exchange 
and  receive  from  other  members  such  orders  to  buy  or  sell  as  they  may  elect 
to  send  him.  j\Iany  of  the  orders  so  entrusted  to  a  specialist  are  market  orders 
for  immediate  execution.  They  are  given  to  the  specialist  because  the  floor 
members  of  firms  cannot  cover  the  entire  floor.  Some  firms  do  not  even 
attempt  to  execute  any  orders  on  the  floor  but  give  out  their  entire  business 
to  specialists  and  floor  brokers.  If  no  market  order  could  be  executed  by  a 
.specialist,  the  delay  which  would  occur  between  the  receipt  of  an  order  and 
the  time  when  a  broker  could  be  found  who  would  be  able  to  execute  it  might 
be  great  and  would  operate  to  the  disadvantage  of  the  customer.  It  is  not 
unusual  for  a  large  house  to  receive  market  orders  in  300  or  400  different 
issues,  all  of  which  are  to  be  executed  at  the  opening  of  the  market.  If 
each  such  large  house  had  such  a  volume  of  orders,  the  number  of  brokers  re- 
quired to  execute  all  of  them  promptly  would  run  into  the  thousands.  The 
membership  of  the  exchange  could  not  be  increased  so  as  to  meet  this  situa- 
tion because,  although  the  floor  of  the  exchange  is  one  of  the  largest  in  dowTi- 
towji  New  York,  it  is  already  overcrowded  by  the  approximately  800  members 
who  are  present  almost  every  day.  As  a  practical  matter,  this  prohibition 
would  be  so  unworkable  that  the  market  would  be  completely  disorganized. 
Specialists  make,  in  a  certain  sense,  a  market  within  the  market  and  the  con- 
centration of  the  buying  and  selling  orders  which  are  entrusted  to  them 
makes  it  possible  for  all  orders  to  be  executed  quickly  and  at  the  price  then 
prevailing  in  the  market.  In  ordinary  times,  an  order  is  executed  within  a 
minute  or  two  of  the  time  when  it  is  received  on  the  floor.  Any  such  rapidity 
of  execution  would  be  impossible  if  specialists  were  forbidden  to  accept  market 
orders  and  this  would  naturally  operate  to  the  disadvantage  of  investors  and 
the  public  in  general. 

This  section,  likewise,  includes  a  prohibition  against  specialists  disclosing 
the  orders  that  have  been  entrusted  to  them,  unless  such  information  is  avail- 
able to  all  members  of  the  exchange.  On  February  13,  the  governing  com- 
mittee of  the  New  York  Stock  Exchange  adopted  a  rule  prohibiting  specialists 
disclosing  the  information  contained  in  their  books  to  anybody  except  a  member 
of  one  of  the  standing  committees  of  the  exchange,  acting  in  an  ofiicial  capacity. 

Sections  11,  12,  and  13  of  the  bill  deal  primarily  with  questions  which  affect 
listed  corporations.  Section  11  requires,  among  other  things,  every  corporation 
listing  securities  on  the  exchange  to  file  a  registration  statement  with  the 
Federal  Trade  Commission.  Section  12  specifies  the  current  information  which 
a  listed  corporation  must  furnish  to  the  Commission,  and  section  13  deals  with 
proxies  in  connection  with  the  securities  of  any  corporation  listed  on  an  ex- 
change. I  am  advised  that  the  oflicers  of  a  number  of  corporations  have  asked 
for  an  opportunity  to  appear  before  this  committee  and  they  will  undoubtedly 
point  out  to  you  the  burdens  which  these  requirements  would  place  upon  listed 
corporations.  I  might  point  out,  however,  the  fantastic  result  which  section  13 
would  have  in  the  case  of  a  large  corporation.  This  section  requires  every 
person  soliciting  a  proxy  to  file  a  statement  with  the  Federal  Trade  Commis- 
sion which  shall  include  a  list  of  the  names  and  addresses  of  the  persons  from 
whom  proxies  are  being  solicited  and  then  requires  that  a  copy  of  this  state- 
ment shall  be  included  as  a  part  of  every  solicitation  of  a  proxy.  In  effect, 
therefore,  a  corporation  sending  proxies  to  its  stockholders  would  have  to 
accompany  the  proxy  with  a  complete  stockholders'  list.  Insofar  as  these 
provisions  seem  to  affect  the  listing  requirements  of  exchanges,  Mr.  Altschul, 
chairman  of  the  committee  on  stock  list,  is  here  and  will  deal  fully  with  these 
questions. 

Section  14  of  the  bill  purports  to  make  it  illegal  for  any  person  to  use  the 
mails  or  any  means  of  interstate  communication  or  transportation  for  the  pur- 
pose of  making  a  nmrket  in  any  security,  whether  listed  on  a  national  exchange 
or  not,  without  complying  v.-ith  such  rules  and  regulations  as  the  Federal  Trade 
Commission  may  prescribe.  This  is  an  attempt  to  regulate  the  "  over-the- 
counter  "  markets  which  exist  in  every  financial  center  of  the  country,  I  am 
advised  by  counsel  that  the  constitutionality  of  this  section  is  extremely  doubt- 
ful. Even  if  it  should  bo  constitutional,  "  over-the-counter  "  markets  can  exist 
without  the  use  of  the  mails  or  of  any  means  of  interstate  transportation  or 
communication.  The  bill,  therefore,  would  not  effectively  regulate  the  entire 
security  business  of  the  United  States,  and  I  am  fearful  that  the  penalties 
which  Iht"  bill   imposes  upon  brokers  and  listed  corporations  would  result  in 
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stimulating  to  an  enormous  degree  the  businessi  of  the  completely  unregulated 
"  over-the-counter  "  markets.  In  this  connection  I  should,  perhaps,  remind  you 
that  some  of  the  manipulative  pool  operations,  disclosed  by  the  investigation 
carried  on  by  the  Senate  Banking  and  Currency  Committee,  which  received  the 
greatest  degree  of  public  criticism,  involved  securities  which  were  not  listed  on 
the  exchange,  but  which  were  dealt  in  "  over-the-counter."  In  at  least  two 
striking  instances  these  securities  had  been  listed  on  the  stock  exchange  before 
the  manipulative  transactions  took  place  but  were  I'emoved  from  listing  by 
formal  action  of  the  directors  and  stockholders  of  these  companies. 

Section  15  of  the  bill  deals  with  transactions  by  directors,  officers,  and  prin- 
cipal stockholders  of  corporations  whose  securities  are  listed  on  a  national 
exchange.  The  provisions  of  this  section  affect  primarily  listed  corporations  and 
will  undoubtedly  be  discussed  by  the  company  officials  who  have  asked  for  an 
opportunity  to  appear  before  you.  To  the  extent  that  these  provisions  seek  to 
prevent  dishonest  acts,  they  are  undoubtedly  sound,  but  regTilations  of  this 
character  have  no  proper  place  in  a  bill  regulating  stock  exchanges  and  stock- 
exchange  practices.  They  belong  in  the  laws  governing  the  incorporation  and 
management  of  companies.  The  New  York  Stock  Exchange  has  long  realized 
that  many  of  the  bad  practices  connected  with  the  management  of  corporations 
have  been  due  to  loose  provisions  of  State  laws  governing  the  incorporation 
of  companies.  It  is  generally  recognized  that  these  laws  have  in  some  in- 
stances been  drafted  for  the  express  purpose  of  making  incorporation  easy  and 
attractive  to  large  enterprises.  In  spite  of  the  fact  that  the  dangers  inherent 
in  such  policies  have  been  publicly  discussed  for  years,  no  perceptible  improve- 
ment has  resulted.  The  New  York  Stock  Exchange  has  long  been  aware  of 
these  evils  and,  despairing  of  effective  amendments  to  the  laws  of  all  States, 
we  have  urged  that  this  situation  be  cured  by  the  passage  of  a  Federal  law 
governing  the  incorporation  of  companies.  I  am  firmly  convinced  that  this 
step  is  not  only  desirable  but  is  really  necessary  to  prevent  abuses  of  the  kind 
referred  to.  The  United  States  is  today  the  only  great  commercial  country 
which  has  no  national  corporation  law.  While  I  appreciate  that  the  provisions 
of  the  bill  dealing  with  officers,  directors,  and  principal  stockholders  of  cor- 
porations may  be  a  first  step  toward  -such  a  law,  I  am  convinced  that  they  go 
too  far  in  some  directions  and  do  not  effect  real  reforms  in  many  others. 
Furthermore,  the  bill  attempts  to  do  indirectly  what  should  be  done  directly, 
if  at  all.  There  is  no  logical  reason  for  imposing  criminal  penalties  on  certain 
practices  when  indulged  in  by  officers,  directors,  and  stockholders  of  corpora- 
tions listed  on  a  stock  exchange  and  allowing  similar  practices  of  officials  of 
unlisted  corporations  to  go  unpunished.  What  is  wrong  in  one  instance  should 
be  made  wrong  in  another,  and  unless  this  is  done  corporations  may  hesitate 
to  list  their  securities  on  an  exchange^and  thereby  subject  their  officers,  direc- 
tors, and  stockholders  to  penalties  both  civil  and  criminal  which  they  would 
avoid  entirely  by  removing  their  securities  from  listing. 

Section  16  of  the  bill  requires  every  member  of  an  exchange  and  every  person 
transacting  business  through  such  a  member  to  keep  such  accounts,  books,  and 
records  as  the  Federal  Trade  Commission  may  require.  It  also  gives  the 
Federal  Trade  Commission  unlimited  power  to  examine  these  records.  While 
we  are  in  hearty  sympathy  with  the  requirement  that  brokers  should  keep 
adequate  books  and  records  and  have,  in  fact,  adopted  a  rule  to  that  effect, 
the  provisions  of  this  section  are  objectionable  because  of  the  unlimited  powers 
vested  in  the  Federal  Trade  Commission.  Not  only  may  the  Federal  Trade 
Commission  prescribe  the  nature  of  every  record  which  a  broker  shall  keep 
but  it  may  make  such  examinations  as  in  its  unrestricted  discretion  it  may 
determine.  All  expenses  of  these  examinations,  including  even  the  compensa- 
tion of  the  persons  employed  by  the  Commission  itself,  must  be  paid  by  the 
exchange  or  the  member  whose  records  are  examined.  There  is  no  require- 
ment limiting  the  extent  of  these  examinations  or  their  expense  to  what  is 
reasonable  or  necessary  and,  in  effect,  therefore,  the  Federal  Trade  Commission 
can  arbitrarily  dictate  the  extent  and  scope  of  these  examinations  and  compel 
the  person  examined  to  pay  whatever  expense  may  be  incurred.  An  inquisi- 
torial power  of  this  kind  is,  of  course,  capable  of  abuse,  and  if  abused  would 
be  equivalent  to  a  power  to  destroy. 

Included  in  this  section,  which  purports  to  deal  with  reports  and  examina- 
tions, there  is  a  provision  giving  any  representative  designated  by  the  Federal 
Trade  Commission  the  right  to  attend  any  meeting  or  proceeding  of  an 
exchange  or  any  committee  thereof.  As  I  will  point  out  in  a  minute,  section  18 
gives  the  Federal  Trade  Commission  power  to  make  rules  and  regulations  in 
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regard  to  every  aspect  of  exchange  management,  and  also  to  make  such  inves- 
tigations as  tiie  Federal  Trade  Commission  may  deem  necessary  or  proper. 
Apparently  not  satisfied  with  these  powers,  it  was  thought  necessary  to  include 
this  extraordinary  provision  which  would  allow  any  person  designated  by  the 
Federal  Trade  Commission  as  its  representative,  to  actually  supervise  and,  by 
his  personal  presence,  influence  every  act  taken  in  the  management  of  exchanges. 

Section  17  of  the  bill  deals  with  the  liability  of  any  person  who  shall  make 
or  be  responsible  for  making  any  statement  in  any  report  or  document  filed 
with  the  Federal  Trade  Commission,  which  was  "  in  the  light  of  circumstances 
under  which  it  was  made,  false  or  misleading  in  respect  of  any  matter  suffi- 
ciently important  to  influence  the  judgment  of  an  average  investor."  The 
penalties  provided  for  a  violation  of  this  vague  and  indefinite  provision  are  both 
criminal  and  civil.  The  civil  penalties  permit  any  person  who,  without  knowl- 
edge that  the  statement  was  false  or  misleading,  shall  buy  or  sell  "  a  security 
the  price  of  which  may  have  been  affected  by  such  statement"  to  sue  and 
recover  damages  which  shall  be  the  difference  in  price  between  the  amount 
paid  and  the  lowest  price  at  which  the  security  shall  have  sold  during  90  days 
before  and  90  days  after  the  purchase,  or,  in  the  case  of  a  sale,  the  difference 
between  the  amount  realized  and  the  highest  price  at  which  the  security  shall 
have  sold  during  90  days  before  and  90  days  after  the  sale.  The  person  sued 
shall  be  liable  unless  he  can  sustain  the  burden  of  proof  that  he  acted  in  good 
faith  and  in  the  exercise  of  reasonable  care  had  no  ground  to  believe  that  such 
statement  was  false  or  misleading.  In  view  of  the  unlimited  character  of  the 
information  which  the  Federal  Trade  Commission  has  the  right  to  require 
exchanges  and  persons  transacting  business  in  securities,  as  well  as  all  corpo- 
rations listed  on  a  national  exchange,  to  file  with  it,  it  will  be  humanly  im- 
possible to  determine  what  facts  may,  in  retrospect,  be  deemed  to  be  sufficiently 
imix)rtant  to  influence  the  judgment  of  an  average  investor.  Even  supposing 
the  best  of  good  faith  and  the  exercise  of  all  care  which  would  seem  reasonable 
at  the  time  a  statement  or  document  is  prepared,  some  subsequent  event  may 
make  some  part  of  the  statement  appear  to  be  misleading.  We  all  know  that 
hindsight  is  easier  than  foresight.  The  really  objectionable  feature  of  this 
provision  is  that  the  civil  penalties  may  be  recovered  by  pei'sons  who  have  not 
relied  upon  the  inaccurate  or  misleading  statement,  and  the  amount  which  can 
be  recovered  will  not  be  the  actual  damage,  but  a  penal  silm,  which  will  far 
exceed  any  damage  which  they  may  have  suffered.  If  any  civil  penalties  are 
deemed  necessary,  then  they  should  be  limited  to  the  actual  damages  suffered 
by  persons  who  have  been  misled  by  the  false  or  inaccurate  statement.  The 
imposition  of  a  criminal  penalty  upon  mere  mistakes  of  judgment  likewise 
seems  indefensible. 

Section  18  of  the  bill  grants  certain  special  powers  to  the  Federal  Trade 
Commission.  Subdivision  (a)  of  this  section  grants  broad  powers  to  the 
Commission  to  adopt  rules  and  regulations,  and  apparently  contemplates  that 
in  prescribing  the  form  and  contents  of  registration  statements  and  reports  the 
Federal  Trade  Commission  may  discriminate  between  different  classes  of 
exchanges,  members,  securities,  and  corporations  whose  securities  may  be 
listed  on  national  exchanges.  Subdivision  (b)  gives  the  Federal  Trade  Com- 
mission power  to  prescribe  the  form  of  the  financial  statements  which  will  be 
submitted  to  it,  and  in  this  connection  allows  it  to  specify  the  items  and  details 
which  must  be  shown  and  the  accounting  principles  which  must  be  applied. 
Without  going  into  detail,  it  is  sufficient  to  say  that  this  right  to  compel 
corporations  to  use  such  methods  of  accounting  as  the  Federal  Trade  Commis- 
sion may  arbitrarily  select  will,  in  effect,  deprive  the  officers  and  directors  of 
corporations  of  the  power  to  manage  their  companies.  A  variation  in  the 
method  of  valuing  assets  or  determining  depreciation  or  in  the  amount  of 
recurring  and  nonrecurring  income  and  other  similar  matters  may  vitally  affect 
the  accounts  of  corporations.  In  each  case  matters  of  this  kind  essentially 
involve  the  exercise  of  the  discretion  of  management,  and  while  it  is  proper  to 
require  that  management  should  adopt  and  apply  a  consistent  policy  in  regard 
to  accounting  methods,  it  is  impracticable  to  vest  in  one  administrative  bodv 
the  power  to  prescribe  rules  and  regulations  of  universal  application. 

Subsection  (c)  gives  the  Federal  Trade  Commission  authority  to  adopt  rules 
and  regulations  in  regard  to  exchanges,  their  members  and  persons  transactimr 
a  busines  in  securities  through  such  members.  This  long  section,  wliich  speci- 
fies in  detail  some  of  the  powers  which  the  Federal  Trade  Commission  may 
exerci.se,  clearly  is  not  a  regulation  of  stock  exehamres  and  the  l)rokerage 
business,  but.  in  fact,  gives  the  Federal  Trade  Commission  power  to  manage 
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exchanges  and  dictate  brokerage  practices.  There  is  no  single  activity  of  a 
stock  exchange  from  the  admission  of  members  to  their  suspension  or  expul- 
sion that  may  not  be  controlled  under  this  subsection.  The  election  of  the 
officers  of  an  exchange  and  the  appointment  of  its  committees  are  likewise 
within  the  control  of  the  Federal  Trade  Commission.  This  is  not  regulation 
but  domination. 

Subsection  (d)  makes  the  rules  and  regulations  of  the  Federal  Trade  Com- 
mission effective  upon  publication,  in  such  manner  as  the  Commission  shall 
prescribe.  This,  in  effect,  might  result  in  rules  and  regulations,  the  violation 
of  which  is  a  criminal  act,  becoming  effective  without  any  proi>er  notice.  It 
is  another  instance  of  the  arbitrary  character  of  the  powers  vested  in  the 
Federal  Trade  Commission  by  this  bill.  Subsection  (e)  gives  the  Federal 
Trade  Commission  broad  power  of  subpeua  witnesses  and  compel  the  production 
of  books  and  papers  for  any  investigation  which  in  its  opinion  is  necessary  or 
proper.  These  investigations  can  apparently  be  carried  out  not  only  by  the 
Federal  Trade  Commission  or  any  member  of  it  but  also  by  any  officer  or 
officers  designated  by  it  and  the  power  to  subpeua  witnesses  and  compel  the 
production  of  books  and  papers  may  be  exercised  by  these  subordinate  officials 
as  they  see  fit.  The  final  sentence  of  this  subsection  makes  it  a  misdemeanor 
for  any  office  participating  in  such  an  inquiry  and  also  for  any  person  examined 
as  a  witness  to  disclose  to  any  person  other  than  a  member  or  officer  of  the 
Commission  any  information  obtained  upon  such  inquiry,  except  as  directed 
by  the  Federal  Trade  Commission  or  one  of  its  officers.  The  purpose  of  this 
extraordinary  provision  is  apparently  to  make  all  investigations  by  the  Federal 
Trade  Commission  secret  proceedings  and,  in  addition,  to  impose  a  criminal 
penalty  upon  any  witness  who  might  disclose,  even  to  his  own  attorney,  what 
had  transpired  during  such  an  inquisition. 

Section  19  of  the  bill  imposes  liability  upon  persons  controlling  any  other 
person  liable  under  the  provisions  of  the  bill  when  such  control  exists  through 
stock  ov^'nership,  agency,  or  otherwise,  or  by  any  agreement  or  understanding. 
These  provisions  seem  to  apply  more  particularly  to  conwrations  and  officers, 
directors,  and  stockholders  of  corix»rations  than  to  exchanges  or  brokers.  There 
is,  however,  one  extraordinary  provision  which  might  directly  affect  brokers. 
Subdivision  (d)  provides  that  the  acts  of  a  husband,  wife,  or  child,  or  parent 
residing  with  a  person  subject  to  any  provision  of  the  bill,  or  a  trustee  for 
such  person  of  property  used  in  the  transaction  in  question,  may  be  imputed 
to  such  person  unless  he  shall  sustain  the  burden  of  showing  that  the  acts  were 
not  done  with  his  approval  or  for  the  purpose  of  evading  the  bill.  In  view  of 
the  numerous  provisions  of  the  bill,  to  which  criminal  penalties  are  attached, 
and  the  fact  that  a  violation  of  many  of  them  could  occur  through  inadvertence, 
this  provision,  which  makes  a  man  responsible  not  only  for  his  own  acts,  but 
for  the  acts  of  independent  persons,  may  operate  in  a  grossly  unfair  manner. 

Section  20  of  the  bill  authorizes  the  Federal  Trade  Commission  to  investigate 
for  the  purpose  of  determining  whether  any  person  has  violated,  or  is  about  to 
violate,  any  provision  of  the  bill.  It  further  gives  to  the  Federal  Trade  Com- 
mission certain  remedies  whenever  it  is  satisfied  that  a  person  is  violating  or  in- 
tends to  violate  any  provision  of  the  bill  or  any  rule  or  regulation  adopted  by  the 
Federal  Trade  Commission.  These  remedies  include,  first,  the  right  to  secure  an 
injunction ;  second,  the  right  to  suspend  any  national  exchange  from  registra- 
tion for  a  period  not  exceeding  12  months  or  to  withdraw  its  registration  alto- 
gether; and,  tliird,  the  right  to  suspend  for  a  period  of  12  months  or  order  the 
expulsion  from  a  national  exchange  of  any  member  or  officer  who  the  Federal 
Trade  Commission  finds  has  violated  any  provision  of  the  bill  or  any  rule  or 
regulation  thereunder,  or  who  has  effected  any  transaction  for  any  other  person 
who  he  has  reason  to  believe  is  violating  any  of  the  provisions  of  the  bill 
or  any  of  the  rules  and  regulations  adopted  pursuant  to  it.  These  powers  to 
suspend  an  exchange  or  to  terminate  its  registration  and  to  suspend  or  require 
the  expulsion  of  a  member  or  officer  of  an  exchange  may  apparently  be  exercised 
whenever  the  Federal  Trade  Commission  is  convinced  that  the  exchange  or  an 
officer  or  member  of  it  has  violated  any  provision  of  the  bill  or  any  of  the 
rules  or  regulations  which  tlie  Federal  Trade  Commission  may  adopt,  irrespec- 
tive of  whether  such  violation  is  material  or  immaterial  or  willful  or  inadvertent. 
The  determination  of  the  Federal  Trade  Commission  in  such  cases  is  apparently 
final  because  the  later  provision  which  permits  an  aggrieved  i)erson  to  I'eview 
in  the  courts  the  orders  of  the  Federal  Trade  Commission  specifically  provides 
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that  the  findings  of  the  Commission  as  to  facts,  if  supported  by  evidence,  shall 
be  conclusive.  This  section,  therefore,  gives  the  Federal  Trade  Commission 
complete  control  of  exchanges  and  puts  every  officer  and  member  of  an  exchange 
at  the  mercy  of  tlie  Commission. 

Sections  21  and  22  of  the  bill  provide  that  all  hearings  before  the  Commission 
shall  be  public  and  that  all  information  received  by  it  shall  be  public  records. 
The  latter  provision,  which  would  seem  to  require  that  all  information  which 
the  Federal  Trade  Commission  may  receive  from  corporations  must  be  made 
available  to  any  person  who  wishes  to  examine  it,  may  result  in  putting 
American  business  at  a  distinct  disadvantage  in  competing  with  foreign  enter- 
prises. We  all  know  that  every  Important  business  has  trade  secrets  and 
processes  and  formulas  which  have  value  chiefly  because  they  are  not  available 
to  competitors.  In  like  manner,  many  of  the  statistics  in  regard  to  the  opera- 
tions of  companies  are  of  little  value  to  stockholders  and  investors,  but  of  in- 
estimable worth  to  competitors.  These  provisions  requiring  pxiblicity  may, 
therefore,  have  very  serious  consequences. 

Section  23  of  the  bill  provides  that  any  person  aggrieved  by  an  order  of  the 
Federal  Trade  Commission  may  have  it  reviewed  in  the  courts,  but,  as  I  have 
pointed  out,  the  value  of  this  right  of  legal  review  is  to  all  intents  and  purposes 
destroyed  by  the  provision  that  the  findings  of  the  Commission  as  to  the  facts, 
if  supported  by  evidence,  shall  be  conclusive.  The  acts  of  the  Commission 
would  in  almost  every  instance  involve  a  determination  of  matters  of  fact 
rather  than  of  matters  of  law.  This  provision  gives  a  semblance  of  protecting 
the  rights  of  persons  subject  to  the  power  of  the  Federal  Trade  Commission, 
but  in  fact  does  not  in  any  way  restrict  the  absolute  jwwer  of  the  Federal 
Trade  Commission  under  the  bill. 

Section  24  of  the  bill  deals  with  the  criminal  penalties  which  may  be  imposed 
for  any  violation  of  any  provision  of  the  bill  or  of  any  rule  or  regulation  which 
the  Federal  Trade  Commission  may  adopt  pursuant  to  it.  The  maximum  pen- 
alties are  fixed  at  a  fine  of  $25,000  or  imprisonment  of  not  more  than  10  years, 
or  both,  except  in  the  case  of  an  exchange,  when  a  fine  of  not  exceeding  $500,000 
may  be  imposed.  These  extraordinarily  heavy  penalties  are  made  applicable 
to  persons  who  make  or  are  responsible  for  making  any  statement  in  a  report 
or  document  filed  with  the  Commission,  which,  in  the  light  of  the  circumstances 
under  which  it  was  made,  was  false  or  misleading  in  any  matter  sufficiently 
important  to  infiuence  the  judgment  of  an  average  investor.  The  vagueness 
of  this  definition,  on  which  the  criminal  liability  of  citizens  may  depend,  makes 
the  harsh  penalties  of  the  bill  cruel  and  unusual.  Finally,  while  these  penalties 
apply  only  to  willful  violations  of  a  provision  of  the  bill  or  of  a  rule  or  regu- 
lation adopted  by  the  Federal  Trade  Commission,  or  to  a  person  who  willfully 
is  responsible  for  a  false  or  misleading  statement  in  a  paper  filed  with  the 
Commission,  apparently  there  is  no  such  protection  afforded  to  a  person  who 
makes  a  statement  to  the  Federal  Trade  Commission  and  he  will  be  liable 
whether  his  act  was  willful  or  not. 

Section  25  of  the  bill  vests  in  the  District  Courts  of  the  United  States  and 
the  United  States  courts  of  any  Territory  and  the  Supreme  Court  of  the  District 
of  Columbia  jurisdiction  of  offenses  and  violations  of  any  provision  of  the  bill, 
and  also  of  suits  brought  to  enforce  any  liability  or  duty  created  by  it. 

Section  26  of  the  bill  purports  to  deal  with  the  effect  of  the  bill  on  existing 
law.  Subdivision  (a)  provides  that  the  rights  and  remedies  created  by  the  bill 
shall  be  in  addition  to  existing  rights  and  remedies  and  attempts  to  declare  that 
any  State  laws  providing  for  the  supervision  or  regulation  of  the  administration 
or  the  conduct  of  the  business  of  any  exchange  shall  be  superseded  by  the  pro- 
visions of  the  bill.  I  am  advised  that  the  constitutionality  of  any  such  provision 
can  be  questioned. 

Section  27  of  the  bill  deals  with  the  validity  of  contracts,  and  subsection  (a) 
declares  void  any  contract  or  condition  binding  a  person  to  waive  comiiliance 
with  any  provision  of  the  bill.  Subscctioh  (b)  declares  void  every  contract 
made  in  violation  of  any  provision  of  the  bill  or  of  any  rule  or  regulation 
adopted  by  the  Federal  Trade  Commission,  and  also  attempts  to  provide  that 
even  contracts,  which  were  lawful  when  entered  into,  shall  likewise  be  void  in 
respect  of  any  cause  of  action  arising  after  the  effective  date  of  the  hill  or  of 
any  rule  or  regulation  adopted  pursuant  to  it. 

Section  28  of  the  bill  attempts  to  control  transactions  on  foreign  exchanges 
by  making  it  unlawful  for  any  broker  or  dealer  to  make  use  of  the  mails  or 
of  any  means  of  interstate  transportation  or  communication  for  the  purpose 
of  executing  a  transaction  on  an  exchange  outside  of  the  United  States,  except 
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in  accordance  with  such  rules  and  regulations  as  the  Federal  Trade  Commission 
may  prescribe.  As  in  the  case  of  section  14,  which  attempts  to  control  over-the- 
counter  markets,  the  validity  and  effectiveness  of  this  provision  are  open  to 
grave  doubt. 

Section  29  of  the  bill  requires  every  registered  exchange  to  pay  as  a  license 
fee  one  five-hundredth  of  1  percent  of  the  aggregate  dollar  amount  of  trans- 
actions taking  place  on  such  exchange  during  the  preceding  calendar  year. 
This  sum  is  described  as  a  registration  fee  and  is  to  be  paid,  not  to  the  Treasury 
of  the  United  States,  hut  to  the  Federal  Trade  (Commission  itself.  In  effect, 
this  is  not  a  registration  fee  but  a  tax  upon  the  security  business,  which  is 
already  subject  to  special  taxes  by  Federal  and  State  Governments.  There  is 
no  means  of  accurately  computing  what  this  tax  would  amount  to  in  the 
case  of  the  New  York  Stock  Exchange  because  there  are  no  statistics  showing 
the  aggregate  dollar  amount  of  the  sales  of  securities  which  took  place  upon  it. 
A  rough  estimate,  however,  would  indicate  that  it  might  approximate  some- 
where between  $500,000  and  $1,000,000. 

Section  30  of  the  bill  authorizes  the  Federal  Trade  Commission  to  employ 
and  fix  the  compensation  of  an  apparently  unlimited  number  of  employees  and 
further  exempts  all  such  employees  from  the  provisions  of  the  civil-service  act. 

Sections  31  and  32  of  the  bill  merely  provide  for  the  separability  of  its 
provisions  in  the  event  that  any  of  them  are  invalid  and  make  OctolJer  1,  1934, 
the  effective  date  of  the  bill. 

The  New  York  Stock  Exchange,  as  I  stated  in  my  opening  remarks,  has 
constructive  suggestions  to  make  in  regard  to  the  pending  legislation  for  the 
regulation  of  stock  exchanges.  These  suggestions  are  naturally  subject  to  the 
question  of  the  constitutional  power  of  Congress  to  enact  legislation  regulating 
the  business  of  stock  exchanges  and  their  members. 

The  purposes  to  be  accomplished  by  such  legislation  are :  First,  the  prevention 
of  fraudulent  practices  affecting  stock  exchange  transactions;  second,  the 
prevention  of  the  use  of  an  excessive  amount  of  credit  for  security  speculation ; 
and  third,  the  elimination  of  practices  which,  though  not  fraudulent,  permit  the 
manipulation  of  security  prices. 

The  most  important  question  in  regard  to  any  regulatory  legislation  is  the 
determination  of  what  body  shall  exercise  the  regulatory  power.  Obviously, 
this  body,  whether  it  be  called  a  commission  or  an  authority,  must  include 
persons  who  are  familiar  with  credit  conditions  throughout  the  United  States 
iind  also  persons  who  are  fully  conversant  with  the  technical  problems  con- 
nected with  the  operation  of  stock  exchanges.  In  addition,  a  majority  of  the 
members  of  such  a  body  should  be  outstanding  individuals  who  would  represent 
the  public.  Having  this  in  mind,  we  sujjgest  the  creation  of  a  stock  exchange 
coordinating  authority  to  consist  of  seven  members. 

We  suggest  that  this  authority  be  composed  of  2  members  appointed  by  the 
President ;  2  Cabinet  officers,  who  might  well  be  the  Secretary  of  the  Treasury 
and  the  Secretary  of  Commerce ;  1  person  appointed  by  the  Open  Market  Com- 
mittee of  the  Federal  Reserve  System  ;  ami  2  persons  representing  stock  ex- 
changes, 1  to  be  designated  by  the  New  York  Stock  Exchange  and  the  other  to 
be  elected  by  the  members  of  those  exchanges  in  the  United  States  other  than 
the  New  York  Stock  Exchange,  that  primarily  offer  a  market  itlace  for  se- 
curities. Such  an  authority  would  not  only  represent  the  interests  of  the 
public  but  would  have  the  benefit  of  the  opinions  and  advice  of  two  Cabinet 
officers,  and  through  its  connection  with  the  Open  Market  Committee  of  the 
Federal  Reserve  System  would  be  in  close  contact  with  credit  conditions 
thi'oughout  the  United  States.  It  would  also  include  men  who  had  detailed 
technical  knowledge  of  exchange  operations. 

We  suggest  that  this  coordinating  authority  be  given  plenary  power  to  control 
the  amount  of  margins  which  members  of  exchanges  must  require  and  maintain 
on  customers'  accounts;  and  further,  that  it  shoiild  have  plenary  power  to 
require  stock  exchanges  to  adopt  rules  and  regulations  preventing  not  only  dis- 
honest practices  but  also  all  practices  which  unfairly  influence  the  price  of 
securities  or  unduly  stimulate  speculation.  Without  attempting  to  define,  at 
this  time,  the  scope  of  these  powers,  we  believe  that  they  should  include  the 
power  to  fix  the  requirements  for  the  listing  of  securities ;  the  control  of  pools, 
syndicates,  and  joint  accounts  and  also  options  intended  or  used  to  influence 
market  prices ;  the  power  to  control  the  circulation  of  rumors  or  statements 
calculated  to  induce  speculative  activity,  the  use  of  advertising  and  the  employ- 
ment of  customers'  men  or  other  employees  who  solicit  business ;  to  the  end 
that  all  practices  which  may  tend  to  create  unfair  prices  may  be  eliminated. 
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This  authority  should  also  have  power  to  study,  aiid,  if  necessary,  to  adopt  rules 
in  regard  to  those  cases  where  .the  exercise  of  the  function  of  broker  and  dealer 
by  the  same  person  is  not  compatible  with  fair  dealing  and  to  adopt  rules  in 
regard  to  short  selling,  if  it  should  become  convinced  that  regulation  of  this 
practice  is  necessary. 

These  suggestions  represent  the  considered  view  of  the  New  York  Stock 
Exchange  and  I  have  been  authorized  to  present  them  by  the  governing 
committee  of  the  exchange.  I  can  say  confidently  that  the  exchange  will 
cooperate  fully  in  attempting  to  prevent  unwise  or  excessive  speculation  and 
abuses  or  bad  practices  affecting  the  stock  market. 

I  appreciate  the  courtesy  which  the  committee  has  extended  to  me  in 
affording  me  this  opportunity  to  state  fully  the  position  of  the  exchange  in 
regard  to  this  bill.  I  trust  that  the  committee  will  feel  free  to  ask  for  any 
information  which  it  may  desire  from  the  exchange  or  its  oflacials.  I  can 
assure  you  that  all  of  the  records  of  the  exchange  of  every  character  and 
nature  will  be  made  fully  available  to  you  and,  in  addition,  not  only  the 
officials  of  the  exchange  but  all  of  its  technical  experts  are  at  your  disposal. 
Respectfully  submitted. 

Richard  Whitney, 
President  of  New  York  Stock  Exchange. 
Pebruaey  22-23,  1934. 


Law  School  of  Harvard  XjNivERsirsr, 

Carribridge,  Mass,  February  22,  19S2. 
Carter,  Ledyard  &  Milburn, 

Neto  York,  N.Y. 
(Attention:  Mr.  W.  H.  Jackson.) 
Dear  Sms:  I  am  enclosing  herewith,  in  accordance  with  your  request,  my 
opinion  on  the  constitutionality  of  H.R.  4,  the  LaGuardia  bill  to  regulate  the 
short  selling  of  securities  on  exchanges. 

I  have  confined  myself  to  a  consideration  of  the  constitutionality  of  the 
LaGuardia  bill,  for  I  am  as  yet  unconvinced  that  a  bill  could  not  be  drafted 
to  regulate  security  transactions  on  stock  exchanges  which  would  be  constitu- 
tional. The  LaGuardia  bill,  however,  bottoms  itself  upon  a  theory  and  con- 
ception of  interstate  commerce  that  I  am  not  prepared  to  accept. 

Naturally  the  pressure  of  time  has  prevented  my  giving  as  thorough  a  con- 
sideration to  the  subject  as  I  should  have  liked.  I  believe,  however,  that  I 
have  considered  all  the  pertinent  authorities  and  given  them  their  due  weight. 
Subsidiary  matters  I  have  neglected  inasmuch  as  they  fall  within  the  category 
of  details  whose  validity  will  hinge  upon  the  central  question. 
Faithfully  yours, 

J.  M.  Landis. 


Cambridge,  Mass.,  February  22,  1932. 
Carter,  Ledyard  &  Milburn, 

41  Broad  Street,  New  York,  N.Y. 
(Attention  of  Mr.  W.  H.  Jackson.) 
Dear  Sirs  :  In  reply  to  your  request  for  my  opinion  as  to  the  constitutionality 
of  House  bill  no.  4,  a  bill  to  protect  banking  and  commerce  against  short  sales 
of  securities  issued  by  corporations  engaged  therein,  I  beg  to  summarize  my 
conclusions  in  the  following  manner: 

THE   NATURE   OP   THE   BILJ, 

The  bill  deals  with  the  short  sales  upon  stock  exchanges  of  the  securities  of 
banks  organized  under  the  laws  of  the  United  States  and/or  membei's  of  the 
Federal  Reserve  System,  and  of  corporations  engaged  in  interstate  or  foreign 
Commerce.  It  acts  upon  the  conception  that  the  practice  of  short  selling  is  a 
means  of  manipulating  the  market  values  of  such  securities,  which,  by  produc- 
ing arbitrary  and  abnormal  declines,  induces  their  needless  liquidation.  This 
manipulation  of  market  values,  assumed  not  to  reflect  those  that  would  be 
produced  by  the  normal  operation  of  the  law  of  supply  and  demand,  is  con- 
sidered as  a  means  whereby  credit  extendetl  upon  the  face  of  such  securities 
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Is  destroyed,  thereby  imperiling  the  general  credit  structure  necessary  to  the 
adequate  functioning  of  commerce  and  banking,  producing  hoarding,  and  making 
it  more  difficult  for  such  corporations  whose  securities  have  been  depressed  by 
short  selling  to  finance  operations  pursuant  to  carrying  on  interstate  commerce 
and  banking.  To  the  end  of  controlling  the  practice  of  short  selling,  the  bill 
seeks  to  attach  a  certain  degree  of  publicity  to  the  making  of  short  sales. 
Further  provisions  of  the  bill  seek  by  drastic  methods  to  enforce  these 
requirements. 

THE  CHAEAOTEK  OF   STOCK  EXCHANGE  TEANSACTIONS 

An  understanding  of  the  constitutional  problems  raised  by  the  bill  requires 
a  working  conception  of  the  nature  of  transactions  upon  stock  exchanges.  The 
central  fact  of  a  stock  exchange  is  that  it  is,  in  essence,  a  market  for  a  par- 
ticular thing — the  security.  Persons  desirous  of  buying  and  selling  securities 
are  here  assembled  more  readily  to  facilitate  their  aims.  In  the  modem 
exchange  the  number  of  such  persons  admitted  to  the  market  and  privileged 
actually  to  buy  and  sell  upon  that  market  is  limited  to  a  defined  group.  These 
members  of  the  exchange,  in  the  main,  act  as  brokers  or  agents  for  other 
persons.  Between  themselves,  however,  they  deal  as  principals.  Contracts 
of  sale  are  made  only  between  members  upon  the  floor  of  the  exchange,  and 
the  delivery  of  the  securities,  whether  or  not  cleared  through  some  form  of 
clearing  house,  is  made  only  between  members.  The  fact  that  many  trans- 
actions on  stock  exchanges  concern  marginal  purchases  or  sales  by  customers 
does  not  alter  these  essential  characteristics.  Delivery  of  the  security  and 
transfer  of  the  purchase  price  follows  in  either  event. 

The  transactions  on  the  exchange  are  thus  not  only  geographically  limited 
to  the  locality  where  the  exchange  is  located,  but  they  do  not  concern  an 
article  moving  in  interstate  conunerce.  Such  movement  in  interstate  commerce 
as  results  from  stock  exchange  transactions  occurs  from  the  fact  that  either 
subsequently  to  a  purchase  of  securities  by  a  broker,  the  securities  may  actually 
be  delivered  to  a  customer  in  some  other  State  directly  by  that  broker  or 
through  the  medium  of  a  corresponding  broker,  or  that  preparatory  to  a  sale 
securities  may  be  forwarded  to  the  broker  negotiating  such  sale.  Further- 
more, instrumentalities  of  interstate  commerce,  such  as  the  telegraph,  the 
telephone,  and  the  mails,  are  employed  by  brokers  on  the  exchange  in  the 
effectuation  of  sales  and  purchases,  and  in  the  wide  dissemination  of  market 
prices  of  securities  in  order  to  inform  thei-  own  customers  or  customers  of 
corresponding  brokers  of  the  prices  at  which  securities  can  be  bought  and 
sold  on  the  exchange.  Such  wide  dissemination  of  market  quotations  is 
obviously  necessary  in  order  that  purchasers  and  sellers  may  know  the  prices 
which  securities  are  commanding  on  the  exchange  and  thus  be  induced  either 
to  buy  .or  sell  securities  upon  the  exchange. 

Since  the  existence  of  a  well-organized  market  has  the  economic  effect  of 
centering  sales  and  purchases  at  such  a  market,  the  major  portion  of  security 
buying  and  selling  takes  place  on  stock  exchanges.  Uniformity  in  security 
prices  throughout  a  wide  geographical  area  is  thus  secured.  But  the  process 
by  which  this  is  achieveil  is  the  interchange  of  securities  in  a  local  and  limited 
geographical  area. 

THE  THEORY   OF  THE  BIIX 

The  bill  (H.R.  4)  recognizes  the  local  characteristics  of  actual  exchange 
transactions.  It  does  not  seek  to  attach  to  them  an  interstate  character  arising 
from  the  interstate  nature  of  the  devices  used  to  facilitate  transactions  on 
the  exchange  or  from  the  fact  that  the  physical  certificates  actually  bought 
and  sold  are  thereby  transferred  from  State  to  State.  Instead,  it  seeks  to 
attach  an  interstate  character  to  transactions  in  securities  arising  out  of  the 
fact  that  such  securities  represent  either  obligations  of  or  aliquot  shares  in 
busines.ses  engaged  in  interstate  commerce,  or  incorporated  under  national 
banking  laws  or  pf)ssessing  peculiar  privileges  as  being  members  of  the  Fed- 
eral Reserve  System.  Dealing  in  such  obligations  on  exchanges  is  considered 
by  the  bill  to  be  so  intimately  related  to  interstate  commerce  as  to  permit 
Congress  to  regulate  it.  It  thus  makes  no  effort  to  regulate  transactions  in 
securities  of  corporations  not  engaged  in  commerce  between  the  States. 
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THE   EXTENT    OF    CONGRESSIONAL    POWER   OVER    INTERSTATE    CO>tMERCE 

The  essence  of  Congressional  power  over  interstate  commerce,  apart  from 
control  over  instrumentalities  of  such  commerce  as  the  railroads  arid  the  tele- 
graph, resides  in  the  control  that  the  Federal  i)ower  possesses  over  the  free 
movement  of  commodities  from  State  to  State.  To  that  end  direct  and  sub- 
stantial interference  by  the  States  with  interstate  Commerce  is  forbidden, 
whether  through  direct  regulation  or  taxation.  Also  power  is  possessed  by 
Congress  to  remove  and  control  obstructions  to  the  free  movement  of  such 
commodities  through  the  accustomed  channels  of  trade. 

The  application  of  these  principles  is  well  illustrated  by  reference  to  the 
control  exercised  by  Congress  over  commodity  exchanges.  The  Packers  and 
Stockyards  Act  and  the  Grain  Futures  Act,  whose  constitutionality  has  been 
upheld,  sought  to  control  certain  practices  in  the  live  stock  and  grain  exchanges. 
The  basis  for  such  control  did  not  rest  upon  the  fact  that  such  transactions 
of  themselves  constituted  interstate  commerce.  Instead,  the  Supreme  Court 
has  repeatedly  recognized  that  mei*e  transactions  even  upon  commodity  ex- 
changes do  not  constitute  interstate  commerce  (Hill  v.  Wallace,  259  U.S.  44; 
Hopkins  v.  United  States,  171  U.S.  578).  But  it  is  their  effect  upon  the  stream 
of  commodities  moving  in  interstate  commerce  that  makes  them  subject  to 
congressional  control  (Stafford  v.  Wallace;  258  U.S.  495;  Board  of  Trade  v. 
Olsen,  262  U.S.  1 ;  United  States  v.  Coffee  Exchange,  263  U.S.  611 ;  Tagg  Bros. 
V.  Morehead,  280  U.S.  420;  United  States  v.  Patten,  226  U.S.  525;  Cliamler  of 
Commerce  v.  Federal  Trade  Commission,  13  F.  (2d)  673).  This  consideration 
is  emphatically  brought  out  by  Chief  Justice  Taft  in  the  Board  of  Trade  oase : 

"The  sales  on  the  Chicago  Board  of  Trade  are  just  as  indispensable  to  the 
continuity  of  the  flow  of  wheat  from  the  West  to  the  mills  and  distributing 
points  of  the  East  and  Europe  as  are  the  Chicago  sales  of  cattle  to  the  flow 
of  stock  toward  the  feeding  places  and  slaughter  and  packing  houses  of  the 
East."     (Board  of  Trade  v.  Olsen,  supra,  at  36.) 

The  recognition  that  this  is  the  basic  principle  underlying  congressional 
control  over  sales  for  future  delivery  and  other  practices  on  commodity  ex- 
changes, in  my  opinion,  distinguishes  these  exchanges  from  stock  exchanges. 
In  the  former  type  of  exchange,  the  thing  that  is  bought  and  sold  is  a  com- 
modity moving  in  interstate  commerce.  The  fact  that  for  the  moment,  when 
the  transaction  upon  the  exchange  actually  takes  place,  the  commodity  is  at 
rest  and  that  no  interstate  delivery  is  required  as  between  buyer  and  seller, 
has  been  regarded  by  the  court  as  immaterial  in  the  light  that  at  bottom  there 
is  a  current  of  interstate  commei'ce  in  the  commodity  moving  through  and 
beyond  the  exchange.  The  stock  exchange,  however,  presents  no  such  aspect. 
Other  than  a  physical  certificate  representing  a  chose  in  action,  no  commodity 
is  to  move  in  interstate  commerce  as  a  consequence  of  a  sale  on  the  stock 
■exchange.  Dealings  upon  that  market  will  effect  no  additions  to  the  cost  of 
moving  these  certificates  from  State  to  State..  Indeed,  the  parallel  between 
a  commodity  exchange  and  a  stock  exchange  is  so  absent,  that  I  cannot  regard 
these  decisions  as  governing  the  stock  exchange  situation  nor  as  establishing 
a  principle  applicable  to  transactions  upon  stock  exchanges. 

Bill  H.R.  4  seems  implicitly  to  recognize  this  distinction.  It  does  not 
proceed  upon  any  theory  that  short  selling  on  stock  exchanges  concerns  the 
movement  of  commodities  in  interstate  commerce.  On  the  contrary,  its  re- 
stricted application  to  securities  of  corporations  engaged  in  interstate  com- 
merce regards  transactions  with  reference  to  such  securities  as  being  sufficiently 
related  to  the  interstate  commerce  engaged  in  by  the  coi*porations  as  to  enable 
Congress  to  deal  with  the  transactions  as  interstate  commerce. 

THE  BANKING  FE.VTURES  OF  THE  BILL 

The  ground  for  supporting  the  constitutionality  of  the  instant  bill  would  seem 
to  me  to  rest  primarily  upon  congressional  power  under  the  interstate  commerce 
clause,  and  not  upon  the  recognized  congressional  power  to  charter  and  operate 
banks.  The  power  of  Congress  to  charter  and  operate  banks  is.  in  essence,  no 
more  than  the  power  of  any  State  to  charter  a  bank.  It  can.  of  course,  give  its 
banks  peculiar  powers  which  it  may  deny  the  States  to  give  to  their  banks,  and 
its  banks  possess  peculiar  privileges  arising  from  the  fact  that  they  are  Federal 
instrumentalities.  It  can  conseiiuently  command  the  hanks  that  it  charters 
to  observe  certain  regulations  with  reference  to  the  conduct  of  the  banking 
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business.  (American  Bank  d  Trust  Co.  v.  Federal  Reserve  Bank  of  Atlanta, 
262  U.S.  643;  Raichle  v.  Federal  Reserve  Bank,  34  F.  (2d)  910.)  But  under 
its  power  to  cliarter  banks,  it  is  difficult  to  see  any  basis  for  an  insistance  that 
the  securities  of  sur-h  banks  must  not  be  traded  in  a  particular  fashion.  To 
derive  such  a  power  from  the  power  to  charter  banks  would  imply  that  the 
States  possessed  a  like  power  with  reference  to  banks  operating  under  their 
charters.  It  would  also  imply  a  like  power  with  reference  to  corporations 
chartered  by  the  various  States.  Such  conclusions  lead  me  to  the  opinion  that 
the  basic  power  upon  which  the  instant  bill  must  be  supported  is  the  power  of 
Congress  over  interstate  commerce. 

RELATIONSHIP   TO   INTERSTATE    COMMERCE   AS   A   BASIS   FOR    CONTROL 

It  is  a  commonplace  of  constitutional  law  that  a  particular  activity,  though 
not  actually  involving  the  movement  of  goods  or  commodities  in  interstate 
commerce,  may  have  such  an  intimate  relationship  to  that  movement  so  that 
it  becomes  "  interstate  commerce "  for  the  purposes  of  determining  whether 
Congress  can  exercise  control  over  it.  But  it  is  equally  true  that  not  every 
matter  which  concerns  the  movement  of  goods  in  interstate  commerce  is  to 
be  regarded  as  subject  to  congressional  control,  for  otherwise  hardly  any  aspect 
of  mercantile  activity  would  be  immune  from  Federal  control.  Upon  the 
nature  of  this  relationship,  no  definite  pronouncement  can  be  made.  It  is, 
in  the  last  analysis,  a  question  of  degree  which  must  be  determined  in  the 
light  of  the  applicable  decisions.  "With  reference  to  the  bill  under  considera- 
tion, the  question  is  thus  presented  whether  the  transactions  on  the  exchange 
to  which  the  bill  is  applicable  have  such  an  intimate  relationship  to  the  move- 
ment of  commodities  in  interstate  commerce  by  the  corporations  concerned  as 
to  permit  such  transactions  to  be  regarded  as  interstate  commerce. 

That  the  relationship  between  the  activity  in  question  and  the  move- 
ment of  goods  in  interstate  commerce  must  be  of  an  intimate  nature  is  dem- 
onstrated by  several  decisions  involving  the  applicability  of  the  Sherman  Anti- 
trust Act.  A  restraint  placed  upon  the  protluction  of  goods  which  are  to  move 
in  interstate  commerce  is  of  itself  insufficient  to  make  such  a  restraint  a  re- 
straint of  interstate  commerce  (United  Mine  Workers  v.  Coronado  Coal  Co.,  259 
U.S.  344;  United  Leather  Workers  v.  Hcrkert,  265  U.S.  457;  Konecky  v.  Jeimsli 
Press,  288  Fed.  179).  The  intent  to  affect  the  current  of  goods  moving  in  inter- 
state commerce  is  necessary  to  bring  such  a  restraint  within  the  ambit  of 
congressional  control  (Coronado  Coal  Co.  v.  United  Mine  Workers,  268  U.S. 
295).  Similarly  a  combination  designed  to  restrict  the  placing  of  advertising 
matter  in  a  magazine  circulating  throughout  the  Nation  is  not  a  I'estraint 
of  interstate  commerce  (Blnmenstock  Bros.  Advertising  Anency  v.  Curtis  PtiJ)- 
lishing  Co.,  252  U.S.  436.  Comi>are  Ward  Baking  Co.  v.  Federal  Trade  Com- 
mission. 264  Fed.  330).  These  cases  are  illustrative  of  the  closeness  of  the 
nexus  that  must  exist  between  the  activity  concerned  and  the  movement  of 
goods  in  interstate  commerce. 

Further  light  upon  this  relationship  is  thrown  by  a  series  of  cases  involving 
the  power  of  the  States  to  regulate  and  tax  activities  connected  with  the 
movement  of  goods  in  interstate  commerce.  It  is.  of  course,  true  that  such 
cases  do  not  necessarily,  in  their  assertions  that  the  activity  concerned  is  not 
interstate  commerce  deny  that  the  Federal  Government  under  the  commerce 
clause  possesses  no  authority  to  regulate  them.  The  spheres  of  State  and 
Federal  regulation  overlap  to  a  certain  extent.  But  the  assertion  that  such 
activity  is  not  immune  from  State  regulation  on  the  gi'ound  that  it  is  not 
interstate  commerce,  inferentiall.v  leads  to  an  assumption  that  it  is  not  sub- 
ject for  congressional  regulation  on  the  ground  that  it  is  interstate  commerce. 
At  an  early  date  the  court  held  valid  a  license  tax  imposed  by  a  State  upon  a 
broker  dealing  in  foreign  bills  of  exchange,  despite  the  contention  that  the  tax 
was  upon  foreign  commerce.  (Nathan  v.  Louisiana,  8  How.  73.)  The  strength 
of  this  decision  is  more  fully  appreciated  when  it  is  realized  that  had  the  tax 
been  upon  a  broker  dealing  in  foreign  commodities,  it  would  have  been  invalid. 
The  principle  there  involved  that  the  mere  fact  that  certain  dealings  may  sub- 
sequently lead  to  the  movement  of  commodities  in  interstate  or  foreign  com- 
merce, does  not  of  itself  make  such  dealings  interstate  commerce,  has  been 
repeatedly  affirmed  by  the  Court.  (Engel  v.  O'Malleij.  219  U.S.  128:  Willvams 
V.  Fears,  179  U.  S.  270;  Hemphill  v.  Orloft.  277  U.  S.  537.)  The  principle  found 
a  distinct  application  in  Ware  &  Leland  v.  MoWe  County  (209  U.  S.  405),  where 
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the  court  upheld  a  State  tax  on  brokers  engaged  in  buying  cotton  for  future 
delivery  on  exchanges  situated  outside  the  State,  despite  the  contention  that 
the  tax'  was  unconstitutional  as  being  on  interstate  commerce. 

Perhaps  the  most  illuminating  S'eries  of  cases  are  those  setting  forth  the 
general  doctrine  that  insurance  is  not  interstate  commerce.  {PoaiI  v.  Virgima, 
8  Wall.  168;  Ducat  v.  Chicago,  10  Wall.  410;  Liverpool  Ins.  Co.  v.  Massachu- 
setts, 10  Wall.  566;  Philadelphia  Fire  Ass'n  v.  New  York,  119  U.S.  110;  Hooper 
V.  California,  155  U.S.  648;  Noble  v.  Mitchell,  164  U.S.  367;  New  York  Life 
Ins.  Co.  V.  Cravens,  178  U.S.  389;  Nutting  v.  Massachusetts,  183  U.S.  553;  New 
York  Life  Ins.  Co.  v.  Deer  Lodge  County,  231  U.S.  495.)  The  significance  of 
these  cases  is  to  be  appreciated  only  after  consideration  of  the  enormous  signifi- 
cance of  insurance  to  interstate  commerce.  That  it  is  interwoven  with  our 
whole  commercial  life  is  not  even  open  to  argument.  Marine  insurance  in  one 
form  or  another  serves  the  purpose  of  promoting  commercial  transactions  by 
vastly  extending  the  use  of  credit.  Fire  insurance  performs  the  same  function. 
Life  insurance  even  more  so,  extends  out  and  accumulates  the  savings  of  many 
into  large  funds  aggregating  hundreds  of  millions  of  dollars  to  be  loaned  in 
turn  or  used  as  productive  capital.  These  facts  were  presented  to  the  court 
with  all  the  ability  that  counsel  could  command  in  a  recent  effort  to  induce 
the  court  to  overturn  its  earlier  decisions  to  the  effect  that  insurance  did  not 
constitute  interstate  commerce,  but  without  successi.  (Neiv  York  Life  Ins.  Co.  v. 
Deer  Lodge  County,  supra.)  The  considerations  leading  the  court  to  take  a 
contrary  view  are  important  to  notice.  They  were  pointedly  set  forth  by  Mr. 
Justice  White : 

"*  *  *  the  general  rule  (that  insurance  is  not  commerce)  and  its  excep- 
tions are  based  *  *  *  (upon)  the  difference  between  interstate  commerce 
or  an  instrumentality  thereof  on  one  side  and  the  mere  incidents  which  may 
attend  the  carrying  on  of  such  commerce  on  the  other.  This  distinction  has 
always  been  carefully  observed,  and  is  clearly  defined  by  the  authorities  cited. 
If  the  power  to  regulate  interstate  commerce  applied  to  all  the  incidents  to 
which  such  commerce  might  give  rise,  and  to  all  contracts  which  might  be 
made  in  the  course  of  its  transaction  that  power  would  embrace  the  entire 
sphere  of  mercantile  activity  in  any  way  connected  with  trade  between  the 
States ;  and  would  exclude  State  control  over  many  contracts  purely  domestic 
in  their  nature.  The  business  of  insurance  is  not  commerce.  The  contract  of 
insurance  is  not  an  instrumentality  of  commerce.  The  making  of  such  a  con- 
tract is  a  mei'e  incident  of  commercial  intercourse,  and  in  this  resioect  there  is 
no  difference  whatever  between  insurance  against  fire  and  insurance  against 
'  the  perils  of  the  sea.'  "     {Hooper  v.  California,  supra,  655.) 

These  cases,  of  course,  only  establish  that  the  business  of  insurance  is  not 
immune  from  State  regulation  as  being  interstate  commerce.  The  corollary 
that  the  business  of  insurance  cannot  be  regulated  by  the  Federal  Government 
on  the  ground  that  it  is  not  interstate  commerce  would  seem  to  follow.  The 
question  has,  however,  never  been  judicially  tested.  But  a  Senate  Judiciary 
Committee  unanimously  reported  that  insurance  was  not  interstate  com- 
merce so  as  to  permit  Federal  regulation  of  it.  (S.Rept.  No.  4406,  59th  Cong., 
1st  sess.) 

A  further  case  deserving  notice  is  the  decision  of  the  Court  holding  the  Child 
Labor  Act  unconstituticnal.  (Hammer  v.  Dagenhart,  247  U.S.  251.)  That  like 
considerations  there  prevailed  with  the  court  is  evidenced  by  the  court's 
language  when  it  stated :  "  Over  interstate  transportation,  or  its  incidents,  the 
regulatory  power  of  Congress  is  ample,  but  the  production  of  articles,  intended 
for  interstate  commerce,  is  a  matter  of  local  regulation."  The  distinction  be- 
tween such  a  case  and  the  cases  upholding  the  constitutionalitv  of  the  Lottery 
Act  (The  Lottery  Case,  188  U.S.  321),  the  White  Slave  Act  (Hoke  v.  United 
States,  227  U.S.  308),  and  the  Pure  Food  and  Drug  Act  (Hipolite  Egg  Co.  v. 
United  States,  220  U.S.  45),  seems  to  reside  in  a  degree  of  differentiation  as  to 
the  relationship  of  the  movement  of  commodities  and  persons  in  interstate 
commerce  to  the  practices  sought  to  be  reached  by  Congi'ess. 

The  application  of  the  pi'inciples  here  enunciated  to  the  bill  in  question  leaves 
in  my  judgment  little  room  for  dispute.  The  relationship  between  market 
transactions  of  securities  of  corporations  engaged  in  interstate  commerce  and 
the  actual  movement  of  goods  of  those  corporations  in  interstate  commerce, 
certainly  presents  no  closer  bond  than  the  relationship  between  means  and 
methods  of  production  and  such  transportation,  nor  between  insurance  and  the 
movement  of  insured  goods  in  interstate  commerce,  when  insurance  as  an 
instrument  of  credit  is  practically  necessary  to  secure  any  such  movement. 
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Indeed,  to  ti'ace  the  effect  of  market  manipulations  in  a  security  upon  the 
movement  of  any  particular  commodity  in  interstate  commerce  would  require 
an  ingenuity  far  beyond  the  average  economist.  To  see  that  the  market  value 
of  securities  has  a  bearing  and  influence  upon  trade  generally  is,  of  course,  a 
matter  of  common  understanding.  But  the  exact  effect  of  the  practice  of  short 
selling  upon  the  movement  of  commodities  in  interstate  commerce  is  not  even 
specified  in  the  bill.  Only  general  allegations  that  the  practice  affects  banking 
and  commerce  are  contained  in  the  bill.  In  the  light  of  such  uncertainty  as  to 
the  effect  of  such  practices,  even  assuming  that  the  matter  was  within  the 
congressional  power  of  regulation,  doubts  as  to  constitutionality  would  arise 
under  the  fifth  amendment. 

Thus  far  the  Supreme  Court  has  not  regarded  as  interstate  commerce, 
activity  which  does  not  have  a  clear,  definable  relation  to  the  movement  of 
particular  commodities  in  interstate  commerce.  It  has  consistently  refused 
to  take  a  different  attitude  although  urged  to  do  so.  It  has  declined,  as  Mr. 
Justice  White  stated,  to  extend  the  concept  of  interstate  commerce  so  as  to 
bring  within  the  possible  ambit  of  exclusive  Federal  control  such  matters  as 
insurance,  banking,  means  and  methods  of  production,  the  chartering  of  manu- 
facturing coi-porations  engaged  in  interstate  commerce,  supervision  over  the 
issuance  of  their  securities,  and  the  like.  But  such  a  trend  of  thought  would 
be  necessary  to  sustain  the  constitutionality  of  the  bill  in  question.  The  cen- 
tral theory  upon  which  it  posits  the  existence  of  congressional  power,  namely 
the  fact  that  because  certain  corporations  are  engaged  in  interstate  commerce 
Congress  can  regulate  transactions  in  their  securities  upon  exchanges,  seems 
to  extend  congressional  power  over  interstate  commerce  to  a  point  not  war- 
ranted by  the  decisions  or  expressions  of  the  Supreme  Court,  nor  in  accord 
with  a  likely  view,  so  far  as  one  may  judge  the  immediate  future,  that  the  court 
would  entertain. 

No  additional  warrant  for  congressional  power  is  to  be  gathered  from  the  fact 
that  stock  exchanges  make  use  of  such  instrumentalities  of  interstate  com- 
merce as  the  telegraph,  telephone,  and  the  mails  for  the  transaction  of  their 
business.  Such  an  argument  was  pressed  upon  the  Court  in  the  insurance 
cases  but  without  effect. 

"  To  accomplish  the  pui-posc  there  is  necessarily  a  great  and  frequent  use  of 
the  mails,  and  this  is  elaborately  dwelt  on  by  the  insurance  comixiny  in  its 
pleading  and  argument,  it  being  contended  that  this  and  the  transmission  of 
premiums  and  the  amounts  of  the  policies  constitute  a  '  current  of  commerce 
among  the  States.'  This  use  of  the  mails  is  necessary,  it  may  be,  to  the 
centi'alization  of  the  control  and  supervision  of  the  details  of  the  business; 
it  is  not  essential  to  its  character."  ,  {Neto  York  Life  Insurance  Co.  v.  Deer 
Lodge  Count y,  supra,  509.) 

This  is  not  to  say  that  Congress  may  not  regulate  abuses  in  the  use  of 
instrumentalities  of  commerce  by  stock  exchanges,  insurance  companies,  or 
any  business ;  but  it  is  a  clear  recognition  of  the  fact  that  tlie  mere  use  of 
such  instrumentalities  to  effectuate  a  transaction  not  otherwise  interstate 
commerce  does  not  make  it  interstate  commerce. 

I  shall  not  take  occasion  here  to  comment  upon  other  features  of  the  bill. 
The  bill  would  seem  to  stand  or  fall  upon  the  justification  for  its  central 
theory,  and,  due  to  the  pressure  of  time,  I  have  confined  myself  to  a  considera- 
tion of  that  theory.  Other  features  contained  in  the  bill  of  doubtful  consti- 
tutionality need  therefore  no  jwrticular  attention. 
Respectfully  yours, 

J.  M.  Landis. 

Brief  on  Behalf  op  New  York  Stock  Exchange  xipon  the  Constitutionality 
OF  S.  2693  AND  H.R.  7852,  Seventy-third  Congress,  Second  Session,  Entitled 
"  The  National  Securities  Exchange  Act  of  1934 ",  Hunton,  Williams, 
Anderson,  Gay  &  Moore,  Counsel;  Thomas  B.  Gay,  of  Counsel 

B.       before  the  congress  of  the  united  states — in  the  matter  of  the  constttu- 

TTONAIITY'  OF  "THE  NATIONAL  SECURITIES  BIXCHANGE  ACT  OF  1934."    (S.   2693   AND 
H.R.   7852.) 

The  apparent  purposes  of  the  "  National  Securities  Exchange  Act  of  1934  ", 
now  pending  before  the  Congress,  ai'e  the  regulation  and  control  of  stock  ex- 
changes and  the  business  of  their  members,  the  control  of  credit  through  re- 
strictions upon  the  use  of  securities,  and  the  control  of  all  corporations  through 
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requirements  for  the  listing  of  their  securities  on  exchanges,  or,  if  not  so  listed, 
through  limitations  upon  their  use  as  a  basis  of  credit. 

Broadly  speaking,  these  objects  are  sought  to  be  accomplished  in  one  or  both 
of  two  ways : 

First:  The  use  of  the  mails,  or  of  any  means  or  instrumentality  of  communi- 
cation or  transportation  in  interstate  commerce,  for  the  purpose  of  using  any 
facility  of  any  securities  exchange  is  prohibited  by  Section  4  of  the  Bill  unless 
such  exchange  is  registered  as  a  National  Securities  Exchange  under  the  provi- 
sions of  Section  29  thereof,  and  the  registration  fee  therein  provided  for  is 
paid. 

Second:  The  use  of  the  mails,  or  of  any  means  or  instrumentality  of  com- 
munication or  transportation  in  interstate  commerce,  for  making  or  creating  a 
market  for  any  security  whether  or  not  listed  on  any  National  Securities  Ex- 
change is  prohibited  under  the  provisions  of  Section  14  of  the  Bill  unless  com- 
pliance is  had  with  such  rules  and  regulations  as  the  Federal  Trade  Commission 
may  prescribe  as  appropriate  in  the  public  interest,  or  for  the  protection  of 
investors. 

Both  means  of  accomplishing  the  desired  objects  are,  therefore,  predicated 
upon  the  power  of  the  Congress  over  interstate  commerce,  or  its  control  of  the 
use  of  the  mails.  May  either  power  be  constitutionally  exercised  in  the  manner 
proposed?     The  purpose  of  this  brief  is  to  demonstrate  that  it  may  not. 

In  his  testimony  before  the  House  Committee  on  Interstate  Commerce,  the 
Honorable  J.  M.  Landis,  Commissioner  of  the  Federal  Trade  Commission,  and 
one  of  the  draftsmen  of  the  bill,  stated  very  frankly  that : 

"At  the  threshold  of  this  question,  there  seems  to  me  to  lie  the  question  of 
national  power  over  the  exchanges.  I  think  this  Committee  has  to  meet  that 
and  face  that  before  it  can  go  any  further.  The  question  is  not  free  from 
doudty     (Tr.,  pp.  2-3.)      (Italics  supplied.) 

The  need  for  regulation,  in  view  of  many  social  and  economic  evils  now 
alleged  to  arise  from  and  exist  by  reason  of  practices  indulged  in  by  those 
engaged  in  the  buying  and  selling  of  securities,  whether  as  members  of  stock 
exchanges  or  in  the  over-the-counter  markets,  is  being  pressed  upon  the  Con- 
gress as  a  justification  for  the  enactment  of  the  proposed  bill.  Public  necessity 
does  not,  however,  give  rise  to  federal  power. 

The  Government  of  the  United  States  is  not  a  national,  but  a  federal  Gov- 
ernment. Not  national  in  the  sense  that  it  possesses  inherent  power,  but 
federal  in  the  sense  that  it  possesses  only  those  powers  expressly,  or  by  neces- 
sary implication,  delegated  to  it  by  the  States.  All  powers  not  so  delegated 
are  by  the  Tenth  Amendment  to  the  Federal  Constitution  expressly  reserved 
to  the  States  respectively,  or  to  the  people. 

CONSTITXTTIONALITY    UNDER    THE    COMMERCE    CLAUSE 

Article  I,  Section  8,  of  the  Constitution  of  the  United  States  confers  upon 
the  Congi-ess  power  "  to  regulate  commerce  with  foreign  nations  and  among 
the  several  states     *     *     *     ." 

Commissioner  Landis,  in  his  testimony  before  the  House  Committee  on  Inter- 
state Commerce,  testified  in  this  connection  that : 

"  In  order  to  spell  out  an  appropriate  power  for  Congress  to  deal  with  stock 
exchanges,  you  have  to  show  the  intimate  relationship  of  these  transactions 
on  the  exchange  itself  to  interstate  commerce. 

I  speak  primarily  of  the  interstate  commerce  power,  beoause  I  do  not  believe 
that  legislation  of  this  type  can  be  based  effectively  upon,  any  other  power 
than  the  congressional  power  over  interstate  commerced  (Tr.,  \).  4.)  (Italics 
supplied.) 

In  justification  of  the  attempted  exercise  of  the  power  of  the  Congress  over 
interstate  commerce.  Section  2  of  the  Bill  contains  a  recital  of  facts  which 
are  declared  to  make  the  regulation  of  exchanges  using  the  channels  of  inter- 
state commerce  necessary  in  the  public  interest.  To  the  extent  that  this 
section  embodies  findings  of  fact  it  will,  of  course,  go  far  in  satisfying  judicial 
inquiry  into  the  need  for  such  legislation,  but  to  the  extent  that  the  section 
contains  miM-e  conclusions  of  law  upon  the  facts  recited  therein,  it  establishes 
nothing  and  would  have  no  controlling  effect  upon  the  decision  of  any  court 
that  might  Ite  called  upon  to  decide  whether  such  conclusions  were,  in  point  of 
law,  correct. 

The  findings  of  fact  in  this  section  that  "  transactions  in  securities  as 
commonly   conducted    upon   securities   exchanges   by   means    of   the   mails   or 
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instrumentalities  of  transportation  or  communication  in  interstate  commerce, 
are  affected  witli  a  national  public  interest ",  are  predicated  upon  the  conclu- 
sion of  law  that  transactions  in  securities  by  means  of  the  mails  or  instru- 
mentalities of  transportation  or  communication  are  interstate  commerce.  If 
such  is  not  the  case,  congressional  declaration  to  the  contrary  does  not  make  it 
so  as  a  matter  of  law. 

Again,  the  section  provides  that  "  Transactions  in  securities  upon  exchanges 
create  a  tiow  of  securities  in  interstate  commerce  to  and  from  the  places 
where  such  exchanges  are  located  ".  Here,  again,  is  found  a  conclusion  of  law 
that  such  flow  of  securities  as  may  in  fact  result  from  stock  exchange  trading, 
constitutes  interstate  commerce.  If  such  is  not  the  fact,  it  isn't  made  any 
more  so  by  congressional  declaration.  Finally,  the  section  provides  that 
"  Regulation  of  transactions  in  securities  conducted  upon  exchanges  by  means 
of  instrumentalities  of  transportation  and  communication  in  interstate  com- 
merce of  the  mails  is  imperative  in  the  public  interest  for  the  protection  of 
interstate  commerce  *  *  *."  The  regulation  of  transactions  in  securities 
thus  declared  as  imperative  in  the  public  interest,  presupposes  that  the  trans- 
actions so  to  be  regulated  constitute  interstate  commerce.  If  they  do  not, 
Congress  cannot  by  legislative  fiat  ascribe  to  them  legal  characteristics  which 
they  do  not  otherwise  possess. 

Putting  aside,  however,  what  may  be  said  to  be  a  legislative  attempt  to  give 
to  the  business  of  securities  exchanges,  and  that  of  their  members,  factual 
characteristics  which  they  do  not  possess,  but  which  are  admittedly  essential 
to  any  lawful  exercise  of  the  power  of  the  Congress  to  control  interstate 
commerce,  a  general  statement  of  the  nature  of  such  businesses  is  necessary  in 
order  to  properly  determine  whether  they  are  in  fact  so  interstate  in  character 
as  to  constitute  interstate  commerce.    That  they  are  not  is  fairly  demonstrable. 

THE  NATURE  OF  THE  BU8INE1SS  SOUGHT  TO  BE  BEGULATEID 

The  business  of  a  stock  exchange  is  to  centralize  the  purchase  and  sale  of 
securities.  Sales  are  made  only  between  members  of  the  exchange  and,  in  the 
case  of  the  New  York  Stock  Exchange,  the  transactions  occur  only  in  its 
building  in  the  City  of  New  York.  The  purchases  and  sales  made  by  members 
on  the  tloor  of  the  New  York  Stock  Exchange  are  completed  by  actual  delivery, 
either  through  the  place  for  central  delivery  maintained  by  a  subsidiary  of 
the  Exchange  or  directly  between  the  offices  of  the  members  which,  under  the 
rules  of  the  Exchange,  must  be  located  in  its  immediate  vicinity.  Therefore,  the 
actual  contracts  of  purchase  and  sale  take  place  only  in  New  York  City,  and 
all  deliveries  of  securities  and  payments  of  money  in  connection  with  the 
performance  of  these  contracts  likewise  occur  solely  in  New  York  City. 

The  immediate  objects  of  sale  are  bonds  or  certificates  of  stock.  In  the 
case  of  bonds  listed  on  the  New  York  Stock  Exchange,  not  only  are  the  instru- 
ments themselves  evidences  of  debt,  but,  under  the  rules  of  the  Exchange,  the 
issuing  corporations  must  maintain  offices  or  paying  agencies  in  the  City  of 
New  York  at  which  both  principal  and  interest  are  payable.  In  the  case  of 
certificates  of  stock,  they  are  constituents  of  title  and,  under  the  rules  of  the 
Exchange,  the  issuing  companies  must  maintain  transfer  agents  and  registrars 
in  New  York  City  where  such  certificates  may  be  transferred  of  record. 

In  the  use  of  the  Exchange's  facilities,  transactions  of  three  general  classes 
occur. 

First.  Transactions  where  seller  and  huyer  are  both  residents  of  the  City 
and  State  of  New  York.  Transactions  of  this  nature  are  obviously  local  in 
character  and,  therefore,  solely  within  the  control  and  regulation  of  state  laws. 
Boothe  v.  Illinois,  184  U.S.  425;  Otis  v.  Parker,  187  U.S.  606;  Hatch  v.  Reardon, 
204  U.S.  152;  Brodnax  v.  Missouri,  219  U.S.  285;  Home  v.  Mayes,  219  U.S.  270. 

Second.  Transactions  where  seller  and  buyer  are  residents  of  different  states 
itit  no  actual  ship>)nent  of  securities  occur  because  pa<yment  for  the  buyer's 
account  is  effected  through  some  means  of  financing  requiring  the  secu/rities 
to  remain  in  New  York.     Marginal  transactions  are  of  this  character. 

In  transactions  of  this  nature  nothing  more  than  buy  and  sell  orders  pass 
between  the  states  through  use  of  the  mails  or  other  instrumentalities  of 
communication,  such  as  telephone  or  telegraph. 

This  form  of  interstate  communication  is  sought  to  be  made  interstate  com- 
merce by  the  provisions  of  Paragraph  16  of  Section  3  of  the  bill  defining  such 
commerce  as 
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"  *  *  *  transaction  in  respect  of  any  security  shall  be  considered  to  be 
in  interstate  conunerce  if  such  transaction  is  part  of  that  current  of  commerce 
usual  in  a  security  transaction  whereby  an  order  to  pui'chase  or  to  sell  a 
security  originates  from  a  person  in  one  state  with  expectation  that  it  will 
or  may  be  consummated  by  the  receipt  on  an  exchange  of  an  order  to  sell, 
or  purchase  the  same  security  originating  from  another  person  in  another 
state    *     *     *." 

As  thus  defined,  interstate  communication  would  constitute  interstate  com- 
merce. Indeed,  it  is  declared  to  exist  upon  a  mere  expectation.  Such,  of 
course,  is  not  the  law.  In  United  States  Fidelity  Co.  v.  Kentucky,  231  U.S.  39i, 
in  which  the  constitutionality  of  a  Kentucky  license  tax  upon  commercial 
agencies  was  upheld,  the  court  said : 

"  The  circumstance  that  in  a  substantial  number  of  cases — even  if  in  the  greater 
number — there  is  correspondence,  by  letter  or  otherwise,  from  state  to  state, 
which  may  perhaps  have  an  effect  upon  the  conduct  of  other  parties  about 
entering  or  not  entering  into  transactions  of  interstate  commerce,  is  not 
controlling."     (P.  398.) 

In  New  York  Life  Insurance,  Company  v.  Deer  Lodge  County,  231  U.S.  495, 
the  Supreme  Court  upheld  the  validity  of  a  Montana  statute  imposing  a  tax 
upon  insurance  premiums  collected  in  that  state,  and  in  disposing  of  the 
contention  of  the  insurance  company  that  its  business  was  interstate  because 
conducted  in  large  measure  through  the  use  of  the  mails,  it  was  said  at  page 
509: 

"  To  accomplish  the  purpose  there  is  necessarily  a  great  and  frequent  use 
of  the  mails,  and  this  is  elaborately  dwelt  on  by  the  insurance  company  in  its 
pleading  and  argument,  it  being  contended  that  this  and  the  ti'ansmission  of 
premiums  and  the  amounts  of  the  policies  constitute  a  '  cuiTent  of  commerce 
among  the  States.'  This  use  of  the  mails  is  necessary,  it  may  be,  to  the  cen- 
tralization of  the  control  and  supervision  of  the  details  of  the  business ;  it  is 
not  essential  to  its  character.''     (Italics  supplied.) 

In  Oraniteville  Manufacturing  Co.  v.  Query,  44  Fed.  (2d)  64  (affirmed  283 
U.  S.  376),  it  is  said  that  the  "sending  of  notes  by  mail  or  otherwise  from 
one  state  to  another  does  not  constitute  interstate  commerce."  See  also 
Blumenstock  Bros.  v.  Curtis  Publishing  Co.,  252  U.  S.  436 ;  Engel  v.  O'Malley, 
219  U.S.  128. 

The  above  decisions  clearly  demonstrate  that  interstate  communication  is 
not  interstate  commerce.  It  is  the  character  of  a  business  and  not  the  fact 
that  the  mails,  or  other  means  of  communication  may  be  employed  in  its 
conduct,  that  determines  whether  such  business  constitutes  interstate  com- 
merce. The  mere  use  of  the  mails,  or  other  means  of  communication,  for  the 
purpose  of  effecting  the  purchase  or  sale  of  securities  between  citizens  of 
different  states  through  the  facilities  of  the  New  York  Stock  Exchange,  where 
no  actual  shipment  of  securities  takes  place  is  not,  therefore,  interstate  com- 
merce and  cannot  be  made  so  by  mere  legislation  flat. 

Third:  Transactions  ichere  buyer  and  seller  are  residents  of  different  states 
and  the  transaction  of  sale  and  purchase  results  in  actual  shipment  of  securi- 
ties between  the  states.  Transactions  of  this  character  involve  the  question 
whether  stocks  and  bonds  are  commodities  in  the  sense  that  they  may  be  the 
subject  of  commerce  between  the  states. 

It  is  believed  that  they  are  not  in  view  of  the  decisions  of  the  Supreme 
Court  of  the  United  States  in  respect  to  substantially  similar  businesses. 

A  closely  related  series  of  cases  are  those  setting  forth  the  doctrine  that 
insurance,  in  all  its  forms,  is  not  interstate  commerce.  Paul  v.  Virginia,  8  Wall. 
168;  Ducat  v.  Chicago,  10  Wall.  410;  Liverpool  Ins.  Co.  v.  Massachusetts,  10 
Wall.  566 ;  Philadelphia  Fire  Ass'n  v.  Neiv  York,  119  U.  S.  110 ;  Hooper  v.  Cali- 
fornia, 155  U.  S.  648;  Noble  v.  Mitchell,  164  U.  S.  367;  Neto  York  Life  Ins.  Co.  v. 
Cravens,  178  U.  S.  389 ;  Nutting  v.  Massachusetts,  183  U.  S.  553 ;  New  York  Life 
Insurance  Co.  v.  Deer  Lodge  County,  231  IJ.  S.  495. 

In  the  latter  case,  it  was  urged  with  great  ability  upon  the  Supreme  Court 
that  the  enormous  importance  of  insurance  to  interstate  commerce,  particularly 
its  relationsliip  to  the  interstate  .'ihipment  of  goods,  justified  the  reversal  of  its 
earlier  decisions  holding  that  insurance  was  not  interstate  commerce.  The 
court,  however,  affirmed  the  doctrine  announced  in  Hooper  v.  California,  supra, 
where  it  was  said : 

"  *  *  *  the  general  rule  (that  insurance  is  not  commerce)  and  its  excep- 
tions are  based  *  *  *  (upon)  the  difference  between  interstate  commerce 
or  an  instrumentality  thereof  on  one  side  and  the  mere  incidents  which  may 
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attend  the  carrying  on  of  such  commerce  on  the  other.  This  distinction  has 
always  been  carefully  observed,  and  is  clearly  defined  by  the  authorities  cited. 
If  the  power  to  regulate  interstate  commerce  applied  to  all  the  incidents  to 
which  such  commerce  might  give  rise  and  to  all  contracts  which  might  be  made 
in  the  course  of  its  transaction,  that  power  would  embrace  the  entire  sphere  of 
mercantile  activity  in  any  way  connected  with  trade  between  the  States ;  and 
would  exclude  state  control  over  many  contracts  purely  domestic  in  their  nature. 
The  business  of  insurance  is  not  commerce.  The  contract  of  insurance  is  not 
an  instrumentality  of  commerce.  The  making  of  such  a  contract  is  a  mere 
incident  of  commercial  intercourse,  and  in  this  respect  there  is  no  difference 
whatever  between  insurance  against  fire  and  insurance  against  '  the  perils  of 
the  sea'." 

These  decisions  establish  that  the  business  of  insurance  is  not  immune  from 
state  regulation  as  being  interstate  commerce.  The  corollary,  that  the  business 
of  insurance  cannot  be  regulated  by  tlie  federal  government  because  it  is  not 
interstate  commerce,  would  seem  to  follow.  Indeed,  a  committee  on  the 
judiciary  of  the  United  States  Senate  unanimously  reported  that  insurance  was 
not  subject  to  federal  regulation  as  interstate  commerce.  (Senate  Report  No. 
4406,  59th  Congress,  first  Session.) 

In  Nathan  v.  Louisiana,  8  How.  73,  it  was  held  that  a  broker  engaged  in  the 
use  of  the  mails  in  buying  and  selling  foreign  bills  of  exchange  "  is  not  en- 
gaged in  commerce,  but  in  supplying  an  instrument  of  commerce  ". 

In  HamphiU  v.  Orloff,  277  U.S.  537,  a  "  Massachusetts  trust ",  doing  a  busi- 
ness of  buying  and  selling  negotiable  notes  in  various  states,  was  held  not  en- 
gaged in  interstate  commerce  in  respect  to  the  ownership  of  notes  of  a  resident 
of  Michigan  where  it  undertook  to  enforce  them  without  having  first  complied 
with  local  law  requiring  domestication  of  corporations.     The  court  said : 

"  Upon  the  facts  disclosed  the  court  below  held  the  trust  was  carrying  on  a 
business  of  dealing  in  negotiable  notes  within  the  State  of  Michigan ;  and  we 
find  no  reason  for  rejecting  that  conclusion.  Such  business  is  not  interstate 
commerce.  Nathan  v.  Loiiisiana,  8  How.  73;  Paul  v.  Virginia,  8  Wall.  168; 
Hatch  v.  Rcardon,  204  U.S.  152,  162;  Blnmenstoch  Bros.  v.  Curtis  Publishing 
Co.,  252  U.S.  436,  444." 

In  Graniteville  Manufacturing  Co.  v.  Query,  44  Fed.  (2d)  64,  the  validity  of  a 
South  Carolina  stamp  tax  was  upheld  as  not  imposing  a  burden  on  interstate 
commerce  in  respect  of  a  series  of  notes  executed  by  the  plaintiff  over  a  period 
of  years — between  1923  and  1930 — and  sent  by  it  to  banks  outside  of  the  state 
for  discount.  The  District  Court  of  the  Eastern  District  of  South  Carolina, 
said: 

"  The  plaintiff  contends  also  that  the  laying  of  the  tax  in  question  is  a  burden 
upon  interstate  commerce.  But  under*  the  decisions  of  the  Supreme  Court  it  is 
plain  that  the  notes  in  question  did  not  constitute  interstate  commerce.  They 
are  mere  pei'sonal  contracts.  The  making  of  such  a  contract  is  a  mere  incident 
of  commercial  intercoui'se,  and  sending  the  notes  by  mail  or  otherwise  from 
one  state  to  another  does  not  constitute  interstate  commerce.  See  New  York 
Life  Ins.  Co.  v.  Deer  Lodge  County,  231  U.S.  495,  34  S.Ct.  167.  58  L.Ed.  332. 
where  the  subject  is  fully  discussed  and  the  decisions  reviewed." 

The  foregoing  decision  was  afiirmed  in  283  U.S.  376. 

Tlie  authorities  determine  that  the  negotiation  of  insurance  contracts,  the 
buying  and  selling  of  foreign  bills  of  exchange  and  of  negotiable  notes  through 
the  medium  of  the  malls,  or  other  means  of  interstate  communication,  is  not 
interstate  commerce,  and  it  would  seem  to  follow  by  analogy  that  the  buying 
and  selling  of  securities  in  similar  manner  is  likewise  not  interstate  commerce, 
and,  therefore,  not  subject  to  federal  regulation  or  control. 

The  basis  of  congressional  control  over  interstate  commerce,  as  distinguished 
from  its  control  over  the  instrumentalities  of  commerce  such  as  railroads,  tele- 
graph, telephone,  etc.,  arises  from  the  power  which  the  federal  government  pos- 
sesses to  insure  the  free  movement  of  commodities,  or  subjects  of  such  com- 
merce, between  the  states.  To  this  extent  direct  and  substantial  interference 
by  the  states  is  prohibited. 

These  principles  have  found  application  in  the  Packers  and  Stock  Yards  Act 
and  the  Grain  Futures  Act.  the  constitutionality  of  which  have  been  upheld, 
exercising  federal  control  over  certain  practices  on  live  stock  and  grain  ex- 
changes. The  transactions  made  the  subject  of  federal  regulation  by  these  acts 
were  not  themselves  regarded  as  interstate  commerce,  although  the  live  stock 
or  grain  to  which  they  related  necessarily  moved  in  interstate  commerce.  In 
fact,  the  Supreme  Court  has  repeatedly  held  that  transactions  upon  commodity 
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exchanges  do  not  constitute  interstate  commerce.  Hopkins  v.  United  States, 
171  U.S.  578 ;  Eill  v.  Wallace,  259  U.S.  44 ;  Moore  v.  New  York  Cotton  Exchange, 
270  U.S.  593.  It  is  the  effect  of  such  transactions  upon  the  stream  of  com- 
modities moving  in  interstate  commerce  that  makes  them  subject  to  federal 
regulation.  Sicift  &  Co.  v.  United  States,  196  U.S.  375;  United  States  v.  Patton, 
226  U.S.  525;  Stafford  v.  Wallace,  258  U.S.  495;  Boai'd  of  Trade  v.  Olsen,  262 
U.S.  1 ;  United  States  v.  Coffee  Exchange,  263  U.S.  611 ;  Tagg  Bros,  and  Marshall 
V.  United  States,  280  U.S.  520.  This  is  made  manifest  by  the  statement  of  Chief 
Justice  Taft  in  Board  of  Trade  v.  Olsen,  supra,  when  he  said : 

"  The  sales  on  the  Chicago  Board  of  Trade  are  just  as  indispensable  to  the 
continuity  of  the  flow  of  wheat  from  the  West  to  the  mills  and  distributing 
points  of  the  East  and  Europe  as  are  the  Chicago  sales  of  cattle  to  the  flow  of 
stock  toward  the  feeding  places  and  slaughter  and  packing  houses  of  the  East." 

In  the  foregoing  cases  Congress  undertook  the  regulation  of  transactions  in 
commodities  raised  or  produced  with  the  expectation  that  they  would  move 
through  instruments  of  commerce,  the  railroads,  and  become  a  part  of  the 
flow  of  such  commerce  between  the  states.  Consumption  of  such  commodities 
within  the  state  of  their  origin,  except  to  a  very  limited  extent  would  be  im- 
possible. Their  production,  marketing  and  sale  to  the  ultimate  consumer 
necessarily  constitutes  an  interstate  business.  It  is  constant  in  its  relation  to 
the  law  of  supply  and  demand  and  any  interruption  of  that  relationship 
through  transactions  of  the  character  prohibited  by  the  acts  referred  to,  would 
necessarily  constitute  an  interruption  of  and  burden  upon  interstate  com- 
merce. The  transportation  and  terminal  facilities  of  the  railroads  are  like- 
wise dependent  upon  continuity  in  the  flow  of  such  commodities  in  interstate 
commerce. 

None  of  these  conditions  obtain  in  respect  to  the  business  of  buying  and 
selling  securities.  There  are  no  circumstances  requiring  securities  to  move 
from  state  to  state  in  order  to  be  dealt  with  in  stock  exchange  transactions. 
They  may  find  a  ready  market  on  exchanges,  or  in  over-the-counter  trading, 
in  the  state  of  their  issue.  Nor  are  the  facilities  of  the  railroads  in  any  sense 
dependent  upon  the  movement  of  securities  between  the  states. 

Tn  a  letter  of  February  22nd,  1932,  from  Commissioner  Landis.  then  a  pro- 
fessor in  the  Law  School  of  Harvard  University,  to  Messrs.  Carter,  Ledyard 
&  M.lburn,  counsel  for  New  York  Stock  Exchange,  a  copy  of  which  letter  has 
been  made  a  part  of  the  record  in  the  hearings  upon  this  bill  before  the  Senate 
Committee  on  Banking  and  Currency  and  the  House  Committee  on  Interstate 
Commerce,  Mr.  Landis  says  : 

"  The  recognition  that  this  is  the  basic  principle  underlying  Congressional 
control  over  sales  for  future  delivery  and  other  practices  on  commodity  ex- 
changes in  my  opinion  distinguishes  these  exchanges  from  stock  exchanges. 
In  the  former  type  of  exchange,  the  thing  that  is  bought  and  sold  is  a  com- 
modity moving  in  interstate  commerce.  *  *  *  rpjig  stock  exchange,  how- 
ever, presents  no  such  aspect.  Other  than  a  physical  certificate  representing 
a  chose  in  action,  no  commodity  is  to  move  in  interstate  commerce  as  a  conse- 
quence of  a  sale  on  the  stock  exchange.  Dealings  upon  that  market  will  effect 
no  additions  to  the  cost  of  moving  these  certificates  from  state  to  state. 
Indeed,  the  parallel  tetivcen  a  commoditij  exchange  and  a  stock  exchange  is  so 
al)sent,  that  I  cannot  regard  these  decisions  as  governing  the  stock  exchange 
situation  nor  as  establishing  a  principle  applicable  to  tran^actio'ns  upon  stock 
exchanges."     (Italics  supplied.) 

This  reasoning  is  logical  and  sound.  Coming  from  one  of  the  persons  largely 
responsible  for  the  drafting  of  the  Fletcher-Rayburn  bill  it  should  be  highly 
persuasive  in  support  of  the  view  that  the  decisions  of  the  Supreme  Court  in 
the  Stock  Yard  and  Grain  Futures  cases  constitute  no  authority  for  the  con- 
tention that  the  buying  and  selling  of  securities  through  the  medium  of  stock 
exchanges  constitute  interstate  commerce. 

The  fact  that  dealing  in  securities  through  the  medium  of  the  New  York  Stock 
Exchange,  or  in  over-the-counter  trading,  may  consist  of  purely  local  transac- 
tions where  both  buyer  and  seller  are  residents  of  the  same  state,  or  involve 
transactions  between  residents  of  different  states,  either  with  or  without  the 
actual  shipment  of  securities  from  state  to  state,  demonstrates  that  such  trans- 
actions of  purchase  and  sale  do  not  provide  for,  nor  do  they  necessarily  con- 
template, the  shipment  of  securities  between  the  states.  If  interstate  shipments 
are  actually  made,  it  is  not  because  of  anything  growing  out  of  the  making  of 
the  contract  of  purchase  and  sale  on  the  New  York  Stock  Exchange.  The  neces- 
sity for  any  such  shipment  is  not  implicit  in   the   transaction.     Under  such 
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circumstances  the  Supreme  Court  has  repeatedly  held  that  trading,  even  upon 
commodity  exchanges,  does  not  constitute  interstate  commerce. 

In  Hopkins  v.  United  States,  171  U.S.  578,  transactions  on  the  Kansas  City 
Live  Stock  Exchange,  an  unincorporated  association,  having  to  do  with  the 
purchase  and  sale  of  cattle,  hogs  and  other  live  stock,  were  held  not  interstate, 
the  court  saying: 

"  The  selling  of  an  article  at  its  destination,  ichich  has  been  sent  from  another 
state,  while  it  may  be  regarded  as  an  interstate  sale  and  one  lohich  the  importer 
was  entitled  to  make,  yet  the  services  of  the  individual  employed  at  the  place 
where  the  article  is  sold  are  not  so  connected  with  the  subject  sold  as  to  make 
them  a  portion  of  interstate  commerce,  and  a  combinatimi  in  regard  to  the 
amount  to  be  charged  for  such  service  is  not,  therefore,  a  combination  in 
restraint  of  that  trade  or  commerce."     (Italics  supplied.) 

In  Hatch  v.  Reardon,  204  U.S.  152,  an  Act  of  the  state  of  New  York  imposing 
a  stamp  tax  of  two  cents  on  the  $100  of  face  value  of  shares  of  stock,  when  sold 
in  New  York  by  a  resident  of  Connecticut  to  a  resident  of  the  latter  state  doing 
business  in  New  York,  was  held  not  a  burden  on  interstate  commerce,  the  court 
saying : 

"The  fact  that  the  property  sold  is  outside  of  the  state  and  the  seller  and 
buyer  foreigners  are  not  enough  to  make  a  sale  commerce  \\-ith  foreign  nations 
or  among  the  several  states,  and  that  is  all  that  there  is  here." 

In  Ware  &  Leland  v.  Mobile  County,  209  U.S.  405,  a  statute  of  Alabama  impos- 
ing a  license  tax  on  stock  and  cotton  exchanges  and  the  persons  trading  thereon 
for  the  purpose  of  buying  and  selling  futures,  was  held  not  a  regulation  of 
interstate  commerce  although  such  purchases  or  sales  were  executed  through 
the  medium  of  an  agent  in  Mobile,  Alabama,  on  the  New  York  or  New  Orleans 
Cotton  Exchanges.     The  court  said : 

"  The  appellants  are  brokers  who  take  orders  and  transmit  them  to  other 
states  for  the  purchase  and  sale  of  grain  or  cotton  upon  speculation.  They 
are,  in  no  just  sense,  common  carriers  of  messages,  as  are  rhe  telegraph 
companies.  For  that  part  of  the  transactions,  merely  speculative  and  fol- 
lowed by  no  actual  delivery,  it  cannot  be  fairly  contended  that  such  contracts 
are  the  subject  of  interstate  commerce ;  and  concerning  such  of  the  contracts 
for  purchases  for  future  delivery,  as  restilt  in  actual  delivery  of  the  grain  or 
cotton,  the  stipulated  facts  show  that  when  the  orders  transmitted  are  re- 
ceived in  the  foreign  state  the  property  is  bought  in  that  state  and  there  held 
for  the  purchaser.  The  transaction  was  thus  closed  by  a  contract  completed 
and  executed  in  the  foreign  state,  although  the  orders  were  received  from 
another  state.  When  the  delivery  was  upon  a  contract  of  sale  made  by  the 
broker,  the  seller  was  at  liberty  to  acquire  the  cotton  in  the  market  where 
the  delivery  was  required  or  elsewhere.  He  did  not  contract  to  ship  it  from 
one  state  to  the  place  of  delivery  in  another  state.  And  though  it  is  stipu- 
lated that  shipments  were  made  from  Alabama  to  the  foreign  state  in  some 
instances,  that  teas  not  because  of  any  contractual  obligation  so  to  do.  In 
neither  class  of  contracts,  for  sale  or  purchase,  was  there  necessarily  any 
movement  of  commodities  in  interstate  traffic,  because  of  the  contracts  made 
by  the  brokers. 

"  These  contracts  are  not,  therefore,  the  subjects  of  interstate  commerce, 
any  more  than  in  the  insurance  cases,  where  the  policies  are  ordered  and 
delivered  in  another  state  than  that  of  the  residence  and  office  of  the  company. 
The  delivery,  when  one  was  made,  was  not  because  of  any  contract  obliging 
an  interstate  shipment,  and  the  fact  that  the  purchaser  might  thereafter 
transmit  the  subject-matter  of  purchase  by  means  of  interstate  carriage  did 
not  make  the  contracts  as  made  and  executed  the  subjects  of  interstate  com- 
m,erce."     (Italics  supplied.) 

In  Moore  v.  Neio  York  Cotton  Exhange,  270  U.S.  593,  it  was  said : 

"  The  New  York  exchange  is  engaged  in  a  local  business.  Transactions 
between  its  members  are  purely  local  in  their  inception  and  in  their  execution. 
They  consist  of  agreements  made  on  the  spot  for  the  purchase  and  sale  of 
cotton  for  future  delivery,  with  a  provision  that  such  cotton  must  be  repre- 
sented by  a  warehouse  receipt  issued  by  a  licensed  warehouse  in  the 
Port  of  New  York  and  be  deliverable  from  such  warehouse.  Such  agree- 
ments do  not  provide  for,  nor  does  it  appear  that  they  contemplate,  the 
shipment  of  cotton  from  one  state  to  another.  If  interstate  shipments  are 
actually  made,  it  i^  not  because  of  any  contractual  obligation  to  that 
effect;  but  it  is  a  chance  happening  which  cannot  have  the  effect  of 
converting  these  purely  local  agreements   or  the  transactions   to  which  they 


6654  STOCK   EXCHANGE   PEACTICES 

relate  into  subjects  of  interstate  commerce.  Ware  d  Leland  v.  Mobile  County, 
209  U.S.  405,  412-413.  The  most  that  cau  be  said  is  that  the  agreements  are 
likely  to  give  rise  to  interstate  shipments.  This  is  not  enough.  Engle  v. 
O'MaUeu,  219  U.S.  128,  139.  See  also  Hopkins  v.  United  States,  171  U.S.  578, 
588,  590;  Anderson  v.  United  States,  171  U.S.  604,  615-616."  (Italics  supplied.) 
These  authorities  determine  the  unconstitutionality  of  the  Bill  as  an 
attempted  regulation  of  the  business  of  buying  and  selling  securities,  whether 
conducted  through  the  medium  of  stock  exchanges  or  in  over-the-counter 
markets.  Such  business  is  essentially  local  in  character.  The  fact  that  the 
mails,  or  other  means  of  communication  or  transportation,  may  be  employed 
in  its  conduct  does  not  give  it  a  different  character.  Interstate  communication 
is  not  interstate  commerce.  Nor  does  the  fact  that  transactions  in  securities 
on  stock  exchanges,  or  in  over-the-counter  markets,  may  give  rise  to  shipment 
of  securities  from  one  state  to  another  constitute  such  transactions  interstate 
commerce,  since  there  is  nothing  in  the  transactions  of  purchase  and  sale  that 
necessitates  or  requires  such  shipments, 

CONSTITTJTIONAI-ITY   UNDER   THE  POWER   OF  THE   CONGRESS    TO   CONTROL   THE   USE   OF 

THE   MAILS 

Section  4  of  the  Bill  prohibits  the  use  of  the  mails  "  in  interstate  commerce  " 
for  the  purpose  of  using  the  facilities  of  any  securities  exchange  unless  such 
exchange  is  registered  as  a  national  securities  exchange  under  the  provisions 
of  the  Bill.  Section  14  of  the  Bill  prohibits  the  use  of  the  mails  "  in  interstate 
commerce  "  for  the  purpose  of  making  or  creating  a  market  for  any  security 
whether  or  not  listed  oh  any  national  securities  exchange  except  upon  com- 
pliance with  such  rules  and  regulations  as  the  Federal  Trade  Commission  may 
prescribe  as  appropriate  in  the  public  interest,  or  for  the  protection  of  investors. 

Both  inhibitions  ai*e,  therefore,  against  use  of  the  mails  "  in  interstate  com- 
merce." If  trading  in  securities  listed  upon  securities  exchanges,  or  whether  or 
not  so  listed,  is  not  interstate  commerce  the  use  of  the  mails  for  such  purposes 
would  not  seem  to  constitute  an  inhibited  use. 

Furthermore,  as  the  prohibition  against  the  use  of  the  mails  for  the  purpose 
of  using  the  facilities  of  any  securities  exchange  is  predicated  upon  the  assump- 
tion that  there  exists  in  the  Congress  power  to  require  such  exchanges  to 
register  under  the  provisions  of  the  Bill  because  engaged  in  interstate  com- 
merce, it  would  seem  to  follow  that  if  such  business  is  not  interstate  commerce 
and  that  power  to  require  registration  does  not,  therefore,  exist,  the  inhibition 
against  the  use  of  the  mails  for  the  purpose  of  making  use  of  the  facilities  of 
any  such  securities  exchange  is  ineffective. 

Assuming,  however,  for  the  sake  of  discussion,  an  assumption  which  we 
have  shown  to  be  contrary  to  the  facts,  that  the  business  of  stock  exchanges 
and  that  of  their  members,  as  well  as  dealing  in  over-the-counter  markets,  is 
interstate  commerce,  and  that  because  of  this  fact  the  proposed  Bill  undertakes 
to  prohibit  the  use  of  the  mails  in  connection  with  the  transaction  of  such 
business,  does  the  control  of  the  Congress  over  the  use  of  the  mails  warrant  the 
exercise  of  that  power  in  the  manner  proposed? 

Article  I,  Section  8,  of  the  Constitution  confers  upon  the  Congress  power 
"  to  establish  post  offices  and  post  roads." 

The  power  thus  conferred  has  been  held  to  comprehend  the  right  to  regulate 
the  postal  sy.stem  of  the  United  States  and  generally  to  determine  what  may 
or  may  not  be  carried  in  the  mails.     Ex  Parte  Jackson,  96  U.S.  727. 

Cases  in  which  this  power  of  the  Congress  has  been  upheld  have  very 
generally  related  to  matter  which  might  be  excluded  because  properly  con- 
sidered contrary  to  public  policy  or  inimical  of  the  public  welfare,  such  as 
matter  concerning  the  lotteries.  Ex  Parte  Jackson,  supra;  matter  involving 
schemes  to  defraud.  Public  Clearing  House  v.  Coyne,  194  U.S.  497;  matter  of 
a  scurrilous  or  defamatory  nature,  Warren  v.  United  States,  183  Fed.  718; 
matter  tending  to  incite  treason  or  forcible  resistance  to  the  laws  of  the 
United  States,  Milwaukee  Publishing  Co.  v.  Burleson,  255  U.S.  407;  and  matter 
of  an  obscene  or  indecent  nature,  Coomer  v.  United  States,  213  Fed.  1 ;  Tyomies 
Publishing  Co.  v.  United  States,  211  Fed.  385 ;  United  States  v.  Joimwl  Co.,  197 
Fed.  415. 

The  provisions  of  the  Bill  attempting  to  exclude  from  the  mails  correspond- 
ence, or  other  matter  i-elating  to  the  business  of  buying  and  selling  securities, 
would,   therefore,   involve  an   extension   of  this  power  of  the  Congress  in   a 
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manner  not  heretofore  attempted,   and,   it  is  respectfully   submitted,  without 
warrant  under  the  Constitution. 

The  provisions  of  the  Bill  in  this  respect  would  seem  to  be  founded  upon 
some  such  assumption  of  power  as  that  contended  for  by  the  Government  in 
Leiois  Publishing  Co.  v.  Morgan,  229  U.S.  288,  which,  as  paraphrased  in  the 
opinion  of  the  court,  was  said  to  constitute : 

<> :):  *  *  fj^  exertion  by  Congress  of  its  power  to  establish  post  offices  and 
post  roads,  a  power  which  conveys  an  absolute  right  of  legislative  selection  as 
to  what  shall  be  carried  in  the  mails  and  which  therefore  is  not  in  anywise 
subject  to  judicial  control  even  although  in  a  given  case  it  may  be  manifest 
that  a  particular  exclusion  is  but  arbitrary  because  resting  on  no  discernible 
distinction  nor  coming  within  any  discoverable  principle  of  justice  or  public 
policy." 

In  refusing  to  adopt  the  view  that  the  power  of  the  Congress  to  control  the 
use  of  the  mails  involved  any  such  unlimited  application,  the  court  said  at 
page  316 : 

"  *  *  *  because  there  has  developed  no  necessity  of  passing  on  the  ques- 
tion, we  do  not  wish  even  by  the  remotest  implication  to  be  regarded  as  assent- 
ing to  the  broad  contentions  concerning  the  existence  of  arbitrary  power 
through  the  classification  of  the  mails,  or  by  way  of  condition  embodied  in  the 
proposition  of  the  Government  which  we  have  previously  stated." 

The  power  of  the  Congress  to  control  the  use  of  the  mails  may  not  be 
exercised  in  such  manner  as  to  deny  or  destroy  rights,  either  guaranteed  by 
other  provisions  of  the  Constitution,  or  expressly  reserved  to  the  people  by 
the  Tenth  Amendment. 

In  Ex  Parte  Javkson,  96  U.S.  727,  the  court  said  at  page  732: 

"  The  right  to  designate  what  shall  be  carried  necessarily  involves  the  right 
to  determine  what  shall  be  excluded.  The  difficulty  attending  the  subject 
arises,  not  from  the  want  of  power  in  Congress  to  prescribe  regulations  as  to 
what  shall  constitute  mail  matter,  but  from  the  necessity  of  enforcing  them 
consistently  with  rights  reserved  to  the  people,  of  far  greater  importance  than 
the  transportation  of  the  mail."     (Italics  supplied.) 

Nothing  in  the  opinion  of  the  court  in  Milwuukee  Publishing  Company  v. 
Burleson,  255  U.S.  407,  is  at  variance  with  this  doctrine  as  stated  in  the 
dissenting  opinion  of  Mr.  Justice  Brandeis,  at  p:ige  430: 

"The  power  to  police  the  mails  is  an  incident  of  the  postal  power.  Congress 
may,  of  course,  exclude  from  the  mails  matter  "wliicli  is  dangerous  or  which 
carries  on  its  face  immoral  expressions,  throats  or  libels.  It  may  go  further  and 
through  its  power  of  exclusion  exercise,  within  limits,  general  police  power  over 
the  material  which  it  carries,  even  thOiiigh  its  regulations  are  quite  unrelated  to 
the  business  of  transporting  mails.  In  re  Rapier,  143  U.S.  110;  Lewis  Publish- 
ing Co.  v.  Morgan,  229  U.S.  288.  As  stated  in  Ex  Parte  Jackson,  96  U.S.  727, 
732:  'The  difficulty  attending  the  subject  arises,  not  from  the  want  of  power 
in  Congress  to  prescribe  regulations  as  to  what  shall  constitute  mail  matter,  but 
from  the  necessity  of  enforcing  them  consistently  with  rights  reserved  to  the 
people,  of  far  greater  importance  than  the  transportation  of  the  mail.'  In  other 
words,  the  postal  power,  like  all  its  other  powers,  is  subject  to  the  limitations 
of  the  Bill  of  Rights.  Burton  v.  United  States,  202  U.S.  344,  371.  Compare 
Adair  v.  United  States,  208  U.S.  161."     (Italics  supplied.) 

Tlie  power  of  the  Congress  to  control  the  use  of  the  mails  may  not,  there- 
fore, bo  constitutionally  exercised  so  as  to  generally  prohobit  their  use  in  con- 
nection with  the  buying  and  selling  of  securities  through  the  medium  of  stock 
exchanges  or  in  over-tlie-counter  markets.  Such  power  may  be  properly  exer- 
cised only  for  the  purpose  of  prohibiting  specific  transactions  or  methods  of 
trading  in  securities  when  expressly  declared  to  be  contrary  to  public  policy. 

The  only  specific  transactions  and  practices  condenmed  in  the  Bill  are  those 
which  occur  in  connection  with  trading  in  securities  "  registered  on  a  National 
Securities  Exchange  ",  which,  of  course,  presupposes  the  power  of  the  Congress 
to  require  such  exchanges  to  register  because  engaged  in  interstate  commerce. 
If  the  power  to  require  registration  does  not  exist,  and  the  transactions  and 
practices  condemnecl  in  the  Bill  are  not,  therefore,  in  securities  "  registered  on 
a  National  Securities  Exchange  ",  they  would  not  fall  within  the  inhibited  use. 

There  is,  however,  a  general  inhibition  in  the  Bill  against  the  use  of  the  mails 
for  making  or  creating  over-the-counter  markets  in  unlisted  securities  without 
complying  with  such  rules  and  regulations  as  the  Federal  Trade  Commission 
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may  prescribe  as  appropriate  in  the  public  interest.  So  broad  a  delegation  of 
power  must,  if  constitutional,  be  exercised  by  the  Commission  in  the  same 
manner  and  with  the  same  regard  to  other  rights  guaranteed  by  or  reserved  to 
tlie  people  under  tlie  Constitution,  as  would  be  required  of  the  Congress  under 
like  circumstances. 

It  is  not  believed,  therefore,  that  the  Commission  could,  under  color  of  the 
power  thus  conferred,  prescribe  rules  and  regulations  destructive  of  the  con- 
stitutional rights  of  those  engaged  in  the  buying  and  selling  of  unlisted  securi- 
ties in  over-the-counter  markets.  To  hold  otherwise  would  concede  to  the  Com- 
mission a  power  which  the  Congress  does  not  possess  and  which  might  be 
exercised  in  such  manner  as  to  hinder  and  delay,  if  not  in  fact  render  impossible 
of  transaction,  important  busiue.ss  of  a  purely  private  nature,  the  conduct  of 
which  is  as  much  in  the  public  interest  as  is  the  correction  of  the  economic 
conditions  which  the  Bill  is  designed  to  remedy» 

CONCLUSION 

The  following  conclusions  are  fully  justified  from  what  has  been  shown : 

First:  The  Government  of  the  United  States  is  not  national  but  federal  in 
character,  and  may  not  exercise  through  the  Congress  powers  not  expressly 
granted,  or  by  implication  necessarily  conferred,  by  the  Constitution. 

Second:  The  power  of  the  Congress  to  regulate  interstate  commerce,  broad 
though  it  is,  must  be  exercised  in  relation  to  transactions  or  businesses  essen- 
tially interstate  in  character,  or  so  directly  related  to  interstate  conuuerce  as  to 
be  fairly  comprehended  within  the  power  of  the  Congress  to  regulate  such 
commerce.  The  business  of  stock  exchanges  and  that  of  their  members  may 
consist  of  purely  local  transactions  between  buyers  and  sellers  residents  of  the 
same  state.  It  may  also  involve  transactions  between  residents  of  different 
states,  either  with  or  without  the  actual  shipment  of  securities  between  the 
states.  Interstate  commimications  may  be  emploj'ed  in  the  conduct  of  such 
business  but  interstate  communication  is  not  interstate  commerce.  The  nature 
of  the  business  of  stock  exchanges  and  that  of  tlieir  members  does  not  provide 
for,  nor  does  it  necessarily  contemplate,  the  shipment  of  securities  between  the 
states.  If  interstate  shipments  are  actually  made,  it  is  not  because  of  anything 
ffroicing  out  of  the  making  of  the  contract  of  purchase  and  sale  of  securities. 
The  necessity  for  any  such  shipment  is  not  implicit  in  the  transaction.  There 
is  no  flow  of  securities  through  channels  of  interstate  transportation  such  as 
that  made  the  subject  of  regulation  in  the  Stock  Yard  and  Grain  Futures  Acts, 
nor  are  securities  commodities  in  a  commercial  sense.  Under  the  decisions  of 
the  Supreme  Court  of  the  United  States  in  fairly  analagous  cases,  the  business 
of  stock  exchanges  and  that  of  their  members  is  intrastate  in  character  and  not 
interstate,  and,  therefore,  not  subject  to  regulation  or  control  by  the  Congress  as 
interstate  commerce. 

Third:  The  iwwer  of  the  Congress  to  control  the  use  of  the  mails,  like  all 
other  federal  power,  is  subject  to  the  limitation  of  the  Bill  of  Rights.  Broad 
though  it  is,  this  power  has  never  thus  far  been,  nor  may  it  now  be,  constitu- 
tionally exercised  through  the  medium  of  the  Federal  Trade  Commission  or 
directly  by  the  Congress,  as  is  proiwsed  in  the  Bill,  in  such  manner  as  to  hinder 
or  delay,  if  not  in  fact  render  impossible  of  transaction,  important  business  of  a 
purely  private  nature,  the  conduct  of  which  is  of  far  greater  importance  to  the 
general  puldic  than  the  correction  of  the  economic  conditions  which  the  Bill  is 
designed  to  remedy. 

Fourth:  The  Bill  as  a  "tt-hole  is  clearly  imconstitutional. 

Respectfully  submitted; 

HuNTON,  Williams,  Anderson,  Gay  &,  Moore, 

Electric  Building,  Richmond,  Virginia, 
Counsel  for  New  York  Stock  Exchange. 
Thomas  B.  Gay, 

Of  Counsel. 
March  1st,  1934. 
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THURSDAY,  MARCH   1,   1934 

United  States  Senate, 
Committee  on  Banking  and  Cukrenct, 

Washington,  D.G. 
The  committee  met  at  10  a.m.,  pursuant  to  adjournment  on  yes- 
terday, in  room  301  of  the  Senate  Office  Building,  Senator  Duncan  U. 
Fletcher  presiding. 

Present:  Senators  Fletcher  (chairman),  Wagner,  Barkley,  Bulk- 
ley,  Gore,  Costigan,  McAdoo,  Adams,  Townsend,  Carey,  and  Kean. 
Present  also :  Ferdinand  Pecora,  counsel  to  the  committee ;  Julius 
Silver  and  David  Saperstein,  associate  counsel  to  the  committee ;  and 
Frank  J.  Meehan,  chief  statistician  to  the  committee ;  also  Roland  L. 
Redmond,  counsel  to  the  New  York  Stock  Exchange. 

The  Chairman.  The  committee  will  come  to  order,  please.  Now, 
Mr.  Whitney,  you  may  proceed,  if  you  will,  just  in  your  own  way. 

STATEMENT  OF  RICHARD  WHITNEY,  PRESIDENT  OF  THE  NEW 
YORK  STOCK  EXCHANGE— Resumed 

Mr.  Whitney.  Mr.  Chairman  and  gentlemen  of  the  committee, 
yesterday  we  covered  in  some  detail  section  6  of  the  bill  dealing  with 
marginal  requirements. 

Section  7  of  the  bill  deals  with  restrictions  on  members'  borrow- 
ings, and  contains  6  subdivisions.  I  think  this  entire  section  has 
been  very  thoroughly  covered  by  Mr.  Corcoran,  and  I  think  it  would 
be  repetitious  for  me  to  go  into  all  the  details  unless  it  is  the  pleasure 
of  the  committee,  or  there  are  any  particular  questions. 

The  Chairman.  There  seem  to  be  no  questions.    You  may  proceed. 

Mr.  Whitney.  Section  8  of  the  bill  deals  with  certain  prohibitions 
against  manipulation  of  security  prices.  Fundamentally  we  are  in 
agreement  with  the  purposes  contained  in  this  section,  except  that 
there  are  certain  details  that  need  clarification,  in  many  of  which 
cases  it  was  agreed  to  by  Mr.  Corcoran ;  perhaps  specifically  in  that 
connection,  the  necessity  for  arbitrage  between  various  markets, 
which  under  subsection  7  seemingly  would  be  prohibited. 

Senator  Gore.  Subsection  7  of  what  section? 

Mr.  Whitney.  Subsection  (7)  of  section  8. 

The  Chairman.  All  right. 

Mr.  Whitney.  Section  9  of  the  bill  contains  three  subsections  hav- 
ing to  do  with  short  selling,  stop-loss  orders,  and  the  employment  or 
use  of  any  contrivance  or  device  that  the  Federal  Trade  Commission 
deems  detrimental  to  the  public  interest. 

Short  selling  we  have  covered  time  and  time  again  by  way  of 
explanation  and  stating  our  opinion  of  its  necessity  to  a  market. 
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As  to  stop-loss  orders,  we  believe  that  any  prohibition  of  them 
would  be  to  the  great  detriment  of  the  public. 

Now,  as  to  section 

Senator  Gore  (interposing).  Mr.  "VA^iitney,  I  do  not  suppose  it 
would  do  to  make  them  compulsory,  I  have  sometimes  thought  it 
might  be  better  to  make  them  compulsory  than  to  abolish  them. 
Mr.  Whitney.  Do  you  mean  stop-loss  orders? 
Senator  Gore.  Yes.  But  I  understand  that  that  would  have  a 
tendency  to  freeze  your  market  in  a  wa3^  But  I  did  not  mean  that 
suggestion  seriously,  even  though  I  have  thought  it  might  be  better 
to  make  them  compulsorj^  than  to  abolish  them  altogether. 

Mr.  Whitney.  Well,  Senator  Gore 

Senator  Gore  (continuing).  But,  you  understand,  I  did  not  mean 
to  make  the  suggestion  seriously  that  jou  should  make  them  com- 
pulsory. 

Mr.  Whitney.  Section  10  of  the  bill  purports  to  deal  with  the 
segregation  and  limitation  of  the  functions  of  brokers,  specialists, 
and  dealers. 

Now,  as  to  the  dealer,  it  is  my  understanding  that  various  gentle- 
men have  requested  permission  to  appear  before  you  to  explain  spe- 
cifically wherein  that  materially  and  vitally  affects  their  doing  the 
business  they  are  accustomed  to  engage  in. 

As  to  specialists,  with  your  permission  I  request  that  a  specialist 
of  the  exchange  may  have  permission  to  appear  and  explain  in  detail 
just  how  he  functions  in  the  execution  of  orders  intrusted  to  him. 
At  the  moment  I  think  he  is  appearing  before  the  House  Committee 
on  Interstate  Commerce,  so  that  if  I  may  have  your  permission  I 
will  ask  him  later  on  to  come  before  you. 
The  Chairman.  All  right. 

Mr.  Pecora.  Mr.  Whitney,  how  many  specialists  are  there  on  the 
New  York  Stock  Exchange? 

Mr.  Whitney.  I  believe  about  350. 

Mr.  Pecora.  Are  there  any  who  are  specialists  for  more  than  one 
security  ? 

Mr.  Whitney.  Yes,  sir.  Some  have  many,  many  stocks.  Where 
a  specialist  has  only  one  stock  the  presumption  is  that  he  has  com- 
petition with  other  specialists  in  the  same  stock. 

Senator  Gore.  I  should  like  to  ask  one  question  right  there  on 
this  stop-loss  order  business:  I  have  heard  it  alleged  that  specula- 
tors would  find  out  that  there  were  a  number  of  short  stop-loss 
orders  in,  those  who  were  on  the  short  side  of  the  market,  and  would 
redouble  their  efforts  to  hammer  prices  down  so  as  to  reach  those 
stop-loss  orders  and  thereby  to  avail  themselves  of  the  increased 
pressure  by  having  stop-loss  orders  add  pressure  to  the  downward 
drive  on  the  stock.  Now,  does  one  broker  Iniow  of  stop-loss  orders 
on  the  part  of  others,  or  how  is  that  arranged  ? 

Mr.  Whitney.  Unless  by  some  underhand  means  an  individual 
should  find  out  the  fact  that  stop-loss  orders  exist  on  a  specialist's 
books,  I  do  not  know  how  one  could  arrive  at  the  information  you 
suggest,-  Senator  Gore.  Specialists  have  never  been  allowed  to 
divulge  to  anybody  the  fact  that  stop-loss  orders  exist  on  their  books, 
or  any  kind  of  stop  orders. 

Senator  Gore.  I  notice  in  the  market  reports  ofttimes  that  one  will 
see  mention  of  the  fact  that  stop-loss  orders  were  reached  in  the 
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downward  trend  of  a  stock,  and  that  that  accelerated  the  downward 
tendency  of  the  price  of  the  stock.  I  suppose  it  becomes  news  after 
it  happens. 

Mr.  Whitney.  After  it  happens,  yes ;  and  the  same  thing  can  take 
place  in  a  rising  market  as  well. 

Senator  Gore.  I  do  not  get  the  point.    Please  explain  it  more  fully. 

Mr.  Whitney.  Stop  orders  exist  to  buy  stock  at  a  price  as  well  as 
to  sell  stock  at  a  price.  And  if  a  man  is  short  of  a  stock  and  wants 
to  put  in  a  stop  order  he  puts  it  in  to  buy  at  a  price  stop,  where  it 
becomes  a  market  order,  as  soon  as  that  price  is  reached  or  a  higher 
price  is  reached. 

Senator  Gore.  He  puts  in  a  market  order  to  buy  above  the  market 
price,  is  that  it? 

Mr.  Whitney.  Above  the  market  price,  presumably ;  yes.  Senator 
Gore. 

Senator  Gore.  Why  would  he  do  that? 

Mr.  Whitney.  I  will  try  to  explain  that :  If  a  man  sells  100  shares 
of  General  Motors  short  at  40,  he  may  wish  to  limit  his  loss  to  1 
point.  So  he  puts  in  an  order  to  buy  100  shares  of  General  Motors  at 
41  stop.     That  is  the  reason  why  they  are  called  stop-loss  orders. 

Senator  Gore.  And  that  is  true  of  a  rising  as  well  as  of  a  falling 
market,  is  it? 

Mr.  Whitney.  Yes,  sir. 

Senator  Gore.  I  did  not  know  that.  I  thought  the  use  of  it  was 
to  protect  themselves  in  that  sort  of  case. 

Mr.  Whitney.  Perhaps  they  may,  but  of  that  I  am  not  acquainted. 

Senator  Gore.  They  do  that  on  the  grain  market  I  know,  and  I 
supposed  that  they  did  it  on  the  stock  market. 

Mr.  Whitney.  It  is  very  usual  in  such  a  case  for  them  to  use  a 
stop-loss  order. 

The  Chairman.  Mr.  Whitney,  in  reference  to  specialists,  do  I  un- 
derstand that  a  stock  may  have  inore  than  one  specialist  on  the  floor  ? 

Mr.  Whitney.  Yes,  sir.  Any  member  of  the  exchange  may  be- 
come a  specialist  in  any  stock  that  he  may  desire  to  specialize  in. 
That  is  his  entire  personal  prerogative. 

The  Chairman.  So  that  there  may  be  more  than  one  specialist  in 
any  particular  stock? 

Mr.  Whitney.  There  are  sometimes  as  many  as  10  specialists.  I 
think  there  have  been  10  specialists  at  one  time  in  the  United  States 
Steel  common.    And  I  believe  there  are 

Senator  Gore  (interposing).  Mr.  Whitney,  I  wish  you  would  state 
their  functions,  what  they  do,  and  how  they  qualify  to  become  recog- 
nized as  specialists.  What  action  has  to  be  initiated  in  order  to 
become  a  specialist? 

Mr.  Whitney.  What  they  do  in  order  to  become  a  specialist.  Sen- 
ator Gore,  is  to  advertise,  to  send  out  cards,  I  imagine  very  similar 
to  what  a  lawyer  or  a  doctor  does,  that  they  are  going  to  enter  that 
particular  business.  And  they  advise  members  of  the  exchange,  and 
very  often  advertise  it  in  the  papers,  that  they  intend  as  of  a  certain 
date  to  set  themselves  up  as  specialists  in  a  particular  stock. 

Senator  Gore.  And  they  can  do  that  of  their  own  motion  without 
any  authorization  to  do  it ;  is  that  so  ? 

Mr.  Whitney.  Absolutely,  sir.  They  then,  as  of  that  particular 
date,  hope  to  receive  orders  in  that  particular  stock,  and  they  place 
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themselves  at  the  particidar  post  where  that  stock  is  designated  to 
be  traded  in. 

Senator  Gore.  Now,  Mr.  Whitney,  will  j^ou  kindly  cover  their 
activities  in  your  statement? 

Mr.  Whitney.  They  receive  and  execute  buying  orders,  selling 
orders,  stop-loss  orders,  market  orders,  as  well  as  limited  orders, 
although  the  majority  of  the  orders  received  by  specialists  are 
limited.  They  also  have  the  privilege  to  buy  and  sell,  as  has  any 
other  broker  on  the  exchange,  for  their  own  account. 

Mr.  Pecoka.  Mr.  Whitney,  would  j^ou  mind,  just  for  the  sake  of 
the  record,  defining  for  us  the  term  "  limited  order  "  which  you  have 
just  referred  to? 

Mr.  Whitney.  To  give  you  an  instance  of  a  limited  order:  It  is 
an  order  to  buy,  let  us  sa}^,  100  shares  of  United  States  Steel  at  56, 
or  to  sell  100  shares  of  United  States  Steel  at  a  fixed  price.  Such 
orders,  if  given  to  buy  below  the  market,  are  almost  invariably  given 
to  a  specialist.  And  if  it  is  a  selling  order,  and  if  above  the  market 
and  limited  as  to  price — which  because  of  their  nature  must  be 
limited — it  is  also  given  almost  invariably  to  a  specialist.  These 
orders  are  entered  in  their  books,  that  is,  the  specialists'  books,  which 
will  be  more  specifically  explained  to  you  by  the  specialist  I  hope 
you  will  hear  from ;  and  when  the  market  reaches  those  prices,  if 
on  a  declining  scale  he  bu3^s  the  stock  for  the  broker  who  gave  him 
the  order  on  behalf  of  his  customer;  or  if  on  a  rising  market,  he 
sells  that  stock  which  he  has  on  order. 

Senator  Gore.  Xow,  Mr.  "V^-liitney,  if  he  has  an  order  to  sell 
United  States  Steel  at  50,  and  if  he  also  has  an  order  to  buy  United 
States  Steel  at  50,  does  he  have  to  give  his  customer  preference 
instead  of  taking  it  himself?  That  is,  the  specialist  cannot  take  the 
stock  up  in  that  sort  of  situation,  can  he  ? 

Mr.  Whitney.  Xo,  sir.  He  may  not  buy  stock  at  50  for  himself 
if  he  has  an  order  to  buy  for  anybody  else.  Likewise,  he  may  not 
sell  stock  at  50  for  himself  if  he  has  an  order  to  sell  for  anybody 
else  at  50. 

Senator  Gore.  That  is  my  understanding  of  it. 

Mr.  Whitney.  He  also  may  not  buy  any  stock  for  his  own  account 
if  he  has  a  market  order,  until  that  market  order  is  filled ;  and,  vice 
versa,  he  may  not  sell  any  stock  for  his  own  account  if  he  has  a 
selling  order  at  the  market,  until  that  order  has  been  filled. 

Senator  Bulbxey.  Do  you  mean  at  any  price?  In  other  words, 
if  he  had  an  order  to  buv  at  50  do  you  mean  that  he  could  not  buy 
at  501/8. 

Mr.  AVhitney.  Yes.  But  we  will  say  that  he  has  a  buying  order 
at  the  market,  and  then  he  may  not  trade  for  himself  at  anj'  price 
until  he  has  executed  that  order. 

Senator  Gore.  But  when  he  has  corresponding  orders,  to  bu}'^  and 
to  sell,  then  he  can  buy  and  sell  for  himself,  I  take  it  ? 

Mr.  Whitney.  Yes ;  as  may  anj^  other  broker  in  the  market. 

The  Chairman.  Now,  Mr.  Whitney,  in  regard  to  separating  the 
functions  of  these  people  mentioned  in  section  10  of  the  bill.  I  should 
like  to  get  your  view  as  to  whether  that  is  wise  or  not,  I  mean  to 
attempt  to  do  that.  That  is,  as  to  whether  a  broker  shall  do  a 
brokerage  business,  and  a  dealer  shall  deal  in  stocks. 
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Mr.  Whitney.  Mr.  Chairman,  I  think  that  is  a  tremendously 
broad  question.  I  personally  feel  that  the  elimination  of  trading 
for  his  own  account  insofar  as  the  specialist  is  concerned,  would  be 
to  the  infinite  detriment  of  the  public. 

Senator  Gore.  How  is  that?  Will  you  please  repeat  that?  I  did 
not  catch  it. 

Mr.  Whitney..  I  feel  that  if  a  specialist  were  prohibited,  as  he 
is  under  the  bill,  from  trading  for  his  own  account,  subject  to  the 
rules  of  the  exchange,  it  would  be  to  the  very  real  detriment  of  the 
public.  I  readily  grant  that  there  are  divergent  opinions  on  that 
subject  in  the  same  way  perhaps  as  to  other  persons  acting  as  dealer 
and  broker.  I  think,  as  we  have  suggested,  that  that  is  a  matter  for 
real  study,  for  great  additional  study  I  would  add,  before  it  is 
definitely  prohibited. 

Senator  JBijlkley.  What  harm  would  it  be  to  the  public? 

Mr.  Whitney.  I  believe  the  public  would  not  receive  the  same 
markets,  as  good  markets,  particularly  in  semiactive  and  inactive 
stocks.  I  believe  if  the  market,  as  I  have  stated,  for  a  stock  was 
bid  30  and  offered  at  32,  and  the  specialist  were  prohibited  from 
trading  for  his  own  account,  then  if  an  order  were  received  to  sell 
at  the  market  the  immediate  sale  would  have  to  be  at  30.  And 
the  next  order  might  be  a  market  order  to  buy  100  shares,  and  it 
would  be  immediately  executed  at  32.  The  buying  order  would 
have  to  be  immediately  executed  at  32.  If,  as  is  the  present  custom, 
the  specialist  Avished  to  make  a  market  between  those  figures  it  would 
be  to  the  advantage  of  the  customer,  the  public  who  wanted  to  trade. 

Mr.  Pecora.  Mr.  Whitney,  is  there  any  obligation  on  the  specialist 
to  do  that  under  the  existing  rules  of  the  exchange? 

Mr.  Whitney.  There  is  no  obligation,  but  that  is  the  fairly  uni- 
versal practice. 

Senator  Baricley.  Is  there  any  possible  conflict  of  interest  between 
the  specialist  as  a  trader  in  his  qwn  name  and  in  his  representative 
capacity. 

Mr.  Whitney.  There  is  in  one  regard,  Senator  Barkley ;  and  if  I 
may  explain  it? 

Senator  Barkley.  Please  do  so. 

Mr.  Whitney.  If  a  specialist  has  limited  orders  to  buy  stock,  and 
let  us  say  again  to  buy  Steel  at  50,  or  to  sell  Steel  at  50^/^,  and  he 
buys  that  stock  from  his  customer  or  sells  that  stock  to  his  customer, 
both  being  brokerage  houses  representing  the  public,  he  does  it  only 
after  a  bid  and  oftering  in  the  open  market  so  that  if  anybody  else 
wishes  to  trade  or  intervene  in  the  trade  they  maj"  do  so.  I  mean 
any  other  broker.  And  he  has  to  send  for  the  representative  of  the 
customer,  the  other  broker,  and  get  confirmation  and  approval  of 
the  trade  and  the  price.  And  the  contract  is  then  entered  into  be- 
tween the  specialist  and  the  other  broker  who  represents  the  public. 
The  individual  who  puts  his  order  in  to  sell,  let  us  say,  at  501/2,  the 
stock  which  the  specialist  takes  from  him,  has  of  his  own  volition 
and  election  to  put  that  order  in  to  sell  it  at  501/2-  To  my  mind  I 
cannot  think  there  is  any  conflict  of  interest  that  can  enter  in  there, 
because  he  can  only  sell  that  stock  at  the  i)rice  that  the  customer  has 
elected  to  sell  it  at,  or  at  a  higher  price.     He  cannot  sell  it  at  less. 

Senator  Barkley.  Suppose  that  I,  through  some  broker  here  in 
Washington,  give  an  order  to  sell  100  shares  of  Steel  at  50,  and  that 
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is  telegraphed  up  to  New  York  and  is  then  turned  over  to  a  spe- 
cialist. Suppose  that  specialist  in  his  own  name  happens  to  be  long 
of  100  shares  of  Steel  and  he  sells  to  me  his  100  shares  instead  of 
buying  it  on  the  open  market.  He  ceases  then  to  be  a  public  repre- 
sentative and  becomes  simply  a  dealer  between  himself  and  me, 
doesn't  he  ?     Does  that  ever  occur  ? 

Mr.  Whitney.  That  may  occur,  sir ;  but  the  fact  i§,  if  I  understand 
your  question  correctly,  you  have  elected  to  buy  100  shares  at  50. 
The  specialist  then  bids  50  for  the  stock  and  offers  100  shares  at 
50%  in  the  open  market.  And,  as  I  say,  anybody  else  can  take 
his  100  shares  at  50%  and  sell  to  you  at  50 

Senator  Gore  (interposing).  Mr.  Whitney,  will  you  please  state 
that  a^ain? 

Mr.  Whitney.  A  specialist  having  the  order  bids  50  for  100  shares 
and  offers  100  shares  at  50%.  Any  other  broker  may  offer  to  take 
the  100  shares  at  50%  or  to  sell  100  shares  at  50.  If  anybody  does, 
then  the  broker,  in  the  instance  suggested,  sells  100  shares  at  50. 
Now,  as  I  understand  it,  that  was  your  election,  to  buy  that  stock 
at  that  price,  and  I  cannot  see  any  conflict  of  interest. 

Senator  Barkley.  It  may  not  make  any  difference  to  me  for  I 
am  in  the  market  for  100  shares  at  50;  if  he  sells  to  me  and  if  it 
so  happens  that  the  specialist  on  the  floor  at  the  time  has  100  shares 
and  is  willing  to  sell  them  to  me  instead  of  buying  100  shares  from 
somebody  else  for  me.  It  may  not  make  any  difference  to  me  indi- 
vidually, but  it  does  seem  to  me  to  establish  a  dual  capacity  there, 
in  which  it  is  very  hard  to  draw  a  line  of  demarcation  between  him 
as  the  representative  of  me,  or  as  the  go-between  between  me  and 
somebody  else  who  wants  to  sell  100  shares  of  Steel,  but  there  is  that 
relationship  between  buyer  and  seller  that  exists  if  he  has  100  shares 
and  I  want  to  buy. 

Mr,  Whitney.  There  does  exist  a  dual  capacity,  but  that  is  sur- 
rounded by  very  stringent  rules  of  the  exchange,  as  to  how  he  may 
so  trade,  and  as  I  have  said,  I  shall  now  repeat 

Senator  Barkley  (interposing).  Of  course,  if  he  trades  in  his 
individual  capacity  he  has  to  sell  what  he  buys  to  somebody. 

Mr.  Whitney.  Yes,  sir. 

The  Chairman.  Now,  let  us  say  that  a  specialist  has  an  order  to 
sell  at  30  and  an  order  to  buy  the  same  stock  at  32.  Then  he  can 
buy  the  stock  at  30  and  sell  it  at  32  himself,  can't  he  ? 

Mr.  Whitney.  No,  sir.  If  he  has  an  order  to  sell  any  stock  at  30 
and  an  order  to  buy  the  same  stock  at  32,  he  cannot  trade  for  his  own 
account  to  the  disadvantage  of  either  of  those  customers. 

Mr.  Pecora.  How  would  he  execute  those  orders? 

Mr.  Whitney.  That  would  entirely  depend  upon  the  market  at 
the  time. 

Mr.  Pecora.  Well,  assuming  that  that  was  the  market. 

Mr.  Whitney.  And  that  the  last  sale  was 

Mr.  Pecora  (interposing).  Assuming  that  the  offer  to  sell  was 
at  30  and  that  the  offer  to  buy  was  at  32. 

Mr.  Whitney.  And  that  the  last  sale,  let  us  say,  was  at  30? 

Mr.  Pecora.  Yes,  sir, 

Mr.  Whitney.  The  presumption  is  that  those  two  orders  would 
be  crossed  in  the  technical  term  by  the  dealer  at  the  price  of  30,  unless 
he  could  buy  the  stock  at  a  cheaper  price  for  the  32  buyer. 
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Senator  Barkley.  If  he  were  able  to  sell  in  a  coincidental  trans- 
action 100  shares  at  30  while  he  represented  a  man  who  put  in  an 
order  to  buy  at  32,  wouldn't  it  be  his  duty  to  buy  those  100  shares 
at  30  or  anything  below  32  that  he  could  get  the  stock  for  ? 

Mr.  Whitney.  Absolutely  yes ;  as  I  have  said — — 

Senator  Btjlkley  (interposing).  In  that  particular  case,  where 
he  has  an  order  to  sell  at  30  and  an  order  to  buy  at  32  there  would 
be  nothing  to  prevent  him  from  buying  for  his  own  account  at  30l^, 
which  would  give  the  customer  one  eighth  more  than  he  offered, 
and  then  to  sell  that  stock  to  the  other  fellow  for,  say,  30%. 

Mr.  Whitney.  No,  sir ;  he  could  not  do  that.  If  he  had  an  order 
to  sell  100  shares  at  30  and  also  had  an  order  to  buy  100  shares  of 
the  same  stock  at  32,  those  two  orders  would  have  to  be  taken  care  of 
before  he  could  trade  for  his  owii  account. 

Senator  McAdoo.  That  is  a  rule  of  the  exchange,  is  it? 

Mr.  Whitney.  Absolutely. 

Senator  Gore,  In  that  case  he  would  buy  at  30  instead  of  at  32. 

Mr.  Whitney.  He  would  buy  at  30,  or  less,  if  he  could,  in  the 
market  for  the  benefit  of  his  purchasing  customer  who  put  in  an 
order  to  buy  100  shares  at  32. 

Senator  Bulkley.  Is  the  general  result  of  a  specialist  trading 
for  his  own  account  a  profit  to  the  specialist  ? 

Mr.  Whitney.  That  is  very  difficult  to  answer  because  I  do  not 
know  the  answer.  I  would  say  that  if  a  specialist  is  correct  in  his 
judgment  as  to  the  trend  of  the  markets,  then  he  will  make  money. 
But  as  to  whether  specialists  as  a  group  have  made  money  over  the 
last  few  years,  my  belief  is  that  they  may  have  made  a  living  or 
they  may  have  lost  money.  At  any  rate,  I  do  not  know  of  any  very 
opulent  or  rich  specialists. 

Senator  Barkley.  That  observation  might  be  applied  to  every- 
body else  who  has  been  in  the  market  over  the  last  4  years,  I  take  it. 

Mr.  Whitney.  I  do  not  think  they  are  any  exception  to  the  gen- 
eral rule.    I  do  not  think  they  are  any  wiser  than  anybody  else. 

Senator  Gore.  It  would  seem  to  me  that  if  he  could  segregate 
orders,  and  operate  on  his  own  account,  with  the  direct  object  of 
making  a  profit  in  the  transaction  and  at  the  same  time  accommo- 
dating his  customers  and  placing  himself  in  a  position  to  accommo- 
date them  in  the  future,  that  that  might  have  a  part  in  it. 

Mr.  Whitney.  I  do  not  think  I  understand  your  question.  Senator 
Gore. 

Senator  Gore.  Well,  I  am  not  sure  that  I  do  myself.  [Laughter.] 
That  is  the  reason  I  am  searching  my  mind.  I  am  seeking  the  mo- 
tive, and  I  do  not  know  whether  it  exists  or  not.  That  is,  whether 
a  specialist  might  operate  on  his  own  account  in  a  given  transaction 
with  the  hope  of  getting  a  profit  for  profit's  sake  in  that  particular 
transaction,  or  that  he  might  sometimes  operate  in  order  to  accom- 
modate customers,  buying  and  selling,  and  thereby  put  himself  in 
the  situation  to  continue  to  accommodate  them. 

Mr.  Whitney.  I  think  j^our  question  is  a  double  question.  I,  of 
course,  grant  that  specialists  trade  for  their  own  account  in  the  be- 
lief that  they  are  going  to  make  money  thereby.  Now,  to  answer  the 
second  part  of  your  question,  it  is  my  firm  belief  that  specialists 
who  trade  for  their  own  account  are  the  ones  who  get  orders  from 
commission  houses  because  such  houses  believe  that  by  giving  orders 
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to  specialists  who  do  the  trading,  their  customers  will  be  the  better 
served. 

Senator  Gore.  In  regard  to  the  second  part  of  my  question,  which, 
as  you  say,  may  be  a  double  question,  I  thought  he  might  carry  on 
just  if  he  broke  even,  without  a  specific  profit  in  a  particular  case, 
in  order  to  carry  on  his  business  of  accommodating  his  regular  cus- 
tomers. 

Mr.  Whitney.  I  think  that  is  often  true,  as  well  as  in  order  to 
create  a  market. 

Mr.  Pecora.  Mr.  Whitney,  the  outstanding  virtue  that  is  claimed 
for  the  right  of  the  specialist  to  buy  and  sell  stock  that  he  handles 
is  that  it  enables  him  to  keep  a  closer  market  in  the  stock,  isn't  it? 

Mr.  Whitney.  Yes,  sir;  and  to  create  markets. 

Mr.  Pecora.  And  to  create  markets. 

Mr,  Whitney.  Yes,  sir. 

Mr.  Pecora.  Well,  now,  in  view  of  the  fact  that  there  is  no  obliga- 
tion upon  him  to  buy  or  sell  for  his  own  account  for  the  purpose 
of  keeping  a  closer  market  or  to  create  a  market,  what  would 
persuade  or  tempt  him  to  make  a  transaction  in  his  own  behalf? 

Mr.  Whitney.  As  I  have  stated 

Mr.  Pecora  (interposing).  In  other  words,  does  he  do  it  for  the 
altruistic  purpose  of  keeping  the  market  close  or  of  creating  a 
market  ? 

Mr.  Whitney.  I  think  he  does  it  for  two  purposes,  perhaps  as 
suggested  by  Senator  Gore ;  certainly  because  he  believes  in  the  main 
that  he  can  make  money,  that  his  judgment  is  right,  just  as  we  all 
use  our  judgment  in  our  business,  whatever  it  may  be,  that  we  think 
we  are  going  to  be  right,  and  yet  sometimes,  quite  naturally,  we 
are  very  wrong.  So  it  is  in  the  case  of  the  specialist.  And  I 
do  frankly  believe  that  the  specialist  in  attempting  to  trade  for 
himself  attempts  to  create  a  market,  which  is  probably  to  the  advan- 
tage of  all  concerned,  himself  included. 

Mr.  Pecora.  Which  would  be  altniistic. 

Mr.  Whitney.  In  some  cases  that  is  true  without  question. 

Mr.  Pecora.  Now,  in  view  of  the  fact  that  he  might  have  a  double 
motive,  one  being  self  gain  and  the  other  the  altruistic  purpose  of 
preserving  a  more  orderly  market  for  the  general  public,  it  is  pretty 
hard  to  say,  isn't  it,  to  what  extent  the  motive  of  self  gain  or  profit 
might  prevail  over  the  other  one,  the  altruistic  one  ? 

Mr.  Whitney.  I  grant  that.  And  as  I  have  already  said,  I  think 
this  is  a  very  deep  and  involved  subject  and  deserves  tremendous 
study  from  the  people  who  are  going  to  pass  upon  it  from  the  point 
of  view  of  making  the  bill  restrictive. 

The  Chairman.  Isn't  it  true  that  where  the  specialist  can  make 
money  by  trading  on  his  own  account  he  ceases  to  serve  other  people ; 
that  he  could  make  that  profit  for  his  customer  if  he  saw  fit  to  do  it 
instead  of  making  it  for  himself? 

Mr.  Whitney.  No,  sir.  In  that  case  the  customer  must  of  neces- 
sity get  a  lesser  price.  That  is,  the  customer  would  get  a  lesser  price 
if  the  specialist  did  not  trade  for  his  own  account. 

Senator  I^an.  Mr.  Whitney,  I  should  like  to  ask  you  this  ques- 
tion :  Isn't  it  true  that,  in  order  to  obtain  orders  from  commission 
houses,  a  specialist  often  will  buy  for  his  own  account;  and  when 
he  is  doubtful  as  to  whether  he  can  sell  again  that,  in  order  to  get 
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orders  from  commission  houses,  he  often  makes  a  market  so  as  to 
show  them  that  he  is  really  doing  business? 

Mr.  Whitney.  Exactly.  And  that  is  what  I  mean  by  the  altru- 
istic point  of  view  of  creating  the  market. 

Mr.  Pecora.  In  other  words,  transactions  undertaken  in  that  spirit 
by  a  specialist  have  a  tendency  to  build  up  goodwill. 

Mr.  Whitney.  I  think  so. 

Mr.  Pecora.  Among  other  brokers  and  the  public  as  well. 

Mr,  Whitney.  Yes.  Just  the  same  as  any  broker  seeks  to  execute 
an  order  entrusted  to  his  care  to  the  best  of  his  ability. 

Mr.  Pecora.  Well,  frankly,  I  have  discussed  the  question  of  the 
right  of  the  specialist  to  trade  in  stock  that  he  handles  with  persons 
having  diverse  views  on  the  subject,  and  it  does  seem  to  me  there  are 
benefits  that  would  accrue  to  the  public  from  the  right  of  the  spe- 
cialist to  buy  and  sell  for  his  own  account.  At  the  same  time  I  think 
that  right  ought  to  be  restricted  in  such  fashion  as  to  either  entirely 
-eliminate  whatever  evils  may  be  incidental  to  that  right,  or  restrict 
him  as  much  as  possible.  Now,  Mr.  Whitney,  could  you  suggest  any 
formula  by  which  that  can  be  done  ?  In  other  words,  b}'^  which  the 
benefits  that  flow  from  the  right  of  the  specialist  to  buy  and  sell  for 
his  own  account  could  be  preserved  and  the  evils  or  incidental  evils 
that  may  arise  therefrom  could  be  eliminated  or  restricted  ? 

Mr.  Whitney.  Well,  Mr.  Pecora,  I  regret  to  state  that  the  answer 
to  that  query  is  no.  We  have  done  everything  we  laiow  by  way  of 
restricting  trading  by  specialists  to  the  end  that  the  basis  of  such 
trading  may  be  proper.  If  you  will  tell  us,  or  if  anybody  else  will 
tell  us,  what  further  should  be  done  in  that  regard  so  that  a  specialist 
might  still  have  the  ability  to  create  markets  by  trading  for  his  own 
account  we  will  be  indeed  grateful.  But  after  years  of  the  most 
serious  consideration  of  this  subject  we  do  not  know  of  any  system 
that  could  be  put  into  effect  upon  the  floor  of  the  exchange  which 
would  be  better  tiian  the  present  system. 

Mr.  Pecora.  Suppose  j^ou  we're  to  adopt  a  rule  making  it  obliga- 
tory upon  the  specialist  to  report  at  the  end  of  each  day  his  own 
trades  in  the  stock  he  is  specializing  in,  I  mean  his  trades  for  his 
own  account.    Is  there  such  a  ru?e  in  existence  now  ? 

Mr.  Whitney.  No,  sir. 

Mr.  Pecora.  Well,  do  you  think  that  the  adoption  of  such  a  rule 
might  help  toward  reaching  that  desideratum? 

Mr.  Whitney.  Mr.  Pecora,  you  must  have  some  idea  in  mind  in 
asking  such  a  question,  so  I  can  only  answer  by  asking  you  what 
you  think  will  help.     AVe  are  seeking  light. 

Mr.  Pecora.  I  am  merely  advancing  a  thought.  I  think  you  are 
better  qualified  to  arrive  at  a  judgment  as  to  whether  or  not  the 
thought  if  consummated,  the  idea  if  consummated,  would  be  helpful. 

Mr.  Whitney.  I  do  not  quite  see  how  it  could  be  done.  If  you 
will  explain  what  your  idea  is,  perhaps  I  will  get  a  better  idea  of 
what  you  have  in  mind. 

Mr.  Pecora.  In  this  sense,  that  if  the  business-conduct  committee 
of  the  New  York  Stock  Exchange,  for  instance,  were  to  have  fur- 
nished to  it  eveiy  day  a  statement  by  each  specialist  of  his  trades 
for  his  own  account,  the  members  of  that  committee  might  be  en- 
abled thereby  to  determine  fairly  and  equitably  whether  or  not  the 
trades  were  calculated  to  benefit  the  public  more  than  otherwise; 
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and  if  a  specialist's  transactions  as  reported  by  him  showed  a  too 
direct  tendency  in  favor  of  self -gain  on  the  part  of  the  specialist, 
they  might  make  suggestions  to  him  that  he  abate  a  little  bit  in  his 
trades,  and  so  forth,  at  given  times. 

Mr.  Whitney.  If  what  you  have  in  mind  is  to  be  used  as  a  basis 
for  further  study  of  this  entire  subject,  possibly  that  might  do  some 
good.  But  may  I  impress  upon  you  that  if  a  specialist  trades  for 
his  own  account  in  reference  to  any  order  that  he  has,  that  is,  if  he 
takes  stock  on  sale  at  501/2  because  he  has  an  order  to  sell  it  at  that 
price,  he  must  send  for  the  broker  who  gave  him  that  order,  or  the 
representative  of  that  broker,  who  has  to  come  to  the  specialist,  and 
he  has  it  within  his  power  and  it  is  his  obligation  to  inquire  as 
to  the  time  when  that  trade  was  made,  find  out  if  the  price  was  fair 
in  keeping  with  the  market,  and  must  confer  and  approve  that  trade 
on  behalf  of  his  customer;  and  thereby  at  that  time  he  makes  a 
contract  with  the  specialist  that  he  has  sold  to  the  specialist  on  behalf 
of  his  customer  100  shares  of  Steel,  let  us  say,  at  60y2.  Now,  it  is 
my  opinion  that 

Senator  Gore  (interposing).  Mr.  Whitney,  will  you  please  state 
again  the  first  point  in  your  proposition,  the  first  assumption  about 
the  transaction  ? 

Mr.  Whitney.  The  broker  who  gave  the  specialist  the  order  to  sell 
100  shares  of  United  States  Steel,  let  us  say,  at  50i/^,  or  the  broker's 
representative,  must  go  to  the  specialist's  post,  and  he,  representing 
and  acting  for  the  customer,  who  is  an  individual  of  the  public,  you 
understand 

Senator  Gore  (interposing).  Yes;  the  man  who  wants  to  sell  the 
stock  at  501^. 

Mr.  Whitney.  Yes.  He  goes  to  the  specialist,  from  whom  he  has 
had  a  message :  Please  come  regarding  so-and-so.  And  then  upon  his 
being  assured,  I  mean  the  broker  being  assured  in  his  own  mind 
that  the  price  was  fair  and  in  keeping  with  the  market,  says,  "  I 
agree  to  sell  you  100  shares  of  Steel  at  50%  ",  thereby  giving  his  con- 
firmation and  approval  to  the  trade,  and  making  a  contract  on 
behalf  of  his  customer. 

Senator  Barkley.  Does  the  specialist  ever  execute  orders  that  are 
not  limited,  market  orders? 

Mr.  Whitney.  Yes,  sir;  particularly  at  the  opening  of  the  mar- 
kets, particularly,  sir,  when  the  floor  broker  gives  him  an  order  to 
execute  at  the  market,  because  the  floor  broker  has  the  belief  that 
the  specialist  can  execute  that  order  in  the  interest  of  the  floor 
broker's  customer  better  than  the  floor  broker  could  do  it  himself. 

Senator  Barkley.  Well,  now.  is  this  possible  through  a  specialist? 
Suppose  a  specialist  happens  to  have  a  number  of  shares  of  Steel 
that,  let  us  say,  he  has  purchased  at  a  price  below  50,  and  he  wants  to 
sell  them  as  high  above  50  as  possible  when  he  gets  out,  and  he 
has  an  order  to  execute  for  some  purchaser  at  50.  Does  the  self- 
interest  of  the  specialist  impel  him  to  try  to  run  that  Steel  up  suf- 
ficiently high  to  enable  him  to  make  a  personal  profit,  with  the 
result  that  his  customer  would  not  be  able  to  buy  it  at  50?  Could 
that  happen? 

Mr.  Whitney.  If  I  understand  you  correctly,  the  specialist  could 
buy  stock  at  50l^,  501^,  50%,  50i/^,  if  he  wanted  to;  yes. 
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Senator  Barkley.  But  that  is  not  my  point.  I  am  asking  if  the 
specialist  might  be  deeply  enough  interested  in  the  stock  because  of 
its  own  performance,  either  prior  or  concurrently,  that  through  his 
own  efforts  to  make  a  profit  himself  he  could  be  instrumental  in 
advancing  the  stock  sufficiently,  rapidly,  and  high  so  that  the  man 
who  had  put  an  order  in  at  a  given  price  might  not  be  able  to  have 
it  executed,  and  in  that  way  there  might  be  a  conflict  between  the 
specialist's  personal  interest  and  his  representative  interest. 

Mr.  Whitney.  He  could  not  do  that  without  buying  stock. 

Senator  Barkley.  He  has  already  bought  it. 

Mr.  Whitney.  But  he  has  got  to  buy  some  more  in  order  to 
influence  the  price  and  make  it  higher. 

Senator  Barkley.  That  is  true;  he  could  do  that? 

Mr.  Whitney.  That  he  could  do.  But  he  has  got  to  get  out  of 
that  stock 

Senator  Barkley.  If  it  goes  up  otherwise  than  by  his  own  efforts, 
he  is  not  responsible.  But  I  am  wondering  if  he  might  be  so 
interested  in  the  stock,  because  of  its  own  performance,  either  prior 
or  concurrently,  that  in  order  to  make  a  profit  himself  he  might  be 
instrumental  in  advancing  the  stock  so  that  the  man  who  had  put 
an  order  in  at  a  given  price  might  not  be  able  to  have  it  executed, 
and  in  that  way  cause  a  conflict  between  the  specialist's  personal 
interest  and  his  representative  interest. 

Senator  Kean.  Is  it  not  true  that  if  he  advances  the  price  and  the 
stock  sold  at  the  price  that  he  also  had  an  order  in  for,  he  would 
be  obliged  to  put  it  in  at  that  price  ? 

Mr.  Whitney.  Yes,  sir. 

Senator  Barkley.  Is  your  answer  to  my  question  "  yes  "  or  "  no  "  ? 

Mr.  Whitney.  The  answer  is,  I  think,  yes;  that  he  might  buy 
stock  at  a  higher  price  than  the  limited  order  that  he  has  on  his 
books,  but  of  course  he  is  accumulating  stock  at  the  same  time  and 
he  has  got  to  get  rid  of  it  again  some  time,  and  the  seller  gets  a 
better  price. 

Senator  Barkley.  Of  course;  but  the  man  who  wanted  to  buy  at 
a  given  price  has  been  deprived  of  the  opportunity  because  the 
specialist  may  have  advanced  the  stock  beyond  the  price  where  he 
could  buy  it. 

Mr.  Whitney.  That  is  true.  Senator  Barkley.  So  may  any  other 
individual  who  came  in  and  w^anted  to  buy.  But  as  I  see  it,  the 
individual  who  puts  the  order  in  to  buy  100  shares  at  50  elects  to 
do  so ;  and  if  that  stock  sells  at  50  he  will  pay  that  much.  So  what 
happens  in  the  market  other  than  selling  at  50  is  of  no  particular 
interest  to  that  particular  man. 

Senator  Barkley.  If  the  market  went  only  at  a  normal  pace 
without  any  artificial  stimulation,  he  might  get  his  stock  at  50;  but  if 
the  specialist  happens  to  be  long  or  thinks  it  is  going  to  advance  so 
he  can  make  a  profit  and  so  he  is  encouraged  to  purchase  for  his 
own  right,  he  might  create  a  situation  where  the  customer,  who  in  a 
normal  situation  would  be  getting  his  stock  at  50,  because  of  this 
artificial  stimulation  could  not  get  it  at  50? 

Mr.  Whitney.  I  grant  that  it  might  happen ;  but  the  specialist  is 
taking  a  very  real  risk  in  buying  in  that  additional  stock. 

Senator  Barkley.  Let  me  ask  one  other  question.  How  is  the 
specialist  compensated  ? 
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Mr,  Whitney.  He  is  compensated  by  a  floor  brokerage  set  by  the 
exchange,  which  varies  somewhat  with  the  price  of  stock. 

Senator  Baekley.  Is  it  a  sort  of  commission  basis  ? 

Mr.  Whitney.  It  is  a  commission  basis ;  for  the  execution  of  every 
order  per  hundred  shares  he  is  paid  a  certain  commission. 

Senator  Barkley.  Who  pays  him  that  ? 

Mr.  Whitney.  The  broker  who  gave  him  the  order. 

Senator  Barkley.  Is  that  a  part  of  the  commission  that  the  broker 
charges  the  customer,  or  is  that  added  to  it  ? 

Mr.  Whitney.  It  is  a  part  of  it.  In  other  words,  the  customer 
pays  $15  a  hundred,  let  us  say,  for  the  execution  of  the  order  for 
100  shares  of  Steel  at  50,*  If  the  house  to  whom  the  customer  gave 
that  order  gives  it  out  to  a  floor  broker  or  to  a  specialist,  and  the 
order  is  executed,  the  house  pays  $2.50  to  the  floor  broker  or 
specialist. 

Senator  Gore.  Let  me  ask  you  this :  Is  the  primary  function  of  a 
specialist  in  a  way  to  match  the  bids  and  offers  that  come  in  from 
customers,  to  try  to  join  their  minds  and  hands  and  enter  into  a 
consummated  transaction  ? 

Mr.  Whitney.  Yes ;  partly,  sir. 

Senator  Gore.  Apart  from  that,  he  gets  an  offer  but  has  not  got 
a  bid.    Then  he  can  trade  on  his  own  account,  can  he  not? 

Mr.  Whitney.  Yes,  sir. 

Senator  Gore.  And  if  he  has  both  buyers  and  sellers  it  is  his  first 
duty  to  bring  them  together  into  the  transaction ;  is  that  true  ? 

Mr.  Whitney.  Yes,  sir;  if  they  can  be  brought  together. 

Senator  Gore.  And  he  cannot  figure  on  his  own  account  in  that 
sort  of  a  situation  until  that  situation  has  changed  ? 

Mr.  Whitney.  Not  if  his  buyer  and  seller  can  get  together  first; 
no,  sir — if  I  understand  3^011  correctly. 

Senator  McAdoo.  I  just  want  to  say,  Mr.  Chairman,  that  I  am 
obliged  to  go  to  the  Finance  Committee,  and  I  will  ask  you  to  excuse 
me. 

Senator  Gore.  I  have  to  go  too,  Mr.  Chairman. 

Senator  Kean.  I  would  like  to  ask  you  this  question  m  connec- 
tion with  Senator  Barkley's  question.  Suppose  the  market  is  49% 
and  a  man  puts  an  order  in  at  50.     The  specialist  cannot  buy 

Senator  Gore.  Is  that  an  order  to  buy,  or  sell,  Senator?  Pardon 
me. 

Senator  Kean.  An  order  to  buy.  The  specialist  cannot  buy  for 
his  own  account  at  50 ;  he  must  take  the  order  that  the  customer  put 
in  to  sell  at  50 ;  is  that  right  ? 

Mr.  Whitney.  I  think  I  will  have  to  ask  you  to  repeat  that,  Sena- 
tor Kean.     I  do  not  think  I  followed  it. 

Senator  Kean.  If  the  market  is  49%  for  Steel,  bid,  and  you  put  in 
an  order  at  50  to  buy  100  shares  at  50,  the  specialist  cannot  bid  that 
stock  up  to  501/4  because  if  the  stock  is  sold  at  50  he  must  put  the 
order  in  at  60  for  the  customer  ? 

Mr.  Whitney.  If  I  understand  you  correctly.  Senator,  the  bid 
in  the  original  case  is  49%  ? 

Senator  Kean.  Yes. 

Mr.  Whitney.  Then  an  order  comes  in  to  buy  100  shares  at  50. 
The  specialist  may  not  buy  stock  for  liis  own  account  at  50  until  he 
has  bought  the  stock  for  his  customer  at  50. 
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Senator  Gore.  But  he  would  not  be  allowed  to  buy  at  50  even  if 
the  price  is  49%  ? 

Mr.  Whitney.  If  he  has  a  bid  of  49%  and  that  is  the  best  bid  he 
can  get,  he  can  buy  for  his  own  account  above  49%.  He  may  not  buy 
at  49%  until  his  order  is  executed. 

Senator  Gore.  But  as  I  understood  Senator  Kean's  question,  sup- 
pose the  price  was  49%  and  the  specialist  received  an  order  to  buy 
at  50  for  his  customer:  would  he  be  allowed  to  do  that? 

Senator  Kean.  No;  the  specialist  cannot  buy. 

Senator  Gore.  But  would  he  be  allowed  to  buy  for  the  customer? 

Senator  Kean.  I  am  talking  about  Senator  Barkley's  position. 
He  made  the  proposition  that  the  specialist  could  bid  this  stock  up 
to  501/4  for  his  own  account.  I  say  that  if  he  bid  it  up  over  49% 
and  i^ast  50  he  would  have  to  take  all  the  stock  offered  at  50  before 
he  could  make  the  quotation  above  50. 

Mr.  Whitney.  That  is  correct. 

Senator  Gore.  I  misunderstood  your  question,  sir.  I  thought  you 
said  that  if  the  price  at  the  last  sale  was  49%  and  he  had  an  order 
to  buy  at  50.  I  do  not  see  why  he  would  execute  that  order  unless 
somebody  was  going  to  try  to  move  the  market  up. 

Senator  Kean.  Senator  Barkley's  position  was  that  the  specialist 
could  buy  this  stock  up  for  his  own  account  without  taking  the  orders 
on  the  way.    That  was  the  point. 

Mr.  Whitney.  He  certainly  would  have  to  take  all  stock  that  was 
offered  to  him  or  that  he  had  on  his  books  on  the  way. 

Mr.  Pecora.  Does  a  specialist  receive  so-called  "  discretionary 
orders  "  ? 

Mr.  Whitney.  Sometimes,  sir;  yes. 

Mr.  Pecora.  Would  you  mind  defining  discretionary  orders  as 
distinguished  from  fixed  price  orders  or  market  orders  or  limited 
orders  ? 

Mi\  Whitney.  May  I  ^ve  an  instance? 

Mr.  Pecora.  If  you  will.  That  probably  would  be  the  best  ex- 
position of  the  term. 

Mr.  Whitney.  Supposing  the  customer  of  a  house'  had  10,000 
shares  of  stock  to  sell  and  the  ruling  price  of  the  stock  was  around 
30.  He  might  say,  "  I  will  give  an  order;  if  you  can  sell  this  stock 
for  me  at  30  or  better,  use  your  discretion."  That  same  order  might 
be  handed  over  to  a  specialist,  and  the  specialist,  as  he  felt  in  his 
judgment  the  trend  of  the  market  might  be  upwards,  would  sell  that 
stock  at  30  or  at  a  price  higher  than  30. 

Mr.  Pecora.  And  likewise  with  the  buying? 

Mr.  Whitney.  Yes;  likewise  with  the  buying.  The  same  discre- 
tion, Mr.  Pecora,  exists  in  any  market  of  a  sufficient  size  to  warrant 
discretion. 

Mr.  Pecora.  There  have  been  evidences  submitted  to  this  commit- 
tee, and  doubtless  you  are  familiar  with  some  of  them,  anyway, 
where  specialists  have  been  participants  in  pools  or  syndicate  ac- 
counts to  trade  in  the  stock  that  is  to  be  handled  as  a  specialist. 
That  is  true,  is  it  not? 

Mr.  Whitney.  I  believe  so,  in  the  past. 

Mr.  Pecora.  Under  the  rule  which  was  adopted  by  your  exchange 
on  February  13  a  specialist  is  no  longer  permitted  to  be  a  participant 
in  a  pool  or  joint  syndicate  account;  is  not  that  a  fact? 


6670  STOCK   EXCHANGE   PRACTICES 

Mr.  Whitney.  Yes,  sir ;  that  is  correct. 

Mr.  Pecora.  I  presume  that  the  adoption  of  that  rule  was  due  to 
knowledge  that  had  come  to  the  governing  authorities  that  specialists 
in  the  past  had  been  participants  in  pools  or  joint  or  syndicate  ac- 
counts ? 

Mr.  Whitney.  I  presume  so. 

Mr.  Pecora.  And  the  board  of  governors  I  also  presume  felt  that 
the  conditions  required  the  adoption  of  the  rule  they  put  into  effect  a 
little  over  2  weeks  ago,  prohibiting  a  specialist  from  being  a  par- 
ticipant in  any  such  pool,  joint  or  syndicate  account  in  the  stock  he 
specialized  in? 

Mr.  Whitney.  I  presume  so ;  yes. 

Mr.  Pecora.  You  said  that  one  of  the  useful  functions  of  a  spe- 
cialist is  that  of  making  the  market  or  creating  the  market? 

Mr.  Whitney.  Creating  a  market ;  yes,  sir. 

Mr.  Pecora.  What  is  to  prevent  a  specialist  from  creating  a 
market  in  a  manner  calculated  to  improve  his  own  position  or 
interest  ? 

Mr.  Whitney.  By  buying  stock  or  selling  stock  ? 

Mr.  Pecora.  By  trading  for  his  own  account ;  yes,  sir. 

Mr.  Whitney.  I  do  not  suppose  that  if  that  is  done  so  as  not  to 
unfairly  influence  the  market,  there  is  any  prohibition  against  it.  He 
takes  a  risk  whenever  he  buys  or  sells,  as  we  all  do, 

Mr.  Pecora.  But  specialists  who  have  been  examined  here— one  of 
them,  at  least,  indicated  very  frankly  that  because  he  was  a  specialist 
he  could  tell  the  trend  from  the  orders  that  he  had  on  his  books. 
Elnowing  the  trend,  that  gives  him  a  very  substantial  advantage  in 
trading  in  stock  for  his  own  account. 

Mr.  Whitney.  He  was  a  very  boastful  man,  sir. 

Mr.  Pecora.  He  might  have  been  boastful,  but  I  think  perhaps  his 
own  performances,  as  admitted  by  him  here,  show  that  it  was  not  an 
idle  boast  in  his  case. 

Mr.  Whitney.  May  I  ask  the  gentleman's  name  ? 

Mr.  Pecora.  Mr.  Wright. 

Mr.  Whitney.  Did  he  not  tell  the  committee  that  when  he  had 
some  60,000  shares  currently  to  sell  at  the  market  he  was  long  on 
stock  for  himself?  Would  that  point  out  that  his  judgment  was 
affected  by  the  orders  he  had  on  his  books  or  that  he  had  gone 
contrary  to  them  ? 

Mr.  Pecora.  He  went  even  a  little  bit  further  than  that  in  his  testi- 
mony here.  To  refer  to  his  language,  he  said  he  was  "  murdered  " 
at  one  time. 

Mr.  Whitney.  Yes. 

Mr.  Pecora.  But  nevertheless,  despite  the  assassination,  it  left  him 
$138,000  to  the  good,  net,  which  I  think  rather  demonstrates  that  it 
was  not  an  idle  boast  on  his  part  that  he  could  tell  the  trend  of  the 
market  from  the  orders  on  his  books. 

Mr.  Whitney.  He  undoubtedly  had  been  right  in  that  instance. 

Mr.  Pecora.  Now,  if  the  specialist  were  required 

Mr.  Whitney,  I  take  exception,  sincere  exception,  to  that. 

Mr.  Pecora.  To  what? 

Mr.  Whitney.  That  he  could  tell  the  trend  of  the  market  by  the 
orders  on  his  books;  and  I  don't  think  Mr.  Wright  made  any  such 
statement. 
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Mr.  Pecora.  Wliat  statement  do  you  think  he  made  ? 

Mr.  Whitney.  I  think  he  said  he  was  correct  in  his  judgment  of 
the  trend  of  the  market,  but  not  that  his  books  showed  it.  There  I 
disagree,  sir. 

Mr.  Pecora.  We  can  refer  to  his  testimony  on  that.  I  will  not 
stop  now  to  hunt  it  up,  but  I  will  later  on,  so  that  there  will  be  no 
shadow  of  doubt  between  us  as  to  just  what  he  said. 

Mr.  Whitney.  I  am  not  questioning  what  he  said  specifically,  but 
my  contention  is  that  it  was  not  what  his  book  told  him  as  to  the 
trend  of  the  market;  it  was  his  general  knowledge. 

Mr.  Pecora.  His  general  knowledge  was  based,  at  least  in  part, 
on  the  orders  he  had  on  his  book  ? 

Mr.  Whitney.  At  least  in  part;  yes. 

Mr.  Pecora.  So  that  the  orders  on  his  book  made  a  contribution  to 
his  general  knowledge  that  enabled  him  to  determine  the  trend  and 
to  determine  it  so  accurately  in  the  instance  that  we  have  in  mind 
that  he  certainly  profited  very  substantially,  despite  the  fact  that 
he  was  slaughtered  or  murdered,  to  use  his  expression,  on  July  18 
last. 

Mr.  Whitney.  I  think  you  are  using  a  very  strange  example  to 
prove  your  case. 

Mr.  Pecora,  A  strange  example? 

Mr.  Whitney.  Yes,  sir.  When  a  man  has  thousands  and  tens  of 
thousands  of  shares  of  stock  to  sell  at  a  price,  and  in  spite  of  that  he 
goes  considerably  long  in  the  stock,  you  think  that  is  an  invariable 
rule  of  information  to  the  specialist? 

Mr.  Pecora.  Have  I  said  it  was  an  invariable  rule  of  informa- 
tion to  the  specialist? 

Mr.  Whitney.  You  implied  it,  sir. 

Mr.  Pecora.  I  am  merely  telling  you  what  Mr.  Wright  testified  to. 

Mr.  Whitney.  I  claim  that  it  was  his  experience  and  not 

Mr.  Pecora.  That  was  the  very  evidence  adduced  here. 

Mr.  Whitney.  I  claim,  sir,  that  it  was  his  experience  and  that 
showed  him  the  trend,  and  not  what  his  books  showed  him  neces- 
sarily. 

Mr.  Pecora.  You  admitted  just  a  few  moments  ago  that  the 
knowledge  that  he  had  from  the  orders  on  his  book  was  a  contribu- 
tion to  his  knowledge  of  the  trend. 

Mr.  Whitney.  It  might  be  in  part ;  yes,  sir. 

Mr.  Pecora.  Don't  you  think  that  if  a  specialist  were  required 
to  report  to  the  governing  committee  or  some  other  suitable  author- 
ity of  the  exchange  his  daily  transactions,  the  governing  authorities 
would  be  in  a  better  position  to  determine  how  far  his  own  trans- 
actions were  actuated  by  self  interest  or  desire  for  self  gain  and 
how  far  they  contributed  to  the  maintenance  of  a  fair  market  in 
the  public  interest? 

Mr.  Whitney.  If  you  believe,  Mr.  Pecora,  that  there  would  be 
some  advantage,  I  am  readily  glad  to  take  your  advice. 

Mr.  Pecora.  I  am  not  offering  any  advice,  because  I  would  not 
be  so  presumptuous.    I  have  not  had  any  experience  on  the  exchange. 

Mr.  Whitney.  And  yet  you  wrote  this  bill  ? 

Mr.  Pecora.  I  wrote  the  bill  ?  I  sat  in  at  the  conference  and  made 
my  modest  contributions  to  it.  I  think,  however,  that  the  evidence 
that  has  been  presented  to  this  committee  in  the  past  year  or  two 
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would  qualif}^  almost  any  person  possessed  of  kn()wledo;e  of  that  evi- 
dence to  make  suggestions  with  regard  to  the  evils  which  should 
be  curbed,  eliminated,  or  restrained. 

Mr.  Whitney.  Certainly,  sir ;  but  as  I  understand  it 

Mr.  Pecora.  That  there  are  evils  is  readily  acknowledged  by  you 
and  by  your  confreres.  That  we  agree  in  large  part  upon  those  evils 
and  are  able  to  designate  them,  I  think,  must  be  conceded,  too.  The 
only  (|uestion,  then,  is  how  to  deal  with  the  evils.  I  am  merely  sub- 
mitting to  you  now  for  your  consideration — you  can  trample  on  it 
all  you  want;  I  have  no  pride  of  opinion  about  it — the  thought  of 
having  specialists,  if  they  are  to  be  permitted  in  the  public  interest 
to  buy  and  sell  for  their  own  account,  report  their  trades  daily  to 
the  governing  authorities  of  the  exchange  so  that  those  authorities 
would  be  in  a  better  position  to  determine  whether  or  not  the  spe- 
cialists trading  have  functioned  in  the  public  interest  at  any  given 
time  or  period  of  time,  and,  if  they  have  not,  they  may  make  appro- 
priate suggestions,  if  you  please,  to  the  specialist  that  would  cause 
him  to  modify  his  way. 

Is  there  anything  wrong  with  that ;  or  are  there  any  disadvantages 
that  would  flow  from  the  adoption  of  that  rule? 

Mr.  Whitney.  I  do  not  think  so,  Mr.  Pecora.  The  bill  prohibits 
specialists  trading. 

Mr.  Pecora.  I  am  now  seeking  to  get  your  judgment  as  the  judg- 
ment of  a  seasoned,  experienced  mind,  on  the  matter  of  preserving 
to  the  specialist  by  appropriate  revision  to  the  bill  the  right  to  trade 
for  his  own  account  and  at  the  same  time  in  a  manner  that  would 
not  be  detrimental  to  the  public  interest. 

Mr.  Whitney.  I  am  in  entire  accord. 

Mr.  Pecora.  I  have  already  indicated,  Mr.  Whitney,  that  the 
thought  that  I  have  personally  given  to  this  subject  has  left  me  some- 
what in  doubt  as  to  whether  or  not  a  specialist  should  be  permitted 
to  trade  for  his  own  account. 

Mr.  Whitney.  I  have  suggested,  and  I  think,  entirely  admitted, 
that  this  is  a  subject  upon  which  there  are  very  real  differences  of 
opinion ;  and  if  your  suggestion  in  your  belief  would  bring  further 
light  to  the  subject,  it  might  be  very  wise  to  do  it.  But  you  appre- 
ciate that  it  would  be  a  considerable  task  upon  the  specialist  or 
his  office.  It  would  not  be  in  the  hands  of  the  iDUsiness  conduct  com- 
mittee until  well  after  the  fact.  It  would  then  have  to  be  compiled. 
Whereas  specific  cases  are  immediately  available  to  the  business  con- 
duet  conmiittee  at  the  present  time  if  there  is  thought  on  their  part 
that  the  specialist  has  misused  his  rights. 

I  am  entirely  open-minded  on  any  suggestion  that  is  going  to  shed 
more  light  on  this  question  of  the  specialist  trading  for  his  own 
account.  I  believe  he  should  be  allowed  to  do  so;  but  we  grant  that 
there  are  other  points  of  view,  and  we  therefore  believe  that  thor- 
ough and  sincere  study  should  be  made  on  the  sn.bject  as  we  have 
suggested. 

Mr.  Pecora.  Frankly.  I  think  the  right  of  a  specialist  to  trade  for 
his  own  account  is  neither  an  unmixed  evil  nor  an  unmixed  ble&sing. 

Mr.  Whitney.  Quite  right. 

Mr.  Pecora.  I  am  trying  to  get  a  formula  that  will  preserve  the 
blessings  and  minimize  the  evils. 

Ml-.  Whitney.  We  are  with  you  there,  entirely. 
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The  Chairman.  Do  you  know  from  your  experience  whether  it 
would  be  practicable  to  require  a  specialist  to  report  daily  to  the 
committee  ? 

Mr.  Whitney.  Whether  it  would  be  practicable? 

The  Chairman.  Yes. 

Mr.  Whitney.  Well,  as  I  said,  Mr.  Chairman,  it  would  mean  more 
work  up(jn  them;  and  I  think  that  such  things  should  be  considered, 
as  to  whether  in  asking  them  or  requiring  them  to  do  so  any  benefit 
would  result.  It  is  entirely  within  the  power  of  the  exchange  to 
demand  that,  of  course,  if  that  is  what  you  mean. 

The  Chairman.  Not  only  that,  but  maybe  we  are  requiring  a 
thing  to  be  done  that  cannot  be  done.  I  do  not  know  how  much 
work  these  sj)ecialists  have  to  do  or  whether  it  would  be  possible 
for  them  to  make  daily  reports. 

Mr.  Whitney.  It  would  be  possible ;  yes. 

Senator  Kean.  But  it  Avould  probably  require  another  clerk  on 
their  part? 

Mr.  AVhitney.  It  might  well  do  so,  during  times  of  activity ; 
yes. 

I  am  not  trying  to  advance  any  argument  against  it,  except  the 
slight  one  that  it  would  be  additional  work;  and  I  think  there  are 
so  many  reports  demanded  now,  that,  unless  good  would  result,  I 
think  it  would  be  harsh  to  require  it.    Good  might  result. 

Mr.  Pecora.  I  was  merely  advancing  it  for  your  consideration  and 
I  was  rather  hopeful  you  would  be  able  to  give  us  your  judgment 
on  it  now.  But  if  you  think  it  requires  further  thought  on  your 
[)art.  of  course  you  should  have  the  oi)portunity  of  giving  it  further 
consideration  and  deliberation. 

Mr.  Whitney.  I  think  it  would,  Mr.  Pecora. 

The  Chairman.  Now  we  will  proceed  with  the  bill. 

Mr.  Wihtney.  Sections  11.  12,  and  V)  of  the  bill  deal  pi-imarily 
with  questions  which  affect  listed  corporations.  In  that  connection 
it  is  my  understanding  that  there  may  be  representatives  of  these 
cor()oratioiis  appear  before  you  to  show  their  side  of  the  question. 
Particularly  with  relation  to  section  13,  I  had  planned  to  tell  you 
the  real  hardship  the  proxy  rule  would  bring  upon  coi'porations,  but 
Mr.  Corcoran  admitted  that  he  thought  it  a  hardship,  too;  so  I  will 
forp;et  it. 

Senator  CioLosBdRoroii.  Are  not  sections  15,  17,  and  18  in  the  same 
category? 

Mr.  WiirrxEY.  A  similar  category. 

Senator  (ioldsborough.  The}^  all  have  an  effect  upon  American 
business  enterprise? 

Mr.  Whitney.  Very  much  so. 

I  do  want  to  say  for  the  record,  please,  that  Mr.  Corcoran  re- 
ferred to  my  statement  before  the  House  connnittee  to  the  effect 
that  I  said  any  corporation  with  a  $5,000,000  capital  might  have  to 
pay  between  $500,000  and  a  million  dollars  per  year  for  auditors, 
as  required  under  the  bill.  That  was  said  in  answer  to  a  question 
which  I  may  have  misunderstood;  but  in  any  event  my  answer 
AVas  made  in  the  light  that  even  a  corporation  of  that  size  might 
be  engaging  in  a  type  of  business  which  would  involve  such  a  very 
high  cost  of  audit — I  was  not  seeking  to  exaggerate — it  will  be 
a  large  cost  because  of  the  necessity  of  independent  audits  quarterly. 


6674  STOCK   EXCHANGE   PRACTICES 

Mr.  Pecora.  How  about  independent  audits  semiannually  or 
quarterlj^  reports?  That  is,  every  6  months,  with  a  quarterly  re- 
port submitted,  audited,  and  the  other  two  quarterly  reports  not 
audited? 

Mr.  Whitney.  Mr.  Pecora,  this  is  my  personal  opinion :  I  am 
very  shortly  going  to  ask  Mr.  Altschul  to  state  certain  opinions 
and  facts  to  the  committee,  with  the  permission  of  the  committee; 
but  my  personal  opinion  is  this,  that  an  independent  audit  once  a 
year  by  a  corporation  gives  enough  of  the  auditing  aspect  to  the 
public.  If  you  demand  an  independent  audit  semiannually  or 
quarterly 

Mr.  Pecora.  We  will  say,  semiannually. 

Mr.  Whitney.  Semiannually — the  value  of  that  to  my  mind  is 
going  to  be  largely  lost  to  the  public.  I  am  informed  by  the  Ameri- 
can Telephone  &  Telegraph  Co.  that  if  they  had  to  give  an  audit 
quarterly — we  will  apply  it  semiannually — an  independent  audit 
quarterly,  that  for  the  first  quarter  of  this  year  ending  on  March 
31,  they  could  not  possibly  have  it  in  the  hands  of  the  public  until 
July  or  August  of  this  year.  A  balance  sheet,  something  prepared 
by  themselves,  with  truth,  naturally,  and  not  subject  to  the  neces- 
sary review  of  an  independent  auditor,  could  be  put  in  the  hands  of 
the  public  far  more  promptly.  As  I  see  it,  the  benefit  that  you  and 
we  are  striving  for  is  that  the  public  shall  have  currently  the  facts 
with  regard  to  corporations.     We  are  in  entire  agreement  with  that. 

Mr.  Pecora.  Mr.  Whitney,  in  taking  the  example  of  the  American 
Telephone  &  Telegraph  Co.,  are  you  not  taking  a  rather  extreme 
case  and  seeking  to  generalize  from  its  base? 

Mr.  Whitney.  It  is  an  extreme  case,  without  question;  but  I  be- 
lieve, sir,  that  certainly  our  experience — but  I  would  like  to  ask 
you  to  hear  Mr.  Altschul,  because  he  knows  far  more  about  it  than 
I,  he  being  chairman  of  the  committee  on  stock  list.  But  company 
after  company,  not  of  great  size,  where  they  have  to  present  to  the 
exchange  independent  audits,  insofar  as  my  knowledge  and  belief 
are  concerned,  do  not  give  them  to  us  for  some  months  after  the 
period  which  they  cover  they  are  set.  The  same  thing  is  true  of  our 
own  questionnaires  of  firms. 

They  are  always  set  for  the  last  day  of  the  month  or  the  first  of  the 
next  month,  and  they  do  not  have  to  be  filed  until  the  20th  of  the 
month,  and  in  many,  many  instances  with  the  larger  houses  they  ask 
for  10  days'  or  2  weeks'  extension  because  of  the  physical  impossibility 
of  the  individuals  compiling  such  documents. 

Mr.  Pecora.  You  recognize  that  when  a  corporation  lists  its  securi- 
ties on  an  exchange  it  impliedly  extends  an  invitation  to  the  public 
to  become  partners  in  its  business,  so  to  speak? 

Mr.  Whitney.  I  grant  that;  yes. 

Mr.  Pecora.  It  invites  them  to  buy  its  shares  and  thereby  become 
part  owners  of  the  business. 

Mr.  Whitney.  It  places  its  shares  in  position  to  be  bought.  Quite 
right,  sir. 

Mr.  Pecora.  And  when  such  an  invitation  is  extended  to  the  public, 
you  agree,  I  presume,  in  principle  at  least,  with  the  thought  that 
such  a  corporation  should  be  required  to  give  definite  information 
at  frequent  enough  periods  so  that  the  public  that  by  implication 
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is  invited  to  buy  its  shares  and  become  a  part  owner  of  its  business, 
might  with  more  intelligence  buy  its  shares  ? 

Mr.  Whitney.  You  and  I  are  in  entire  agreement ;  yes. 

Mr.  Pecora.  Then  the  only  question  is  in  what  form  that  informa- 
tion, and  how  frequently  that  information,  should  be  conveyed  to 
the  public. 

Mr.  Whitney.  So  that  it  will  not  work  an-  unfair  hardship  on  the 
company  and  upon  the  shareholders  who  own  the  company. 

Mr.  Pecora.  In  order  to  keep  the  investing  public  that  is  invited  to 
buy  the  shares  not  too  much  in  ignorance. 

Mr.  Whitney.  Or,  sir,  to  give  them  information  that  is  current. 
I  think  you  used  the  word  "current." 

Mr.  Pecora.  Yes. 

]\Ir.  Whitney.  And  independent  audits  would  delay  that  current 
aspect  of  the  facts  regarding  the  company  which  you  wish  to  give  to 
the  public. 

Mr.  Pecora.  And  they  would  also  have  a  better  check,  would  they 
not,  on  the  soundness  of  the  information  ? 

Mr.  Whitney.  I  am  not  at  all  sure,  unless  you  believe  that  fraud 
is  practiced  by  our  companies. 

Mr.  Pecora.  I  am  afraid  that  we  are  impelled  to  that  belief,  in  the 
light  of  evidence  that  this  committee  has  heard  within  the  last 
fortnight. 

Mr.  Whitney.  That  is  not  fair.  All  American  companies?  That 
is  a  harsh  statement. 

Mr.  Pecora.  I  did  not  say  "  all  American  companies." 

Mr.  Whitney.  You  arc  predicating  your  statement  on  fraud, 
though,  as  I  see  it. 

Mr.  Pecora.  I  know  and  Mr.  Altschul  knows,  because  lie  was  in 
this  room  when  the  evidence  was  submitted  to  this  committee  in  the 
past  fortnight,  that  such  frauds  have  been  perpetrated. 

Mr.  Whitney.  Mr.  Altschul  will  be  here  in  a  minute.  I  cannot 
speak  for  him. 

Mr.  Pecora.  But  Mr.  Altschul  has  already  expressed  to  this  com- 
mittee his  opinion,  based  upon  the  evidence  that  he  heard  here. 

Mr.  Whitney.  Then  it  is  a  matter  of  record. 

Mr.  Pecora.  I  am  not  making  a  general  accusation  that  all  cor- 
porations are  engaged  in  the  practice  and  custom  of  peddling  out 
or  giving  out  false  information.  I  do  not  believe  that  for  one  min- 
ute. Neither  do  I  believe  that  corporations'  officials  become  sacro- 
sanct and  free  from  all  the  frailties  of  human  nature  merely  because 
they  become  corporation  officers.  We  pass  laws 'prohibiting  the 
commission  of  certain  acts  which  we  define  to  be  crimes  in  the 
public  interest;  not  because  we  believe  that  all  men  are  criminals. 

Mr.  Whitney.  We  advocate  just  such  laws,  and  have  done  so  for  a 
long  time.  A  year  ago  today,  as  I  stated  to  this  committee,  you  will 
remember 

Mr.  Pecora.  But  if  these  reports  are  audited  either  quarterly  or 
semiannually  rather  than  annually,  don't  you  think  that  the  auditing 
of  the  reports  would  give  greater  assurance  with  respect  to  the 
authenticity,  accuracy,  and  reliability  of  information  that  you  admit 
the  public  should  have? 

Mr.  Whitney.  Assurance,  yes ;  current  knowledge,  no. 
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Mr.  Pecora.  Current  knowledge  or  information,  unless  it  is  hon- 
est, is  apt  to  do  more  harm  than  good,  is  it  not,  because  of  the  false 
reliance  that  the  public  places  upon  it  ? 

Mr.  Whitney.  Mr.  Pecora,  even  accountants  may  not  be  honest. 

Mr.  Pecora.  We  are  not  going  to  enter  into  a  discussion  about 
the  frailties  of  human  nature. 

Mr.  Whitney.  But  you  are  right  in  that  discussion  now  with 
respect  to  certain  corporation  officers. 

Mr.  Pecora.  We  have  evidence  to  base  my  observation  on,  Mr. 
Whitney. 

Mr.  Whitney.  I  am  not  denying  it. 

Mr.  Pecora.  I  am  not  maldng  an  idle  statement  when  I  say  it  is 
based  upon  evidence  presented  to  this  committee  within  the  last  2 
weeks. 

Mr.  Whitney.  That  is  granted,  of  course ;  one  case. 

Mr.  Pecora.  The  one  case  we  investigated,  Mr.  Whitney.  I  could 
cite  others. 

Senator  Goldsborough.  But  it  does  not  follow  that  we  have  dis- 
covered that  everybody  is  dishonest. 

Mr.  Pecora.  Certainly  not;  and  I  have  been  very  careful  to  main- 
tain that.  I  do  not  say,  because  the  American  Commercial  Alcohol 
board  gave  information  to  the  stock  list  committee  of  the  stock 
exchange  last  summer  on  at  least  three  occasions  that  did  not  square 
with  the  facts,  that  all  corporations  do  that  thing;  certainly  not. 

Senator  Goldsborough.  No.  I  quite  agree  that  you  are  not  making 
the  implication  go  that  far,  I  am  sure. 

Mr.  Pecora.  No.  But  if  the  public  is  invited  to  subscribe  to  shares 
of  a  corporation  through  the  facility  of  having  those  shares  listed  on 
a  public  exchange,  I  submit  that  the  public  should  be  safeguarded 
as  much  as  it  can  reasonably  be  accomplished  in  the  information 
Avhich  is  giA^en  to  it  and  that  it  would  enable  the  public  to  arrive  at 
an  intelligent  judgment. 

Mr.  Whitney.  We  absolutely  agree. 

Mr.  Pecora.  Then,  the  only  question  is  whether  these  reports 
should  be  audited  once  a  year  or  twice  a  year  ? 

Mr.  Whitney.  Yes,  sir.     Well,  let  us  say  four  times,  by  the  bill. 

Mr.  Pecora.  I  am  now  suggesting  my  own  thought  on  the  matter 
when  I  say  twice  a  year  rather  than  four  times  a  year. 

Mr.  Whitney.  And  we  are  in  no  disagreement,  as  I  believe,  in 
that  i-egard.  The  first  question  to  be  solved  is  whether  it  is  too  great 
a  hardship  or  not. 

Senator  Kean.  But  if  this  audit — and  they  do  take  h)ng  periods 
of  time,  I  know — if  this  audit  takes  4  months  or  8  months,  a  great 
deal  could  happen  to  a  company  before  the  public  would  know  what 
ha])pened  to  it  through  an  audit? 

Mr.  Whitney.  Too  much  can  happen;  yes,  sir. 

Senator  Kean.  So  would  it  not  l)e  a  good  thing  for  the  public — 
we  are  trying  to  i)r()tect  tlie  public — if  the  company  submitted  its 
statement  piomptl}^  every  quarter  or  every  6  months,  and  then 
that  they  also  liad  that  statement  checked  by  an  auditor^  Would 
not  that  be  a  good  suggestion? 

Mr.  Whitney.  I  think  all  these  questions  resolve  themselves  on  two 
points:  The  unfair  hardsliips  that  might  result  to  the  corporation 
and  then,  too,  to  its  sharehoklers  who  are  the  public.     Let  us  not 
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for^ret  that.  Any  money  the  corporation  has  to  pay  is  out  of  the 
shareholders'  pockets. 

And  number  2 :  Whether  or  not  the  information  given  will  be  cur- 
rent enough  so  that  it  will  be  of  value  to  the  investing  public.  It 
all  resolves  itself,  as  I  see  it,  in  the  last  analysis,  on  what  is  to  the 
best  interest  of  the  public;  and  you  and  I.  Mr.  Pecora,  I  think 
entirely  agree. 

Mr.  Pecora.  I  think  so. 

The  Chairman.  Very  well.     We  will  pass  from  that. 

]Mr.  Whitney.  Now,  Mr.  Chairman,  with  your  permissicm,  may  I 
ask  Mr.  Altschid  to  make  a  statement  in  regard  to  the  listing  require- 
ments of  the  exchange  which  affect  very  generally  these  particular 
.-ections? 

The  Chairman.  I  think  that  would  be  in  order.  We  have  had 
Mr.  Altschul  l)efore  us. 

Mr.  Whitney.  Yes,  sir. 

Mr.  Pecora.  Mr.  Altschurs  prior  appearance  had  to  do  with  cer- 
tain limited  acts  and  transactions.  5s"ow,  I  think  Mr.  Altschul  is 
being  offered  to  give  the  committee,  from  his  own  judgment  and 
experience,  his  views  with  regard  to  these  particular  provisions  of 
the  bill. 

STATEMENT  OF  FRANK  ALTSCHUL,  CHAIRMAN,  COMMITTEE  ON 
STOCK  LIST,  NEW  YORK  STOCK  EXCHANGE,  NEW  YORK,  N.Y. 

Mr.  Altschul.  Mr.  Chairman,  I  have  prepared  a  brief  statement 
which,  with  your  })ermission.  I  would  like  to  read  to  tiie  committee. 
[Reading:] 

I  would  like  to  submit  to  you  liercwiili  a  (Idcuniont  coverin;;  tlie  orfianizatiou 
and  wori^  of  tlie  comuiitti-c  <>n  stock  list,  the  li.'jtin;:  re(|uireiiients  of  tiie  oxcliaiiKe 
as  they  exist  today,  ami  au  account  of  tiie  clianges  in  iistinji  reciuirements  and 
policies  of  the  committee  which  liave  Iteen  made  from  lltl'ti  to  December  1938. 

Tliis  material  has  been  asseml)led  on'  short  notice;  it  is  at  present  in  process 
of  correction  and  revision.  ^Vith  your  permission,  as  soon  ;is  this  work  is 
completed  we  shall  furnish  you  with  copies  in  tiieir  final  form.  Tliis  material 
lias  l)een  brou.u:iit  toiicther  in  order  to  make  availaiiie  to  you  in  convenient  form 
the  fullest  possilile  information. 

I  would  like  to  draw  your  jiarticular  attention  to  the  section  entitled  "Out- 
line of  Revisions  jind  Extensi<ins.  etc."  The  reason  I  do  this  is  because  this 
section  will  serve  to  give  you  some  indication  of  tlie  extent  to  wlucii  my  com- 
nnttee  has  been  engaged  in  a  continuing  effort  to  accommodate  its  listing  re- 
quirements, agreements,  and  policies  to  the  ever-changing  asix'cts  of  American 
corporate  procedure. 

You  will  note  a  refi>rence  to  action  of  the  governing  committee  taken  on 
January  27,  192G.  in  the  matter  of  the  issue  of  common  stock  without  voting 
power.  This  device  was  being  increasingly  used  to  lodge  coiUrol  in  small 
issues  of  voting  stock,  leaving  ownership  of  the  Imlk  of  the  property  divorced 
from  any  vestige  of  clfective  voice  in  the  choice  of  management. 

The  committee  felt  that  this  tendency  ran  counter  to  sound  public  policy, 
and  accordingly  decided  to  list  no  more  nonvoting  common  stocks.  With  this 
action  of  the  committee,  the  period  of  the  creation  of  nonvoting  common  stocks 
came  to  an  end. 

The  section  to  which  I  refer  contains  a  running  account  of  such  endeavors 
on  pur  part.  In  a  growing  and  developing  economy  like  our  own,  corporate 
procedure  is  ever  changing  and  at  times  its  changing  nature  is  accompanied 
by  experiments  of  a  character  which  require  close  scrutiny  and  sometimes 
prom])t  action  if  the  pul)lic  interest  is  to  be  served.  To  keep  abreast  of  such 
developments,  and  occasionally  possibly  to  anticipat(>  them,  requires  a  high 
degree  of  flexibility.  In  my  opinion,  tliis  flexibility  is  most  readily  found  in 
some  such  body   as   the   committee   on   stock   list,   and   such   a   conmiittee   is 
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peculiarly  well  adapted  to  consider  and  to  resolve  new  problems  as  they  arise 
because  it  is  composed  of  men  who  are  in  intimate  and  daily  touch  with  the 
world  of  business  and  finance. 

I  believe  that  flexibility  in  the  formulation  of  these  rules  is  of  the  utmost 
importance.  Rules  in  this  domain  must  of  necessity  be  capable  of  adaptation 
to  conditions  which  change  from  day  to  day.  A  statute  crystallizing  in  law  the 
rules  of  today  may  be  utterly  ineffectual  to  deal  with  the  conditions  of  to- 
morrow. Such  rigidity  might  easily  obstruct  the  normal  development  of  Ameri- 
can corporate  procedure  where  the  object  should  be  not  to  obstruct  but  to 
influence,  in  the  public  interest,  the  direction  of  such  development. 

Notwithstanding  the  efforts  made  by  the  comm.ttee  on  stock  list,  evidence 
of  which  you  will  find  in  the  document  which  I  have  placed  in  your  hands, 
we  recognize  that  there  is  much  that  we  have  not  been  able  to  accomplish. 
One  of  our  difficulties  has  its  roots  in  the  lack  of  uniformity  in  the  corporation 
laws  of  the  various  States.  The  competition  between  States  in  this  field  is  a 
matter  of  common  knowledge,  and  the  tendency  of  many  States  to  liberalize 
the  provisions  of  corporate  charters  with  a  view  to  making  their  laws  attractive 
for  the  incorporation  of  companies  has  led  to  practices  which  have  often  given 
us  concern.  At  times  we  have  been  able  to  resist  such  practices  with  a  fair 
degree  of  promptness,  but  more  often  we  have  had  to  wait  until,  either  as  a 
result  of  our  efforts  or  otherwise,  public  opinion  had  developed  to  a  point  where 
it  would  support  determined  action  on  our  part. 

The  remedy  for  much  of  this  we  have  long  felt  lies  in  a  Federal  incorpora- 
tion statute.  We  recognize  the  enormous  political  difficulties  in  the  way  of 
such  legislation,  but  the  importance  of  it  from  the  point  of  view  of  the  protec- 
tion of  investors  generally  is  so  great  and  the  advantages  of  it  are  so  obvious 
that  we  would,  with  all  respect,  like  to  urge  upon  you  the  desirability  to  having 
this  question  fully  explored. 

Such  an  act  would,  for  instance,  furnish  the  means  of  clarifying  and  codify- 
ing such  complicated  questions  as  those  growing  out  of  preemptive  rights, 
stock  dividends,  the  par  value  of  stock,  or  stocks  of  no  par  value.  It  would 
permit  the  development  and  imposition  of  uniform  methods  of  accounting 
within  industries,  a  matter  of  great  importance  to  investors  generally.  Fur- 
thermore, it  would  permit  the  general  adoption  of  a  desirable  and  simple  pro- 
vision to  the  effect  that  auditors  should  be  responsible  to  the  stockholders  of 
a  corporation  rather  than  to  its  management,  and  should  only  be  removable 
after  a  full  hearing  before  a  stockholders'  meeting. 

Instances  of  deliberate  misrepresentation  in  connection  with  listing  applica- 
tions have,  insofar  as  we  know,  been  camparatively  rare ;  that  they  have 
occurred,  however,  admits  of  no  dispute.  We  are  sympathetic  to  legislation 
providing  penalties  for  false  statements  contained  in  listing  applicafons  or  in 
documents  submitted  in  support  of  these;  and  I  believe  that  such  legislation 
would  not  alone  be  helpful  to  us  in  the  work  that  we  are  trying  to  do  but 
would  prove  an  enormous  safeguard  to  the  investing  public.  Legislation  which 
will  act  as  a  deterrent  and  will  at  the  same  time  provide  adequate  punish- 
ment for  transgressors — taken  in  conjunction  with  such  legis^lation  as  I  have 
suggested  above — will,  I  believe,  be  most  effective  to  accomplish  the  purposes 
which  are  being  sought  in  the  relevant  sections  of  the  bill.  Regulation  which 
takes  the  form  of  an  attempt  at  continuing  supervision  of  corporate  activities 
in  order  to  prevent  every  conceivable  kind  of  fraud  will,  in  my  opinion,  not 
only  fail  to  prevent  fraud  but  will  of  necessity  hamper  the  conduct  of  honest 
business. 

I  have  come  prepared,  Mr.  Chairman,  to  make  a  complete  statement  to  you  in 
regard  to  those  provisions  of  the  bill  under  consideration  which  relate  most 
directly  to  the  work  of  my  committee.  If  your  time  permits  I  would  like  very 
much  to  read  this  statement  to  you  now,  in  order  that  you  may  have  an  op- 
portunity of  questioning  me  fully  in  regard  thereto  in  case  you  care  to.  I 
believe  that  such  a  discussion  would  prove  most  helpful  to  all  concerned. 

Nov^,  Mr.  Chairman,  I  have  a  statement  dealing  with  the  sections 
of  the  bill  in  detail,  which  I  will  hand  to  you  for  j^oiir  convenience. 

The  Chairman.  Very  well. 

Mr.  Altschul.  I  believe  some  of  these  points  have  already  been 
covered,  and  it  may  be  expedient  if  when  we  get  to  them  I  skip 
over  them. 
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Mr.  Pecora,  I  will  be  very  glad  if  you  interrupt  at  any  time  in 
this  statement  to  discuss  the  particular  matters  that  we  happen  to 
be  on. 

Mr.  Pecora.  Mr,  Altschul,  would  you  pardon  postponement  of 
your  reading  of  this  statement  just  long  enough  to  enable  me  to  ask 
you  one  or  two  simple  questions  with  regard  to  the  statement  you 
just  read? 

Mr.  Altschul.  Certainly. 

Mr.  Pecora.  You  say : 

Instances  of  deliberate  misrepresentation  in  connection  witli  listing  applica- 
tions have  insofar  as  we  know  been  comparatively  rare ;  that  they  have  oc- 
curred, however,  admits  of  no  dispute.  We  are  sympathetic  to  legislation  pro- 
viding penalties  for  false  statements  contained  in  listing  applications  or  in 
documents  submitted  in  support  of  these;  and  I  believe  that  such  legislation 
would  not  alone  be  helpful  to  us  in  the  work  that  we  are  trying  to  do,  but 
would  prove  an  enormous  safeguard  to  the  investing  public. 

When  you  made  that  statement  did  you  have  in  mind  State  legis- 
lation or  Federal  legislation? 

Mr.  Altschul.  This  statement  was  made  in  connection  with  a 
discussion  of  the  Federal  statute,  and  what  I  had  in  mind  was  that 
some  of  the  benefits  which  you  are  obviously  seeking  in  that  statute, 
and  with  which  we  entirely  agree,  you  would  find  a  way  to  incor- 
porate something  in  the  statute  which  would  cover.  I  am  not  a 
lawyer. 

Mr.  Pecora.  You  had  in  mind  the  Federal  legislation? 

Mr.  Altschul.  I  was  discussing  the  bill. 

Mr.  Pecora.  Do  you  recognize  that  State  legislation  would  be 
comparatively  ineffectual  ? 

Mr.  Altschul.  I  recognize  the  difficulties,  but  I  am  not  a  lawyer. 
I  am  a  layman,  I  cannot  deal  with  the  legal  questions  very  thor- 
oughly. 

Mr.  Pecora,  And  just  one  other  question :  In  your  reference  in 
this  statement  to  the  efforts  in  the  past  made  by  the  Committee  on 
Stock  List  to  keep  off  the  board  of  your  exchange  stocks  that  contain 
no  voting  power,  does  that  include  voting  trust  certificates? 

Mr.  Altschul.  It  does  not  include  voting-trust  certificates. 

Mr.  Pecora,  Do  you  recognize  that  that  is  a  species  of  security 
which  for  a  limited  period  of  time  at  least  deprives  the  purchasers, 
the  stockholders,  the  public  in  other  words 

Mr,  Altschul.  Quite  right. 

Mr.  Pecora.  Of  an  effective  voice  in  management? 

Mr.  Altschul.  Quite  right. 

Mr.  Pecora,  And  it  is  an  evil  comparable  to  the  one  of  nonvoting 
stock,  except  that  the  evil  is  limited  as  to  time? 

Mr.  Altschul.  No,  sir.  I  think  there  is  another  important  dif- 
ference there.  In  the  case  of  a  nonvoting  stock  the  purchaser  buys 
an  instrument  that  has  been  deprived  of  a  vote  in  perpetuity  right 
at  the  start  of  the  operation. 

Mr.  Pecora.  Yes. 

Mr.  Altschul.  In  the  case  of  the  voting-trust  certificate  it  gener- 
ally comes  into  being  as  a  voluntary  exchange  of  the  voting-trust 
certificate  for  a  stock  certificate  that  had  the  voting  power,  and 
presumably  the  holder  of  the  stock  certificate  who  makes  that  ex- 
change is  making  it  for  considerations  that  seem  to  him  persuasive. 

Mr.  Pecora.  How  about  the  case  of  the  Pennroad  Corporation  ? 
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Mr.  Altschul,.  Well,  I  am  not  familiar  with  the  case  of  the 
Pennroad  Corporation, 

Mr.  Pecora.  Their  certificates  are  listed,  are  they  not? 

Mr.  Redmond.  Not  listed  on  the  New  York  Stock  Exchang-e. 

Mr.  Altschul.  I  am  not  familiar  with  that. 

Mr.  Pecora.  Then  they  are  on  the  Curb,  and  I  think  they  are 
listed  on  one  of  the  New  York  exchanges. 

Mr.  Redmond.  I  think  they  have  been  dealt  in  on  the  Curb. 

Mr.  Pecora.  Those  were  voting-trust  certificates  at  the  outset. 

Mr.  Altschul.  There  are  two  fundamental  distinctions.  In  the 
case  of  the  voting  trusts  the  laws  of  the  various  States  on  voting 
trusts  are  set  up  providing  limits  of  time  at  the  end  of  which  the 
stockholder  again  returns  to  his  former  status. 

The  second  point  is  that  in  a  great  many  cases  and  in  most  of 
those  that  we  have  seen  in  the  stock  exchange,  voting-trust  certifi- 
cates are  issued  in  exchange  for  the  stock  and  the  exchange  was  made 
voluntarily  by  the  stockholder,  who  exchanged  his  voting  right  for 
what  he  considered  to  be  a  good  reason,  and  there  are  at  times  good 
reasons  of  that  sort. 

We  do  not  feel  that  that  has  any  of  the  same  general  implications 
that  the  nonvoting  stock  has. 

I  shall  attempt  to  place  before  you  my  views  concerning  those  pro- 
visions of  the  proposed  legislation  which  relate  most  directly  to  the 
work  of  my  committee.  I  find  myself  in  accord  with  certain  of 
these  provisions.  As  I  shall  point  out  in  detail  later,  others  appear 
to  me  to  go  much  too  far  and  to  be  of  such  a  nature  as  to  suggest 
the  possibility  that  they  may  defeat  the  purposes  of  the  measure. 

I  am  heartily  in  favor  of  such  measures  as  will  afford  the  maxi- 
mum degree  of  protection  to  the  investing  public.  The  efforts  of  the 
committee  on  stock  list  have  constantly  been  directed  to  this  end. 
While  I  feel  that  in  the  main  these  erf'orts  have  been  constructive 
and  helpful.  I  would  be  the  last  one  to  suggest  that  further  prog- 
ress cannot  be  made.  To  the  extent  to  which,  the  provisions  of  this 
bill  represent  such  further  progress,  these  provisions  of  course  meet 
with  my  approval. 

Briefly,  the  connnittee  on  stock  list  has  developed  certain  standards 
and  requirements  which  must  be  satisfied  by  applicant  companies  if 
their  securities  are  to  be  eligible  for  listing  at  all.  These  stand- 
ards and  requirements  are  matters  of  gradual  evolution,  responsive 
to  the  changing  aspects  of  American  business  life  and  to  the  con- 
stant development  of  corporate  procedure. 

In  connection  with  an  initial  listing  application,  the  committee 
requires  a  formal  printed  listing  application  containing  such  infor- 
mation and  su])i)<)rted  by  the  documents  which  you  will  find  described 
in  detail  in  the  memoramlnm  which  I  have  submitted  to  you.  In  gen- 
eral, the  listing  re(iuirements  are  designed  to  furnish  information 
concerning  the  character  and  background  of  the  business,  the  nature 
of  its  assets  and  operations,  the  record  of  its  earnings  and  such  other 
pertinent  material  as  seems  likely  to  assist  the  investor. 

If  the  securities  of  a  comi)any  have  been  admitted  to  the  list  and 
the  com])any  applies  for  the  listing  of  additional  securities,  a  similar 
listing  a])plicati()n  is  required;  and  in  tliis  ai)plication  there  nuist  be 
ii])-to-date  financial  statements  of  the  applicant  comjjany  together 
with  a  statement  of  the  purposes  of  the  issue  applied  for,  a  copy  of 
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the  resolution  of  the  board  of  directors  authorizing  such  issue,  and  an 
opinion  of  counsel,  not  an  officer  or  director  of  the  company,  as  to  the 
validity  of  the  issue  contemplated.  A  strong-  and  usually  successful 
effort  is  made,  in  connection  with  the  application  for  listing  of  addi- 
tional securities,  to  have  the  company  comply  with  the  then  current 
requirements.  Such  compliance  is  often  made  a  condition  of  the 
listing  requested. 

While  we  have  occasion  to  consult  our  own  attorneys  on  numy 
points,  we  do  not  have  an  independent  staff  of  lawyers  to  determine 
whether  all  the  legal  requirements  for  the  issued  securities  have  been 
complied  with,  and  while  we  take  up  many  accounting  questions  with 
our  consulting  accountants,  we  do  not  have  an  independent  staff  of 
accountants  to  audit  the  accounts  of  applicant  corporations.  In  the 
absence  of  contrary  evidence,  we  accept  the  legal  opinion  furnished 
to  us  by  responsible  lawyers  in  connection  with  listing  applications, 
and  we  accept  the  audits  ])repared  in  behalf  of  applicant  companies 
by  independent  auditors. 

In  connection  with  applications  for  additional  listings,  we  do  not, 
in  the  absence  of  evidence  of  bad  faith,  seek  to  examine  into  the 
actions  of  boards  of  directors  with  a  view  to  arriving  at  an  inde- 
pendent determination  as  to  whether  they  have  acted  in  pursuance 
of  sound  business  judgment  or  in  accordance  with  proper  standards 
of  conduct;  nor  do  we  attempt  to  control  sucli  action. 

It  is  the  boai'd  of  directors,  not  we.  who  are  elected  by  and  respon- 
sible to  the  stockhohlers  for  the  outcome  of  their  policies;  the  record 
of  the  company  which  persuaded  stockliolders  to  invest  is  the  record 
of  the  management  of  the  company,  not  our  record.  In  my  opinion. 
no  central  body,  whether  the  stock-list  committee  or  the  Federal 
Trade  Commission,  can  possibly  succeed  in  pei'forming  the  functions 
of  tlie  managements  of  all  listed  com})anies. 

If  there  is  anything  in  the  application  wliich  appears  to  the  com- 
mittee to  be  open  to  (juestion.  then  the  committee  makes  every  effort 
to  have  the  question  resolved  in  accordance  with  its  views:  but  we 
have  conceived  our  chief  responsibility  to  be  to  .see  tliat  the  facts 
have  been  fully  and  adequately  disclosed,  and  if  this  disclosure  indi- 
cates nothing  which  appears  to  the  committee  to  be  unsound  or 
improper,  we  do  not  undertake  an  inde})endent  investigation  of  the 
facts  themselves.  In  other  words,  we  accommodate  ourselves  to  the 
general  sj^irit  of  American  institutions  in  dealing  with  persons 
appearing  before  us  on  the  theory  that  they  are  honest  vuitil  evidence 
to  the  contrary  is  adduced. 

I  approach  the  consideration  of  the  pending  legislation  with  the 
general  view  that  stock  exchanges  perform  a  useful  and  an  essential 
fmiction  in  our  national  life.  This  I  conceive  to  be  primarily  the 
furnishing  of  a  nuirket  place  for  securities  with  a  view  to  facilitat- 
ing enterprises  in  filling  their  legitimate  capital  requirements  and 
with  a  view  to  enabling  investors  to  purchase  and  sell  securities 
readil}^  in  response  to  their  needs  or  desires. 

I  recognize  that  abuses  have  groAvn  up  about  the  market  place 
which  require  correction  in  order  that  the  public  may  be  afforded 
proper  protection,  and  I  believe  that  the  object  of  farsighted  legis- 
lation should  be  to  afford  such  protection  while  placing  as  few 
obstacles  as  possible  in  the  way  of  the  normal  functioning  of  this 
important  part  of  our  economic  mechanism.     I  suppose  that  there 
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would  be  general  agreement  with  the  principle  that,  to  the  extent 
that  the  provisions  of  the  proposed  legislation  are  so  onerous  in 
their  application  as  to  render  it  impossible  for  corporations  to 
comply  with  their  terms,  these  provisions  must  be  looked  upon  as 
inconsistent  with  the  conception  of  the  useful  and  essential  qualities 
of  security  exchanges  and  that  accordingly  such  provisions  should 
be  either  modified  or  eliminated. 

With  this  general  background,  I  proceed  to  an  examination  of 
the  provisions  of  the  bill  before  you  insofar  as  they  relate  to  the  list- 
ing of  securities  on  security  exchanges.  My  comments  should  be 
read  in  the  light  of  the  foregoing  general  discussion.  And  before 
going  into  the  particular  discussion,  Mr.  Pecora.  it  may  be  that  you 
have  some  questions  that  you  would  like  to  take  up  now  on  what 
we  have  covered. 

Mr.  Pecora.  I  have  made  some  notations,  but  I  think  perhaps  we 
could  more  advantageously  enter  upon  a  discussion  after  you  have 
completed  the  reading  of  this  document. 

Mr.  Altschul.  Section  11 — Registration  requirements  for  securi- 
ties: 

I  draw  your  attention  to  section  11  of  the  bill  entitled  "  Registra- 
tion Requirements  for  Securities."  Before  entering  into  a  detailed 
comment  upon  these  requirements,  I  would  like  to  consider  this 
section  in  its  broader  aspects.  One  effect  of  this  provision  is  to 
require  that  all  existing  securities  now  listed  on  any  exchange  shall 
be  registered  in  accordance  with  the  provisions  of  the  act  at  least 
30  da3^s  prior  to  its  effective  date  if  they  are  to  continue  to  be  traded 
in  thereafter  on  the  exchanges  on  which  they  are  now  listed. 

Securities  now  listed  are  held  today  in  various  ways  largely  in 
reliance  upon  the  fact  that  there  is  a  market  for  them  on  recognized 
exchanges.  To  deprive  these  securities,  or  any  considerable  part  of 
them,  of  the  market  which  investors  and  lenders  alike  have  relied 
on  would  be  disastrous.  On  this  account,  it  is  important  to  point 
out,  in  the  first  instance,  that  the  registration  requirements  for 
securities,  taken  in  their  entirety,  could  very  easily  in  a  large  num- 
ber of  instances  have  this  effect. 

In  my  opinion,  it  is  a  dangerous  thing  to  impose  onerous  require- 
ments in  connection  with  the  registration  of  new  issues,  as  this  so 
easily  has  the  effect  of  damming  up  the  capital  market  of  the  coun- 
try, with  resultant  hardships  to  industries  seeking  capital  for  expan- 
sion or  for  meeting  maturities.  However,  it  is  far  more  dangerous 
to  impose  such  requirements  upon  existing  securities  because  this 
can  obviously  have  the  effect  of  freezing  a  large  part  of  the  liquid 
capital  of  the  country,  with  the  most  deflationary  consequences 
to  individual  holders,  banks,  financial  institutions,  no  less  than  to 
the  industry  of  the  country  as  a  whole. 

Difficult  as  the  administrative  features  of  the  act  are  insofar  as 
they  apply  to  new  issues,  they  are  infinitely  more  difficult  when  they 
apply  to  that  great  bulk  of  vsecurities  already  outstandinir.  If  sec- 
tion 11  is  read  in  conjunction  with  section  32,  it  becomes  apparent 
that  if  any  securities  now  issued  are  to  be  traded  in  on  any  security 
exchange  after  the  effective  date  of  the  act,  October  1,  1934,  appli- 
cations for  registration  thereof  must  have  been  made  before  Sep- 
temJDer  1,  1934.  The  act  presumably  contemplates  that  applications 
so  filed  and  the  documents  supporting  them  are  to  be  reviewed  by 
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competent  persons.  So  stupendous  would  be  this  task  that  I  am 
convinced  that  the  work  involved,  if  conscientiously  done,  would 
consume  years  rather  than  months,  if  it  can  be  actually  done  at  all. 

Beyond  this,  I  am  convinced  that  the  delegation  to  a  Federal  body, 
not  in  immediate  and  daily  contact  with  the  current  operations  of 
the  country's  business,  of  authority  to  pass  upon  the  registration  of 
all  securities  to  be  dealt  in — old  and  new  alike — is  umiecessary  for 
the  protraction  of  the  public.  I  consider  that  this  protection  can  be 
better  secured  by  other  means,  and  that  the  contemplated  method 
places  obstacles  in  the  way  of  the  normal  f  imctioning  of  our  business 
machine  so  serious  in  their  nature  that  they  will  unfavorably  affect 
the  very  interests  of  that  public  which  these  measures  seek  to  protect. 

Sec.  11.  (a)  It  shall  be  unlawful  for  any  person  to  efifect  any  transaction  in 
any  security  ou  a  national  securities  exchange  unless  a  registration  is  effective 
as  to  such  security  iu  accordance  with  the  provisions  of  this  act  and  the  rules 
and  regulations  made  by  the  Commission  thereunder  and  unless  such  security 
has  been  issued. 

The  effect  of  this  provision,  read  in  conjunction  with  section  (b), 
would  appear  to  be  to  prevent  dealings  in  any  security  until  30  days 
after  the  stock  exchange  had  certified  to  the  Commission  that  the 
security  had  been  ajjproved  for  registration  and  listing.  In  the 
case  of  new  issues  this  30-day  delay  might  place  such  an  added 
risk  upon  underwriters  as  to  raise  a  serious  question  of  whether 
the  business  of  underwriting  new  issues  for  the  purpose  of  financing 
the  capital  requirements  and  the  maturities  of  existing  corporations 
could  go  forward  at  all. 

Apart  from  the  question  of  underwriters,  we  have  frequently  had 
before  us,  in  the  past,  applications  for  listings  where  prompt  action 
on  our  part,  in  order  to  make  possible  the  earl}'  issuance  of  the 
securities  in  question,  was  essential  to  the  carrying  out  of  an  entireh'^ 
legitimate  corporate  purpose  highly  in  the  interests  of  the  security 
holders. 

I  am  apprehensive  that  the  delays  imposed  in  connection  with  the 
underwriting  of  new  issues  and  of  the  issuance  of  new  securities 
at  times  without  underwriting  will  place  an  obstacle  in  the  path 
of  perfectly  legitimate  transactions  helpful  to  American  business. 

I  am  uncertain  of  the  })recise  effect  of  the  words  "  unless  such 
security  has  been  issued  ",  but  I  assume  that  they  are  intended  to 
prevent  a  "  when,  as,  and  if  issued  "  market.  While  the  New  York 
Stock  Exchange  has,  in  recent  years,  been  reluctant  to  list  on  a 
"  when,  as,  and  if  issued  "  basis,  and  has  only  done  so  infrequently, 
and  then  only  when  it  seemed  largely  in  the  public  interest,  we 
believe  that  the  "  when,  as,  and  if  issued  "  market  has  a  legitimate 
place  in  the  business  of  providing  capital  for  industry,  and  we  feel 
that  any  abuses  that  is  sought  to  correct  in  connection  with  such 
a  market  are  capable  of  being  dealt  with  without  eliminating  such 
a  market  altogether. 

Beyond  this,  I  should  point  out  that  many  types  of  securities 
are  now  listed  for  which  it  would  appear  that  under  no  circumstances 
is  it  likely  that  a  registration  statement  would  be  filed.  The  re- 
moval from  the  list  of  these  securities  already  outstanding  in  the 
hands  of  investors  under  such  a  retroactive  law  would,  in  mam'^  in- 
stances, affect  the  interests  of  investors  most  unfavorably. 
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The  following  possibilities  which  might  result  from  such  a  pro- 
vision of  the  law  should  be  considered.  Stocks  and  bonds  of  many 
companies  that  are  in  the  hands  of  receivers  might  be  forced  off 
the  list  because  of  the  fact  that  the  original  issuer  had  no  longer 
any  power  to  file  a  listing  application  or  registration  statement,  and 
it  is  uncertain  how  far  tlie  receivers  would  go  in  doing  so.  In  many 
instances,  these  securities  have  been  kept  on  so  as  to  not  use  the 
influence  of  striking  to  force  minority  stockholders  into  reorganiza- 
tions or  into  deposit  agreements  of  protective  committees.  If  this 
section  of  the  law  remains  unchanged,  even  if  the  registration  re- 
quirements were  modified,  many  situations  might  arise  where  the 
new  company,  protective  committee,  or  voting  trustees  might  elect 
to  register  the  securities  which  they  have  issued  for  listed  securities, 
but  no  person  would  be  in  a  position  to  apply  for  registration  of  the 
listed  securities  themselves  in  their  original  outstanding  form. 

Thus,  possibly  quite  unintentionally,  pressure  would  be  brought 
upon  minorities  to  deposit  under  plans  of  reorganization  in  a  way 
in  which  the  stock  exchange  has  always  been  reluctant  to  bring 
pressure  itself. 

In  other  pases,  where,  through  the  exchange  of  shares,  a  company 
has  acquired  a  very  large  percentage  of  stock  of  another  company 
and  desires  to  have  the  stock  of  its  subsidiary  removed  from  the  list, 
this  provision  of  the  act  might  well  result  in  the  acquiring  company 
making  no  provision  for  the  registration  of  the  securities  of  the 
underlying  company,  and  in  this  manner  dissenting  minorities  might 
well  be  forced  into  a  consolidation  or  exchange  of  shares  contrary  to 
their  expressed  wishes,  merely  in  order  to  obtain  a  listed  security. 
It  has  been  the  consistent  policy  of  the  committee  on  stock  list  not 
to  permit  its  listing  facilities  to  be  used  to  club  minorities  into 
action  in  this  manner. 

Furthermore,  it  is  difficult  to  see  why  foreign  governments  or 
foreign  corporations  which  have  issued  bonds  so  many  years  ago 
and  which  have  no  further  present  need  of  the  American  capital 
market  should  apply  for  registration. 

The  amount  of  such  securities  that  might  be  forced  off  the  list 
through  the  operation  of  the  provisions  of  the  bill  as  now  drawn 
is,  as  you  know,  very  considerable. 

Sec.  11.  (a)  A  security  may  be  registered  with  a  national  securities  exchange 
upon  ai>plication  by  the  issuer,  by  filing  with  such  exchange  and  with  the  Com- 
mission such  undertakings,  information,  and  documents  as  the  Commission  may 
by  its  rules  and  regulations  require  in  the  public  interest  and  for  the  protec- 
tion of  investors  t(  gether  with  such  additional  undertakings,  information,  and 
documents  as  the  exchange  may  require.  If  the  exchange  authorities  certify 
to  the  Commission  that  the  security  has  been  approved  by  the  exchange  for 
listing  and  registration,  the  registration  shall  become  effective  thirty  days  after 
the  tiling  of  such  certification  with  the  Commission :  Provided,  That  if  it  ap- 
pears to  the  Commission  prior  to  the  expiration  of  such  thirty  days  that  the 
application  for  registration  does  not  comply  with  the  provisions  of  this  Act 
or  the  rules  and  regulations  made  by  the  Commission  hereunder,  it  may,  after 
appropriate  notice  and  opportunity  for  heai'ing  within  such  period,  enter  an 
order  denying  the  application  for  registration  unless  the  issuer  shall  withdraw 
its  application  or  consent  to  the  Commission's  deferring  action  on  its  applica- 
tion for  a  stated  period  longer  than  such  thirty  days. 

The  difficulties  which  I  find  with  this  section  are  already  covered 
by  my  preceding  comment, 

Seo.  11.  (c)  The  rules  and  regulations  of  the  Commission  in  regard  to 
registration  shall  require     *     *     * 
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(I)  An  undertaking  by  the  issuer  to  comply  with  and  so  far  as  is  within 
its  power  to  enforce  compliance  by  its  officers,  directors,  and  stockholders  with 
the  provisions  of  this  Act  and  any  amendments  thereto  and  with  the  rules  and 
regulations  made  or  to  be  made  by  the  Commission  thereunder  and,  unless  the 
issuer  is  a  member  bank  of  the  Federal  Reserve  System,  not  to  lend  any  funds 
in  the  money  market  of  any  exchange  or  to  any  member  thereof  or  to  any 
person  who  transacts  a  business  in  securities  through  the  medilim  of  any  such 
member  except  in  accordance  with  such  rules  and  regulations  as  the  Commis- 
sion may  prescribe. 

That  is  a  provision  that  requires  an  undertaking  by  the  issuer 
that  he  will  comply  with  all  present  and  future  regulations  and  will 
use  his  best  efforts  to  have  other  parties  comply  with  them  as  well. 

I  have  grave  doubt  as  to  whether  it  is  reasonable  to  exact  any  such 
far-reaching  commitment  in  connection  with  an  application  for  reg- 
istration. This  clause  in  itself  may  operate  powerfully  against 
registration. 

Sec.  11.  (c)    (II). 

Subject  to  detailed  comment  below  on  subtitles  1  to  11,  I  feel  that 
information  of  the  character  specified  in  this  subsection  should  ob- 
viously be  available  to  investors  and  stockholders.  This  would  seem 
to  me  to  go  little  beyond  what  might  properly  be  considered  reason- 
able in  connection  with  listing  on  the  New  York  Stock  Exchange. 

I  recognize,  however,  that  of  necessity  of  requirements  which  appear 
reasonable  as  a  prerequisite  to  listing  on  the  country's  primary 
security  market,  may  be  unduly  burdensome  when  applied  to  many 
of  the  small  exchanges  of  the  country  which,  in  their  communities, 
perform  a  very  useful  function. 

Accordingly,  it  would  seem  desirable  to  omit  rigid  requirements  of 
this  nature  from  the  act  itself,  and  to  delegate  the  authority  to 
prescribe  listing  requirements  suitable  to  the  needs  of  each  exchange 
considered  in  the  light  of  its  own  si)ecial  problems  to  whatever 
agency  may  be  designated  by  law  to  administer  the  provisions  of 
the  act.  I  am  convinced  that  experience  will  prove  this  degree  of 
flexibility  to  be  essential  if  business  is  to  go  forward.  In  my  opinion 
the  New  York  Stock  Exchange  could  then  readily  accept  listing 
requirements  drawn  in  accordance  with  the  provisions  of  section 

II  (c)  (II)  subject  to  such  modifications  as  I  have  indicated  as 
desirable  or  essential  in  my  detailed  conmient  which  follows: 

Skc.  11.  (c)  (II)  Such  information  as  to  the  issuer  and  affiliates  in  respect 
of: 

(1)  The  organization,  linancial  structure,  and  nature  of  the  business; 

(2)  Particulars  regarding  the  terms,  i)osition,  rights,  and  privileges  of  the 
different  classes  of  securities  outstanding; 

(3)  Tarticulars  regarding  tei'ms  on  which  securities  have  been  or  are  to 
be  offered  to  the  public. 

In  my  opinion,  information  covered  by  (1),  (2),  and  (3)  above 
should  without  question  be  available  to  investors. 

Sec.  11.  (c)  (II)  (4)  particulars  regarding  the  directors,  officers,  and  princi- 
pal securityholders  and  underwriters,  their  remuneration  and  their  interests 
in  the  securities  of  and  material  contracts  with  the  issuer  and  affiliates. 

I  have  some  question  as  to  the  wisdom  of  that  part  of  (4)  which 
would  appear,  when  read  in  conjunction  with  other  sections  of  the 
act,  to  provide  for  the  publication  of  the  remuneration  of  officers  of 
registered  corporations  generally. 
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I  can  see  that  in  certain  instances  such  publication  may  be  desirable 
and  in  the  public  interest.  Yet,  it  places  a  serious  competitive 
handicap  on  corporations  which  are  listed  or  registered  as  against 
privately  owned  business  in  that  the  salaries  which  they  pay  to 
executives  will  be  disclosed  for  the  benefit  of  their  more  fortunately 
situated  competitors.  That  instance  is  equally  true  between  any 
companies  that  are  listed.  One  has  a  chance  to  see  what  the  other  is 
paying  for  executives. 

Beyond  that,  it  is  hard  for  me  to  believe  that  by  and  large  officers, 
merely  because  they  happen  to  be  connected  with  registered  com- 
panies, should  be  subject  to  a  form  of  publicity  which  other  citizens 
are  protected  from. 

Seo.  11.  (c)  (II)  (5)  particulars  regarding  remuneration  to  others  tliau 
directors  and  oflBcers  exceeding  $20,000  per  annum. 

There  is  some  question  in  my  mind  whether  the  compensation  paid 
for  professional  services  should  be  given  publicity,  and  my  objection 
is  based  on  the  same  general  consideration  as  I  urge  in  connection 
with  the  compensation  of  officers. 

Seo.  11.  (c)  (II)  (6)  Particulars  regarding  bonus  and  prnfit-shr.ring  arrange- 
ments. 

I  am  in  sympathy  with  the  full  disclosure  of  bonus  and  profit- 
sharing  plans  and  the  aggregate  cost  thereof  to  tlie  company.  How- 
ever, I  can  see  little  reason  why  the  distribution  under  these  plans 
to  the  individuals  participating  in  them  should  ordinarily  be  dis- 
closed. I  can  see,  of  course,  that  in  some  instances  it  might  be  wise. 
Such  a  disclosure  might  at  times  prove  a  source  of  needless  em- 
barrassment to  management  in  connection  with  the  operations  of 
the  company. 

Senator  Kean.  Wliat  do  you  mean  by  that  ? 

Mr.  Altschul,.  We  have  had  before  us  in  committee  at  times — 
first  of  all,  I  would  like  to  say  this :  We  have  discussed  many  times 
the  desirability  of  the  stock-list  committee  itself  taking  some  for- 
ward step  in  the  matter  of  these  profit-sharing  and  bonus  plans,  and 
in  connection  with  the  study  that  we  have  carried  forward  there  we 
have  had  occasion  to  discuss  more  or  less  informally  with  manage- 
ments the  viewpoint  of  managements.  We  have  not  so  far  reached 
a  very  definite  conclusion,  but  we  have  found  that  in  many  cases 
reasons  are  advanced  which  would  indicate  that  full  disclosure 
would  be  undesirable. 

There  are  cases  inside  a  corporation,  for  instance,  that  have  been 
drawn  to  our  attention,  where  officers  are  getting  compensation  which 
the  management  considers  adequate,  where  an  officer  is  getting  com- 
pensation which  the  management  have  determined  upon,  the  execu- 
tive officers  have  determined  upon,  as  being  the  proper  compensation 
for  that  man.  The  man  happens  to  be  a  man  who  is  very  unpopular 
in  the  organization  but  very  effective,  and  they  consider  him  a  very 
important  element  in  their  business.  The  disclosure  of  an  addi- 
tional amount  of  compensation  that  he  receives  through  the  operation 
of  the  profit-sharing  plan  has  been  urged  ui)on  us  as  being  likely  to 
create  a  situation  where  either  they  Avould  lose  a  half  dozen  other 
men  or  that  man  would  have  to  go.  The  total  amount  that  is  in- 
volved in  the  prolit-sharing  plan  in  the  aggregate  we  would  have 
no  objection  disclosing,  but  if  we  had  to  go  into  the  refinement  of 
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showing  that  Mr,  John  Jones  gets  $10,000  additional,  then  we  would 
have  Mr.  Smith  and  all  the  others  disaffected,  and  we  would  have 
a  lot  of  trouble  within  the  company. 

There  are  practical  reasons  of  that  sort  that  have  come  to  our  at- 
tention ever  so  often  that  bid  us  pause  in  this  matter.  We  have  been 
studying  it  and  we  are  interested  in  it. 

Mr.  Pecora.  Do  you  think  those  reasons  that  are  based  upon  pos- 
.sible  personal  embarrassment  to  the  individual  whose  compensation 
is  sought  to  be  disclosed  outweigh  the  advantages  to  stockholders 
of  full  information  with  regard  to  compensation  paid  to  those  whom 
they  put  in  management  of  the  company,  or  who  are  in  the  manage- 
ment of  the  company,  whether  with  or  without  the  will  of  the  stock- 
holders ? 

Mr.  Altschtjl.  You  raise  a  very  broad  question,  Mr.  Pecora. 

Mr.  Pecora.  That  is  the  question  involved  here. 

Mr.  Altschul.  Yes,  naturally;  but  I  want  to  separate  it  for  a 
moment.  In  a  limited  sense  that  I  was  discussing  the  question,  I 
would  say  that  many  times  you  will  find  occasions  where  the  pub- 
licity as  to  the  individual  amounts  would  be  harmful  to  the  company 
itself  and,  therefore,  to  the  stockholders.  I  do  not  say  that  is  at  all 
preponderating  in  the  number  of  cases,  but  there  are  many  cases 
that  are  distinctly  advantageous  to  the  company.  We  have  had 
those  drawn  to  our  attention. 

Mr.  Pecora.  You  recognize,  though,  that  in  any  question  that  is  a 
question  of  public  policy  the  rights  of  the  individual  must  yield  to 
the  benefits  of  the  community  or  the  public? 

Mr.  Altschul.  Quite  right.  Oh,  we  stand  strong  on  that  plat- 
form, of  course. 

Senator  Kean.  The  question  is  whether  we  can  protect  the  rights 
of  the  public  by  giving  simply  the  amounts  instead  of  the  names 
and  the  individuals. 

Mr.  Altschul.  My  thought  on  that,  Senator,  would  be — but,  first 
of  all,  in  answer  to  Mr.  Pecora's  question :  In  this  competitive  world 
the  disclosure  of  these  facts  as  to  the  salaries  of  officers,  by  and 
large,  is  going  to  be  an  adverse  factor  from  the  point  of  view  of 
stockholders. 

To  put  it  differently,  it  is  going  to  have  certain  very  important 
adverse  elements  in  it  from  the  point  of  view  of  stockholders  gen- 
erally. I  am  not  now  limiting  it  to  this  one  case  of  John  Jones,  but 
by  and  large  the  disclosure  of  these  salaries  is  going  to  be  a  dis- 
turbing factor  and  have  certain  elements  that  would  unfavorably 
affect  the  interests  of  the  very  investors  whose  interests  you  are  try- 
ing to  protect;  because,  in  the  first  place,  as  between  listed  com- 
panies both  of  whom  have  to  disclose  the  facts,  it  immediately  sets 
up  the  possibility  of  sniping  for  management  and  disrupting  organi- 
zations and  going  and  taking  a  man  hero  and  letting  him  go  there. 

Mr.  Pecora.  Do  you  think  that  goes  on  anyhow? 

Mr.  Altschul.  Oh,  it  goes  on  anyhow,  but  this  is  an  open  invita- 
tion. However,  that  may  be  a  matter  of  opinion,  and  I  do  not  think 
I  am  prepared  to  argue  that. 

Beyond  that  there  is  the  serious  factor  that  there  are  lots  of  pri- 
vately owned  concerns  that  have  to  give  no  such  information,  and 
they  have  an  enormous  competitive  advantage  then  as  against  the 
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concerns  that  have  to  publish  the  amounts  that  they  pay  to  their 
important  executives.  In  a  competitive  industry  people  appraise 
pretty  accurately  the  value  of  the  services  of  the  outstanding  per- 
formers in  that  industry,  and  if  you  have  a  company,  just  because 
it  is  listed  on  the  New  York  Stock  Exchange  or  because  it  is  listed 
with  the  Federal  Trade  Commission,  having  to  disclose  that  they 
pay  Mr,  Jones  a  hundred  thousand  dollars,  while  some  private  com- 
pany who  has  Mr,  Smith  does  not  have  to  say  how  much  they  are 
i3aying  him,  the  private  company  has  a  distinct  advantage. 

Mr.  Pecora.  Don't  you  think  such  information  has  been  cribbed 
in  the  past,  and  perhaps  is  apparently  being  cribbed  from  employees 
of  private  companies? 

Mr.  AlI'SChul.  I  do  not  at  all  wish  to  be  understood  as  suggesting 
that  I  know  what  salary  is  laiown  to  anybody  else.  I  am  sure  a  lot 
of  information  gets  around,  but  this  is  equivalent  to  advertising  on 
the  front  pages  of  newspapers  so  that  nobody  can  possibly  miss  it, 
and  it  has  certain  difficulties. 

I  quite  understand  what  the  abuse  is  that  you  are  aiming  at,  from 
disclosures  that  have  been  brought  forth  in  various  investigations 
in  regard  to  boimses  of  such  a  magnitude  that  stockholders  would 
be  interested  in  knowing  about  them.  Those  are  perfectly  patent. 
It  might  be  that  if  the  aggregate  amount  was  set  forth,  then  some 
properly  constituted  body  would  be  able  to  determine  whether  the 
facts  as  to  the  distribution  which  was  disclosed  in  confidence  to 
them  were  of  such  a  nature  in  special  instances  that  they  should 
be  drawn  to  the  attention  of  stockholders. 

Mr.  Pecora.  Mr,  Altscliul,  so  far  as  you  have  gone  you  emphat- 
ically favor  publication  of  particulars  regarding  bonus  and  profit- 
sharing  arrangements, 

Mr,  Altschul.  The  amounts,  the  total  amounts, 
Mr.  Pecora.  Yes.    In  the  past  that  has  been  a  device  resorted  to  to 
conceal  compensation  given  to  executive  officers  from  the  salary  list. 
Mr,  Altschul.  I  did  not  understand  that, 

Mr,  Pecora,  In  other  words,  in  the  past  the  device  of  giving  an 
executive  officer  a  bonus  or  a  profit-sharing  arrangement  that  yields 
him  a  substantial  compensation  in  addition  to  his  fixed  salary  has 
been  adopted  in  order  to  conceal  from  sttx;kholders  the  fact  that 
such  executive  officers  were  getting  a  compensation  that  was  not  re- 
cited by  the  salary  which  they  received,  and  which  salary  might  have 
been  made  public  to  the  stockholders, 

Mr,  Altschul.  Mr.  Pecora,  I  do  not  agree  with  that  statement 
at  all.  The  amounts  of  salary  that  the  executive  officers  have  been 
getting  have  in  general  probably  been  disclosed  equally.  The  basis 
for  the  bonus  and  profit-sharing  plan,  as  I  have  always  understood 
it — I  believe  this  to  be  the  fact — the  real  basis  for  it  has  been  to 
provide  some  means  beyond  the  fixed  salary  by  which  unusual  ability 
and  unusual  success  in  the  conduct  of  business  could  be  rewarded. 

Mr.  Pecora.  Well,  in  instances  that  undoubtedly  has  been  the  rea- 
son, but  in  many  other  instances  that  so-called  "  reason  "  has  been  a 
mere  pretext  to  permit  of  the  payment  of  a  compensation  in  a  secret 
fashion. 

Mr,  Altschul.  Of  course,  I  have  no  knowledge  of  any  such  in- 
stances, I  think  the  reasoning  applied,  broadly  speaking,  has  been 
the  reasoning  I  have  given  you,  and  I  cannot  see  why  we  should  per- 
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mit  of  the  payment  of  this  compensation  in  a  manner  secret  from 
the  stockholders,  when  the  compensation  they  get  by  way  of  salary 
is  not  secret. 

Mr.  Pecora.  I  do  not  think  any  of  those  things  should  be  secret. 

Mr.  Altschul.  My  point  is  that  this  does  not  add  any  new  ele- 
ment of  secrecy.  You  suggested  that  this  was  a  device  to  provide 
for  an  element  of  secrecy  in  this  distribution. 

Mr.  Pecora.  I  think  it  has  been  in  the  past,  very  frequently. 

Mr.  Altschul.  They  do  not  need  any  such  device. 

Mr.  Pecora.  Except  that  the  salary  might  leak  out,  whereas 
bonuses  or  profit-sharing  arrangements  are  more  circumspectly 
guarded.  As  a  matter  of  fact,  in  the  case  of  the  National  City  Co., 
which  I  recall  at  the  moment,  the  evidence  presented  to  this  com- 
mittee showed  that  the  officers  of  that  company  participated  in  the 
distribution  of  the  so-called  "  management  fund  '',  which  enabled 
that  company  to  pay  huge  sums  in  addition  to  veiy  substantial  sal- 
aries, to  certain  executive  officers.  The  payment  of  those  distribu- 
tion shares  in  the  management  fund  is  effected  through  checks  drawn 
upon  a  deposit  account  kept  in  another  bank,  so  that  even  the  em- 
ployees of  the  bank  through  the  clearance  of  those  checks,  would  be 
able  to  know  or  find  out,  or  even  suspect,  the  existence  of  that  man- 
agement fund. 

Senator  Walcott.  Let  me  add  another  thing.  In  one  particulai 
case  we  have  in  mind  here  the  people  who  did  the  work  did  not  get 
the  extra  bonuses.  It  was  in  proportion  to  the  amount  of  salaries 
that  they  received  in  the  holding  or  parent  institution. 

Senator  Costigan.  What  instance  was  that.  Senator  Walcott. 

Senator  AValcott.  The  National  City  Bank. 

Mr.  Altschul.  Do  not  misunderstand  me,  Mr.  Pecora.  I  thinly 
full  information  in  regard  to  bonuses  and  ])rofit-sharing  plans  should 
be  disclosed.  If  you  want  to  go  beyond  that  and  have  the  details 
of  distribution  placed  in  the  hands  of  the  commission,  or  whatever 
authority  is  going  to  be  concerned  with  the  administration  of  the 
provisions  of  this  act,  I  think  that  is  a  perfectly  reasonable  request, 
but  I  do  not  think  that  the  disclosure  of  the  distribution  should  be 
made  mandatory.  I  think  that  should  be  a  matter  of  discretion,  onlj 
to  be  used  when  there  is  some  situation  that  you  see,  from  the  figures 
is  a  situation  the  stockholders  ought  to  be  "advised  about. 

Mr.  Pecora.  I  do  not  think  any  company  should  be  ashamed  tc 
make  known  to  its  stockholders  the  compensation  it  pays  its  executive 
officers,  whether  the  compensation  be  in  the  form  of  salaries,  bonuses 
or  profit-sharing  arrangements,  or  what  not;  nor  should  those  officer; 
be  ashamed  to  have  their  compensation  which'they  receive  made 
known  to  the  stockholders. 

Mr.  Altschul.  My  objection  to  the  provision  has  nothing  to  do 
with  any  question  of  shame.  My  objection  is  purely  a  practical  one. 
In  the  comi^etitive  world,  where  3^ou  have  companies  that  are  listed 
on  exchanges  and  companies  that  are  not  listed  on  exchanges,  from 
the  point  of  view  of  the  investor  himself,  in  the  companies  that  are 
listed,  I  do  not  like  to  see  the  facts  in  regard  to  the  compensation 
paid  outstanding  executives  disclosed,  so  that  their  competitors,  who 
have  no  such  disclosure  to  make,  have  an  important  fact  at  their 
disposal  which  the  managements  of  listed  corporations  do  not  have 
in  respect  to  their  own 
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Mr.  Pecora.  Mr.  Corcoran  day  before  yesterday  referred  to  cer- 
tain statements  made  by  some  gentleman  who  appeared  before  the 
House  committee  on  this  bill  last  week,  in  which  that  gentleman  made 
reference  to  the  wide-spread  system  of  espionage  among  competitive 
enterprises  that  virtually  places,  to  a  practical  extent,  not  completely, 
such  secret  information  as  we  are  now  discussing  in  the  hands  of  all 
competitive  corporations  or  businesses.  Do  you  think  that  gentle- 
man was  venturing  an  observation  not  supported  by  fact? 

Mr.  Altschul.  I  do  not  Imow  who  the  gentleman  was,  and  I  did 
not  hear  his  observation.  Of  course,  I  know  that  in  the  competitive 
world  an  attempt  is  made  by  business  men  to  inform  themselves  cur- 
rently, as  well  as  they  can,  about  the  operations  of  their  competitors, 
but  whether  it  goes  to  the  extent  of  planting  employees  in  places  in 
order  to  get  information  or  not  I  very  much  question. 

Mr.  Pecora.  Not  alone  planting  employees.  A  bookkeeper  or  em- 
ployee in  the  accounting  division  of  a  corporation  or  jDrivate  busi- 
ness, by  reason  of  the  nature  of  his  employment,  can  learn  these 
facts,  and  perhaps  could  readily  be  induced  to  make  them  known  to 
some  competitor. 

Mr.  Altschul.  Mr.  Pecora,  while  I  think  that  the  executives  of 
leading  American  concerns  are  very  zealous  to  protect  the  interests 
of  their  company,  I  am  naive  enough  to  believe  that  they  would 
consider  it  highly  indecent  to  embark  upon  a  policy  that  could  be 
designated  as  espionage.  I  do  not  know  whether  there  is  any  espi- 
onage, or  any  counter-espionage.  I  think  those  things  are  more  or 
less  fantastical. 

Mr.  Pecora.  I  have  no  doubt  that  is  your  candid  belief,  Mr.  Alt- 
schul. The  only  observation  I  venture  to  make  about  that  is  that 
you  would  probably  find  it  enlightening  if  you  could  sit  in  the  com- 
plaint room  of  the  district  attorney's  office  in  any  large  community, 
say,  a  month  or  two. 

Senator  Costigan.  Mr.  Altschul,  is  it  not  your  view  that  it  is  in 
the  interest  of  stockholders  and  in  the  public  interest  to  be  advised 
as  to  whether  a  corporation  is  efficiently  or  extravagantly  conducted? 

Mr.  Altschul,  I  do,  sir. 

Senator  Costigan.  I  have  reference  now  to  information  as  to  the 
payment  of  bonuses  and  other  compensation,  other  than  the  ordinary 
compensation. 

Mr.  Altschul.  I  en.tirely  agree.  The  stockholders  ought  to  be  in 
a  position  to  judge  as  to  whether  their  company  is  being  efficiently 
or  extravagantly  managed.  I  think,  however,  that  that  result  can  be 
accomplished  short  of  giving  these  particular  details  of  distribution 
as  between  individuals.  We  have  tried,  in  the  stock  list  committee, 
to  prevail  upon  corporations  to  set  up  their  accounts  in  such  a  way 
that  the  administrative  expenses  would  be  set  forth  as  a  separate 
item.  We  have  made  some  progress,  and  here  and  there  we  have  been 
able  to  accomplish  it.  "We  have  not  been  able  to  enforce  a  general 
rule  to  that  effect.  That  is  one  of  the  very  things  that  would  be 
covered  by  the  uniform  system  of  accounting  within  industries,  and 
I  think  the  results  you  are  seeking  are  results  we  are  entirely  in 
sympathy  with.  I  only  raise  some  doubt  as  to  the  wisdom  of  going 
quite  so  far. 

The  Chairman.  Do  you  think  that  a  uniform  system  of  accounting 
is  advisable? 
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Mr.  Ax-TSCHUL.  I  think,  within  industries,  a  uniform  system  of  ac- 
counting should  be  developed  and  should  be  insisted  on.  We  have 
tried  very  hard  to  bring  it  about.  At  present  one  of  the  things  we 
have  been  doing  is  to  try  to  get  the  oil  industry,  for  instance,  as  a 
sort  of  test  case,  to  adopt  uniform  principles.  It  is  a  question  that 
requires  an  enormous  amount  of  study  in  respect  to  each  particular 
industry,  to  be  sure  that  when  you  come  out  with  your  uniform  sys- 
tem of  accounts  they  do  lead  to  a  comparison  between  companies, 
and  really  mean  something.  You  get  into  such  ramifications,  for 
instance,  as  finding  companies  that  are  in  several  different  kinds  of 
industries  at  the  same  time.  On  the  other  hand,  I  am  entirely  in 
favor  of  it.  I  think  that  while  it  is  a  thing  we  are  not  able  to  enforce 
to  the  degree  we  would  like  to  see  it  done,  it  is  one  of  the  things  we 
have  always  been  urging. 

Senator  Walcott.  Would  you  not  add  to  that  your  statement  that 
it  must  be  by  industries? 

Mr.  Altschul,  I  do  say  by  industries. 

There  is  one  point  in  this  connection  that  I  think  is  worth  making. 
There  has  been  a  disposition  in  some  of  these  discussions — I  do  not 
know  just  where  I  have  come  across  it;  I  think  over  in  the  House 
committee — there  has  been  a  disposition  to  point  to  the  standardiza- 
tion of  accounts  in  the  Interstate  Commerce  Commission,  and  to 
suggest  that  the  railroads  handle  their  accounts  this  way,  and  public 
utilities  handle  their  accounts  this  way,  and  industry  should  handle 
its  accounts  similarly. 

There  is,  of  course,  one  enormously  practical  point  of  difference. 
The  railroads,  after  all,  are  a  public  utility.  In  fact,  they  have  their 
rate  structure  fixed ;  they  have  their  expenses  determined  by  the 
Labor  Board  and  by  other  agencies;  and  they  have  a  monopolistic 
phase.  There  is  no  competition  between  them.  When  you  get  into 
those  industrial  concerns,  you  find  that  if  you  adopt  a  system  that  is 
as  inflexible  as  the  Interstate  Conunerce  Commission  system  for  ac- 
counts of  railroads — with  which  I  am  entirely  in  sympathy — you 
then  run  into  danger  because  you  are  applying  the  same  system 
under  which  the  railroads  have  worked,  to  a  competitive  industry, 
and  you  are  handicapping  companies  as  against  one  another — and, 
more  important,  companies  as  against  some  of  their  foreign  com- 
petitors. 

We  come  next  to  the  clause  that  has  to  do  with  material  con- 
tracts, not  made  in  the  ordinary  course  of  business,  and  material 
patents. 

From  a  theoretical  viewpoint,  compliance  with  this  section  is  not 
impossible.  Practically,  it  presents  such  difficulties  as  to  make  com- 
pliance extraordinarily  difficult,  if  not  actually  impossible.  This 
section  provides  that  the  registration  statement  shall  set  forth  "  par- 
ticulars regarding  nuiterial  contracts  not  made  in  the  ordinary 
course  of  business,  and  material  patents."  If  it  were  possible  to 
determine  in  advance  which  contracts  and  patents  are  material, 
■and  which  are  not,  and  which  are  made  in  the  ordinary  course  of 
business,  and  which  are  not,  then  it  might  be  possible  to  comply 
with  the  provision.  But  who  will  take  the  risk  of  determining 
whether  a  contract  is  or  is  not  material,  or  is  or  is  not  made  in  the 
ordinary  course  of  business,  particularly  when  a  mistake  may  prove 
so  costly.     The  result  must  Ibe  that,  if  compliance  is  attempted  at 
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all,  i\\\  contracts  and  all  patents  will  have  to  be  siunniarized.  This 
is  the  only  safe  method  of  procedure.  It  might  well  require  the 
summarizing  literally  of  thousands  of  contracts  and  tens  of  thou- 
sands of  patents  on  the  part  of  each  of  countless  corporations.  If 
we  were  to  apply  this  provision  to  the  case  of  a  street  railway  com- 
pany, for  example,  the  company  would  have  to  summarize  its  ease- 
ment cnitracts,  its  agreements  for  the  placing  of  telegraph  wires 
on  the  poles,  the  use  of  its  property  jointly  with  another  carrier, 
and  the  agreements  for  the  maintenance  of  crossings  and  of  bridges, 
together  with  practically  every  element  of  operation  which  is  covered 
by  contracts. 

In  the  case  of  businesses  involving  large  numbers  of  patents,  such 
as  American  Telephone  &  Telegraj)h  Co.,  General  Electric  Co.,  or 
Radio  Corporation  of  America,  the  work  involved  in  such  summari- 
zation would  appear  to  be  staggering  beyond  belief.  In  the  aggre- 
gate, if  this  failed  to  discourage  registration  completely,  it  would 
still  place  an  enormous  burden  upon  applicant  companies,  and  would 
result  merely  in  the  accunudation  in  Washington  and  in  various 
exchanges  of  a  mass  of  material  so  great  that  even  the  caring  for  it 
would  present  a  problem  and  the  digesting  of  it  would  be  a  matter  of 
complete  impossibility.  I  can  see  no  practical  advantages  to  be 
obtained  for  the  security  owners  of  the  country  from  this  provision. 
I  have  considered  the  ])ossibility  of  amending  the  section,  but  I  am 
unable  to  suggest  any  amendment  which  would  seem  to  make  it 
workable,  and,  accordingly,  Avitli  all  due  resi)ect,  I  am  forced  to  the 
conclusion  that  it  shoulcl  be  eliminated. 

We  now  pass  to  the  balance  sheets  for  preceding  years,  and  tho 
profit-and-loss  statements  for  preceding  years. 

I  am  imcertain  just  what  is  meant  by  the  term  '"  for  preceding- 
years  "  in  the  foregoing  sections.  Where  companies  have  not  been 
in  the  habit  of  having  their  accounts  regularly  certified,  the  task  of 
getting  merely  the  preceding  year  certilied  will  in  many  instances 
itself  present  a  difficulty.  When  it  comes  to  extending  this  beyond 
the  preceding  year,  many  companies  otherwise  eligible  for  listing 
and  registration  maj^  find  themselves  unable  to  comply  with  the  pro- 
vision either  because  of  the  expense  involved  or  otherwise.  In  this 
connection  I  think  I  should  point  out  that  while  the  stock  list  com- 
mittee has  for  a  long  time  been  urging  on  corporations  the  necessity 
of  having  audited  financial  statements,  we  did  not  have  the  support 
of  public  opinion  to  such  an  extent  as  to  be  able  to  make  this  a 
condition  prerequisite  to  listing  until  very  recently.  We  have  now, 
of  course,  as  you  know,  done  so. 

We  come  next  to  the  section  relating  to  co})ies  of  articles  of  incor- 
poration, and  also  to  the  striking  of  securities  from  the  list. 

The  documents  referred  to  in  paragraph  1  above  should,  in  my 
opinion,  clearly  be  made  available  to  investors. 

In  connection  with  paragraph  2,  I  believe  that  the  prompt  exer- 
cise of  this  power  is  at  times  so  necessary  in  the  public  interest  that 
the  stock  exchange  should  have  unquestioned  authority  to  act  in 
matters  of  this  sort. 

AVc  now  come  to  the  (juestion  of  annual,  ([iiarterly,  and  monthly 
rep(»rts.  The  first  subsection  in  that  has  to  ch)  with  requests  for 
information  of  a  general  nature,  unspecifietl. 
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This  provision  is  so  broad  in  its  implications  as  to  vest  the  desig- 
nated agency  with  aiithorit}'  to  exact  information  and  documents 
from  a  company,  the  preparation  and  submission  of  which  might 
prove  extremely  burdensome.  Accordingly.  I  think  this  authority 
should  be  very  much  circumscribed,  and  perhaps  defined. 

Now  we  come  to  the  thing  that  has  been  up  for  discussion  a  great 
deal  this  morning,  annual  and  quarterly  reports,  including,  among 
other  things,  a  balance  sheet  and  profit  and  loss  statement  certified 
by  an  independent  public  accountant. 

This  section  imposes  upon  corporations  requirements  which  I 
would  be  inclined  to  think  could  not  be  complied  with  in  practice. 
As  I  understand  it,  it  provides  for  the  filing  with  the  exchange,  as 
w^ell  as  the  Commission,  of  quarterly  reports,  including  a  balance 
sheet  and  profit  and  loss  statement  certified  by  independent  public 
accountants.  If  either  the  quarterly  balance  sheet  or  the  quarterly 
income  account  has  to  be  certified  to,  serious  problems  arise,  not 
the  least  of  which  is  that  in  many  instances  a  physical  inventory 
nmst  be  taken,  and  the  actual  disturbances  involved  in  many  indus- 
tries in  the  year-end  stocktaking  would  merely  be  multiplied  four- 
fold. The  cost  of  this  work,  which  must  ultimately  fall  upon  the 
public  either  as  stockholders  or  consumers,  would  be  burdensome  in 
the  extreme,  and  in  the  case  of  many  cdrixji-ations.  it  would  be  un- 
beai-able.  Beyond  tiiis.  the  cost  would  lie  great  out  of  all  proportion 
to  any  benefit  that  our  practical  experience  in  the  matter  of  accounts 
would  lead  us  to  believe  could  be  oi)tained  for  the  investing  public. 

Quarterly  reports  are  frequently  more  misleading  than  they  are 
informative,  on  account  of  the  distortion  that  of  necessity  occui's  in 
an  attempt  to  allocate  earnings  to  too  short  periods  of  time.  While 
we  are  in  favoi-  of  ol)taining  (|uarterly  income  statements  wherever  we 
are  satisfied  that  their  publication  is  of  real  benefit  to  the  investor, 
and  when  no  disadvantages  involved  in  their  jjublication  are  appar- 
ent, we  believe  that  a  rigid  provision  requiring  such  publication  in 
all  instances  would,  on  the  whole,  do  more  harm  than  good. 

My  experience  with  these  nnitters  leads  me  to  the  conclusion  that 
there  is  a  further  intensely  jiractical  situation  weighing  against  the 
inclusion  of  this  jjrovision  in  the  bill.  I  am  informed  that  there  are 
not  enough  qualified  accountants  in  the  I'nited  States  of  America 
adequately  to  perform  the  work  involved. 

Tiie  suggestion  might  well  be  considered  that  as  the  agency  desig- 
nated by  the  Government  to  administer  the  provisions  of  this  act  is 
vested  with  broad  powers  to  determine  accounting  requirements, 
these  requirements  need  not  be  made  in  themselves  rigid  i)rovisions  of 
the  act.  It  is  altogethei-  probable  that  fiexibility  in  this  regard  may 
prove  to  be  essential  in  the  public  interest. 

Beyond  this  the  question  might  well  be  considered  whether  such 
designated  agency  ought  not  at  an  early  date  to  initiate  a  study 
looking  to  the  development  of  uniform  accounting  practices  within 
industries;  and  that  when  and  as  uniform  accounting  practices  for 
an  industry  have  been  determined  upon,  corporations  engaged  in 
that  industry,  the  securities  of  which  are  registered,  be  required  to 
prepare  their  accounts  in  accordance  with  such  uniform  practices. 

A  measure  advocated  for  some  time  by  the  XeAv  York  Stock  Ex- 
change might  also  well  be  considered  in  this  connection.  I  have 
already  covered  that  in  nw  early  memorandum.    I  will  not  take  your 
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time  with  that.  As  I  understand,  competent  accountants  will  be 
heard  by  your  committee  in  detail  with  regard  to  the  accounting 
provisions  of  this  bill. 

Mr.  Pecora.  Mr.  Altschul,  before  you  leave  that  portion  of  your 
statement  to  pass  on  to  a  consideration  of  the  next  provision  of  the 
bill,  would  the  arguments  that  you  have  made  here  with  regard  to 
quarterly  reports,  audited  quarterly  reports,  apply  to  semiannual 
audited  reports? 

Mr.  Altschul.  Mr.  Pecora,  it  would  apply,  not  quite  to  the  same 
degree  but  in  theory  it  would  apply.  The  expense  item  is  reduced 
by  half.  The  difficulty  is  reduced  by  half,  but  I  think  you  still  run 
several  dangers.    I  do  not  think  it  serves  any  useful  purpose. 

We  get  annual  audited  reports  now,  and  we  make  it  a  prerequisite 
of  listing,  and  insofar  as  companies  do  not  have  audited  reports,  we 
are  trying  to  bring  them  to  the  point  where  they  do  give  us  audited 
reports. 

Mr.  Pecora,  My  suggestion  would  simply  involve  the  additional 
expense  incident  to  two  audited  reports  per  annum  instead  of  one. 

Mr.  Altschul.  I  think  the  only  way  one  can  view  a  question  of 
that  sort  is  to  consider  the  item  of  cost,  and  the  burden  on  the  con- 
cern, on  the  one  hand,  in  relation  to  the  benefits  to  the  public  on  the 
other.  Mr.  Whitney  has  pointed  out  that  one  of  the  disadvantages 
of  this  thing  would  be,  even  in  the  case  of  semiannual  reports,  the 
delay  in  the  preparation  of  figures.  I  think  that  is  a  real  disadvan- 
tage. We  have  audited  reports  from  a  very  large  number  of  com- 
panies today.  We  get  quarterly  unaudited  reports  from  the  prepon- 
derating majority  of  those  companies.  When  we  take  the  four  quar- 
terly reports  put  out  by  the  company  officers  and  tie  them  in  with 
the  annual  report,  in  a  case  where  there  is  any  discrepancy  that  can- 
not be  explained,  such  cases  are  extraordinarily  rare.  When  a  com- 
pany has  a  company  auditor,  in  most  cases,  while  they  do  not  certify 
to  the  quarterly  reports,  the  same  methods  are  applied  uniformly 
by  the  company  throughout  the  year,  and  we  have  the  experience 
of  seeing  these  things  come  in  all  the  time,  and  taking  the  four 
quarterly  reports,  or  the  three  quarterly  reports  that  have  come 
in  before  the  annual  report,  and  tieing  the  thing  together  to  see 
whether  the  results  of  the  year  substantiate  the  figures  that  have 
come  out  of  the  quarterly  reports.  These  cases  where  we  see  any 
discrepancy  that  cannot  be  explained  are  extremely  rare.  I  do  not 
remember  one  at  the  moment. 

The  cases  in  which  you  can  see  that  there  were  a  few  year-end 
adjustments,  in  connection  with  the  stocktaking,  and  all  the  normal 
incidents  to  corporate  accounting,  and  where  you  can  see  that  the 
quarterly  reports  have  been  fair  and  are  representative  of  the  true 
condition,  are  the  rule. 

There  is  another  disadvantage  in  the  semiannual  report,  and  that 
is  the  same  disadvantage  that  applies  to  the  quarterly  report,  except 
in  the  matter  of  degree.  A  year,  in  most  industries,  at  best  is  a 
short  enough  time  to  which  to  try  to  allocate  earnin,g  power.  When 
you  begin  to  split  that  up  into  half  year,  or  quarter  year,  you  run 
the  risk  of  attaching  an  importance  to  those  figures,  merely  because 
of  the  fact  that  they  are  certified,  that  the  figures  are  not  entitled 
to  have  in  themselves.  The  figures  may  be  accurate,  certified,  or 
uncertified. 
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Mr.  Pecora.  That  feature  would  attach  principally  to  corporations 
conducting  businesses  that  are  seasonal  in  character. 

Mr.  Altschtjl.  It  is  partly  a  question  of  the  seasonal  character  of 
the  business.  It  is  very  striking  in  corporations  conducting  businesses 
of  a  seasonal  character ;  but  beyond  those  conducting  businesses  of  a 
seasonal  character,  fluctuations  within  any  short  period  of  time  other 
than  a  business  year  are  likely  to  be  very  deceptive,  so  much  so  that 
while  the  New  York  Stock  Exchange  has  been  urging,  as  you  know, 
the  publication  of  quarterly  reports  for  years,  and  has  been  grad- 
ually getting  more  and  more  corporations  to  meet  its  views,  there  are 
a  number  of  times  when  corporations  come  to  us  and  give  us  reasons 
which,  as  reasonable  people,  we  must  accept,  showing  that  the  publi- 
cation of  these  figures  would  mislead  the  investor  almost  every  time 
they  are  released. 

At  times  that  is  because  of  the  seasonal  character  of  the  business. 
At  other  times  it  is  because,  let  us  say,  a  department  store  put  on  a 
sale  in  March  one  year,  and  did  not  put  it  on  until  April  the  next 
year.  You  get  the  comparative  figures  completely  out  of  kilter,  and 
if  you  were  to  try  to  explain  those  figures  away,  and  make  them 
mean  something,  nobody  would  understand  what  it  was  all  about 
anyway. 

Mr.  Pecora.  That  applies  to  quarterly  reports,  even  if  they  are 
not  audited. 

Mr,  Altschul.  Yes,  it  does;  but  my  only  point  was 

Mr.  Pecora.  Your  committee  has  striven  for  years  to  induce  cor- 
porations whose  securities  are  listed  to  make  published  quarterly 
reports, 

Mr.  Altsciiui..  We  believe  in  quarterly  reports,  and  we  think,  in 
general,  they  should  be  made  avaiLible;  but  we  do  not  believe  a  rigid 
requirement  should  be  introduced  in  legislation  making  them  manda- 
tory, because  anybody,  whether  it  is  the  body  designated  by  law  to 
administer  this  act,  or  the  stock  list  committee,  would,  every  now 
and  then,  have  presented  to  it  facts  which  would  lead  it  to  say  that 
in  the  interest  of  investors  themselves  that  requirement  ought  to  be 
waived.  That  does  not  happen  infrequently.  That  is  a  matter  of 
fairly  frequent  occurrence.  The  distortion  of  earnings  in  short 
periods  of  time  would  be  likely  to  mislead  investors,  and  create 
movements  one  way  or  the  other  in  market  prices  and  have  no  rela- 
tion to  anything  that  was  real  at  all. 

Mr.  Pecora,  How  would  you  deal  with  the  problem  in  the  aggre- 
gate? 

Mr.  Altschul..  On  the  basis  of  judgment.  In  the  case  of  cor- 
porations where  the  quarterly  reports  are  informative — which  I 
think  is  the  case  with  the  bulk  of  the  companies  that  now  publish 
them — we  would  have  them  published.  In  cases  where  they  come 
and  give  us  a  persuasive  reason  which  shows  that  the  publication 
of  those  quarterly  reports  is  going  to  mislead  the  investor  we  are 
seeking  to  protect,  we  give  them  relief. 

The  Chairman.  You  would  have  the  power  in  the  Commission 
to  waive  that  requirement? 

Mr.  Altschul.  I  think  that  would  be  essential.  You  would  find 
times  when  tlie  condition  of  the  quarterly  report  would  be  very 
damaging  to  the  investor,  and  whoever  had  the  responsibility  would 
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be  the  first  to  say,  "  Well,  we  do  not  want  that  done,  because  there 
would  be  a  (jreat  deal  of  undue  enthusiasm  or  concern.'' 

Senator  Walcott.  When  you  speak  of  quarterly  reports,  do  you 
mean  a  balance  sheet  or  a  profit  and  loss  statement  ? 

Mr.  Altschul.  The  quarterly  reports  that  we  get  are  quarterly 
income  accounts.  Occasionally  there  is  a  balance  sheet  included, 
but  more  ofenerally  it  is  purely  an  income  account. 

Senator  Walcott.  Do  they  include  the  (jross  sales? 

Mr.  Altschul.  Most  corporations  that  w^e  deal  with  object  very 
strongly  to  giving  gross  sales. 

Senator  Walcott.  That  is  one  of  the  points  that  has  been  raised 
here.    They  do  not  depend  upon  a  physical  inventory  ? 

Mr.  Altschul.  No.  The  year-end  report  always  catches  up  the 
inventory  adjustments.  Short  of  a  physical  inventory  four  times 
a  year,  or  twice  a  year,  there  is  no  other  way  they  can  deal  with  that. 

We  have  devised  another  scheme.  We  have  felt  that  these  quai'terly 
reports  in  certain  cases  were  misleading.  Then  we  have  suggested 
to  corporations,  when  we  are  satisfied  that  these  reports  would  be 
misleading,  that  they  give  us  quarterly  cumulative  annual  reports — 
in  other  words,  that  they  give  us,  every  quarter,  the  tie-up  of  the 
first  three  quarters,  and  the  last  quarter,  annually,  so  that  we  get  a 
certain  continuity  and  avoid  the  distortion  that  you  get  in  providing 
for  the  actual  quarterly  income  accounts.  That  is  another  illustra- 
tion of  the  fact  that  wdiatever  agency  deals  with  this  subject  must 
have  a  great  degree  of  flexibility.  Otherwise  you  will  find  that  the 
rigid  rules  you  have  provided  to  protect  the  public  in  many  cases 
will  operate  in  such  a  way  that  if  you  had  the  ])ow"er  to  change  them 
they  would  have  operated  far  better. 

The  Chairman.  Proceed. 

Mr.  Altschul.  The  comment  with  respect  to  section  12  (a)  (3)  is 
practically  repetition.  I  do  not  think  it  is  important  to  go  into  that 
now\ 

Mr.  Pecora.  That  merely  gives  the  regulatory  bod}'  discretionary 
power — that  is,  power  which  it  may  exercise  in  its  discretion. 

Mr.  Altschul.  As  I  read  it,  it  said  "  monthly  reports  including, 
among  other  things,  a  statement  of  sales  or  gross  income."  I  did 
not  think  it  was  discretionary  from  the  point  of  view  of  sales  or 
gross  income.  A  statement  of  monthly  sales  is  one  of  the  most 
misleading  things  we  run  into. 

Mr.  Pecora.  I  am  referring  to  subdivision  (a)    (4)  of  section  12. 

Mr.  Altschul.  (a)  (3)  was  the  one  I  said  was  repetition.  I 
had  not  finished  with  (a)  (3).  (a)  (3)  is  repetition,  and  I  do  not 
think  there  is  any  need  of  going  into  it. 

My  feeling  with  respect  to  (a)  (4)  is  that  this  provision  is  so 
broad  in  its  inq^lications  that  it  vests  the  designated  agency  with  an 
authority  to  demand  reports  the  preparation  and  submission  of 
which  might  prove  extremely  burdensome,  and  accordingly,  I  feel 
that  this  provision  should  be  very  much  circumscribed,  if  not  entirely 
omitted. 

I  have  a  similar  feeling  in  regard  to  one  otlier  thing 

Mr.  Pecora.  As  I  read  your  comment  with  regard  to  section  12 
(a)  (4),  it  is,  in  substance,  that  because  the  power  lodged  in  the 
regulatory  body  by  this  section  might  be  capable  of  abuse,  that  no 
power  at  all  should  be  delegated.     That  is  true  of  any  statute. 
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Mr.  Altschux,.  Of  course,  the  effect  of  that  in  this  particuhir 
statute  is  the  thing  that  bothers  me,  Mr.  Pecora.  While  it  is  ahiiost 
unthinkable,  3^ou  might  say,  that  corporations  would  refuse  to  reg- 
ister, there  are  some  provisions,  like  this,  that  make  it  almost  un- 
thinkable that  they  would  register.  The  whole  object  must  be,  it 
seems  to  me,  to  try  to  draft  that  clause  in  such  a  way  that  they  will 
give  you  what  j^ou  are  seeking  Avithout  making  it  impossible  for 
corporations  to  comply. 

Mr.  Pecora.  I  think  some  of  these  comments  conjure  ghosts. 

Mr.  Altschul.  I  think  you  will  find  the  American  executive  is  a 
pretty  good  ghost  conjurer  when  it  conies  to  sending  in  these  cer- 
tificates. I  try  to  place  myself  more  or  less  in  the  position  of  the 
man  who  will  have  to  look  at  this  thing  and  decide  what  he  is  going 
to  do  about  it. 

Section  12  is  not  important. 

With  regard  to  proxies,  there  is  no  use  in  reading  mj^  comment 
on  that.     Mr.  Corcoran  dealt  with  that  very  adequately  yesterday. 

Mr.  Pecora.  Do  you  differ  with  Mr.  Corcoran's  views  ( 

Mr.  Altschul.  No.  We  ma(U\  in  general  terms,  the  same  recom- 
mendation as  to  tlie  change  lie  suggested  yt^sterday.  We  went  a  little 
further,  but  that  is  a  matter  of  no  importance  at  this  time. 

The  section  I  would  like  to  cover  is  the  section  with  regard  to 
liability  for  misleading  statements,  because  tliat.  T  think,  is  a  very 
important  section. 

Mr.  Pecora.  A  section  that  has  teeth. 

Mr.  Altschul.  Yes.  It  has  more  than  teeth,  I  believe.  I  have 
covered  that  without  any  hesitation,  because  I  tliink  yon  know  that 
the  stock  exchange  is  just  as  intei-ested  in  avoiding  tlic  promulgation 
of  false  or  misleading  statements  as  the  committee. 

This  section  appears  tc»  me  to  be  fundamentally  unsound  in  i)rin- 
ciple  in  several  particulars.  In  the  first  place,  it  makes  liability 
result  not  only  from  a  statement  that  is  false,  but  from  a  statement 
which,  while  true,  is  found  to  have  been  misleading.  The  question 
of  the  truth  or  falsity  of  a  statement  is  a  question  of  fact ;  tlie  ques- 
tion of  the  misleading  charact<M-  of  a  statement  is  clearly  a  question 
of  judgment.  To  ex])ose  individmils  to  a  liability  for  what  may  be 
a  mere  difference  of  oi)inion.  and  in  the  absence  of  any  evidence  of 
wrongful  intent,  seems  repugnant  to  our  ideas  of  fair  play. 

Mr.  Pecora.  I  do  not  think  the  section,  as  worded,  is  subject  to  that 
criticism. 

Mr.  Altschul.  My  disadvantage  is  in  reading  this  section  as  a 
laynum,  Mr.  Pecora.    That  was  what  it  meant  to  me. 

In  the  second  place,  this  section  peiinits  recovery,  whetiier  damage 
has  been  suffered  or  not  and  whether  damage,  if  suffered,  had  an 
actual  connection  with  the  statements  complained  of.  Beycmd  this, 
the  measure  of  damage  seems  to  me  to  be  arbitrary  and  speculative. 

These  considerations,  taken  together,  expose  individuals  whose 
function  it  is  to  exercise  judgment  to  risks  so  serious,  so  unfair  and 
so  impossible  to  guard  against  as  to  be  calculated  to  make  those 
competent  to  accej^t  such  responsibility  unwilling  to  do  so. 

I  am  of  the  opinion  that  the  provisions  of  this  section,  as  drafted, 
are  of  such  a  character  as  to  be  likely  to  render  it  imj)ossible  for 
corporations  to  comply  with  their  terms.  As  now  drawn,  it  would, 
I  think,  operate  to  prevent  directors  of  corporations  generalh^  from 
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authorizing  the  filing  of  an  application  for  registration,  and  in  this 
manner  it  would  tend  to  defeat  the  purposes  of  the  act. 

Accordingly,  it  would  seem  to  be  essential  that  section  17  be  modi- 
fied. In  ni}^  opinion,  it  is  only  fair  that  the  law  should  provide  a 
remedy  for  one  who  has  been  misled  by  any  misrepresentation  will- 
fully made  contained  in  an  application,  report,  or  document  filed 
in  accordance  with  the  requirements  of  the  act.  As  I  understand  it, 
today  such  remedy,  either  does  not  exist  or  is  only  with  the  greatest 
difficulty  enforced.  The  law  should  clearly  go  so  far ;  but  I  can  see 
no  reason  why  it  should  go  farther  than  this. 

It  seems  to  me  possible  that  the  civil  provisions  of  the  British 
companies  act  and  those  sections  of  the  British  larceny  act,  under 
which  I  am  informed  convictions  of  company  officials  have  been 
obtained  in  Great  Britain  might  well  prove  a  helpful  guide  to 
legislators. 

In  this  connection,  it  might  be  worth  considering  the  provisions 
of  the  British  Statute  permitting  the  court  to  require  security  for 
costs  and  to  award  costs  in  its  discretion.  This  is  a  provision  in- 
tended to  restrict  the  filing  of  strike  suits  while  placing  no  obstacle 
in  the  way  of  the  poor  man  who  has  a  bona  fide  action  which  he 
wishes  to  initiate. 

In  regard  to  the  effective  date,  there  is  nothing  to  be  said  about 
that.  I  will  just  close  with  my  comment,  if  you  have  a  minute  to 
spare,  Mr.  Chairman, 

So  far,  in  my  review  of  specific  provisions  of  the  bill,  I  have 
made  an  effort  to  recognize  the  reasonableness  of  certain  features 
relating  to  the  work  of'  the  committee  on  stock  list  and  to  offer 
suggestions  designed  to  improve  other  features  which  appear  to  me 
to  be  burdensome  or  unworkable.  However,  I  would  not  wish  to  be 
understood  as  implying  that  if  the  suggestions  I  have  made  are 
adopted  the  resulting  provisions  would  embody  my  ideas  as  to  what 
is  required  at  the  present  time  in  relation  to  the  matters  with  which 
they  deal.  Far  less  would  I  wish  to  appear  as  other  than  opposed 
to  the  bill  as  it  stands  and  the  philosophy  which  seems  to  me  to 
underly  it. 

I  recognize  the  gross  abuses  that  grew  up  in  the  period  of  rank 
and  unhealthy  development  that  followed  the  war,  and  I  heartily 
favor  measures  which  will  prevent  or  heavily  penalize  any  repetition 
thereof.  I  do  not  believe,  however,  that  in  order  to  correct  these 
abuses  it  is  either  necessary  or  wise  to  enact  a  law  which  threatens 
so  seriously  to  destroy  the  normal  functioning  of  a  business  mech- 
anism which  has  been  built  up  over  a  long  period  and  which  cannot 
be  replaced  overnight.  On  the  contrary,  it  seems  to  me  that  in  draw- 
ing such  measures  it  is  of  the  utmost  importance  to  frame  provisions 
which,  while  having  the  required  deterrent  and  punitive  effects,  will 
not  discourage  the  more  responsible  persons  who  will  come  under 
the  law,  nor  subject  them  to  such  unjustifiable  burdens  and  hazards 
as  possibly  to  cause  them  to  withdraw  from  the  exercise  of  their 
responsibility. 

In  my  opinion  the  restrictive  character  of  the  pending  legislation, 
applying  as  it  does  to  securities  already  listed,  may  profoundly  de- 
crease their  present  value  and  freeze  a  large  portion  of  the  country's 
liquid  capital.     The  deflation  and  partial  paralysis  which  this  con- 
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notes  is  a  condition  which  I  am  satisfied  your  committee  would  not 
willingly  help  to  bring  about. 

The  Chairman.  It  has  been  suggested  that  these  provisions  should 
not  apply  to  existing  contracts. 

Mr.  Altschul.  Oh,  yes.    I  understand  that,  sir. 

I  make  this  argument  not  merely  as  a  member  of  the  New  York 
Stock  Exchange  but  as  a  business  man  and  investor  profoundly 
interested  in  the  welfare  of  American  business.  In  view  of  the 
position  which  I  have  occupied  and  the  practical  experience  which 
I  have  gained  with  such  matters  as  are  covered  by  this  memorandum, 
I  feel  that  I  have  the  responsibility  of  expressing  to  you  how  pro- 
foundly I  am  convinced  that  the  enactment  of  legislation  such  as 
that  contemplated  by  the  bill  under  discussion  would  be  an  adverse 
and  deflationary  influence  tending  to  a  great  and  unpredictable 
€xtent  to  counteract  the  progress  that  has  been  made  toward  recovery. 

Thank  you  very  much  for  your  patience,  Mr.  Chairman  and 
gentlemen. 

Senator  Walcott.  May  I  ask  you  one  question  ?  Do  you  not  think 
that  a  bill  that  is  as  stringent  as  this,  and  which  places  such  broad 
powers  in  the  lap  of  a  Federal  commission,  whose  personnel  we 
know  today  and  do  not  know  tomorrow,  but  which  is  changing  from 
year  to  year,  would  tend  to  disrupt  an  open  market  and  force  a 
^eat  many  businesses,  large  and  small,  to  be  even  more  secretive 
than  they  are  now  in  their  methods  and  as  to  what  they  are  doing, 
by  keeping  away  from  the  stock  exchange? 

Mr.  Altschul.  I  think  so,  without  question. 

Senator  Walcott.  I  do  not  think  any  point  has  been  made  of  that 
here,  and  it  seems  to  me  that  would  be  the  natural  effect  of  a  bill  of 
this  character,  unless  it  were  severally  modified. 

Mr.  Altschul.  I  think  that  is  true  without  any  question.  I  think 
much  of  the  pioneer  work  the  stock  exchange  has  conducted  in  trying 
to  get  information  from  corporations  would  be  upset  by  many  of 
those  corporations  simply  withdrawing  into  their  shells  and  going 
back  into  some  sort  of  closely  held  private  concerns. 

There  is  just  one  other  thought  that  I  want  to  mention  in  connec- 
tion with  these  accounting  provisions.  As  you  know,  we  discuss  these 
questions  all  the  time  with  our  consulting  economist,  because  we  are 
not  accountants  ourselves,  and  try  to  get  the  best  information  we  can 
on  these  questions.  Mr.  May,  of  Price,  Waterhouse  &  Co.,  or  some 
of  the  accountants,  were  going  to  come  down  and  discuss  some  of 
these  questions  with  you,  but  there  was  one  point  Mr.  May  made  in 
discussion  with  me  which  I  would  like  to  bring  to  your  attention, 
because  it  is  a  very  constructive  feature. 

He  suggests  that  it  might  be  possible  to  consider  a  rule  for  the 
publication  of  quarterly  reports,  one  of  which  should  be  audited, 
leaving  then,  to  somebody  like  the  stock  list  committee,  to  decide 
with  respect  to  different  companies  and  industries,  which  quarterly 
report  they  wanted  audited.  That  one,  then,  becomes  part  of  the 
annual  report. 

The  advantages  of  that  are,  in  many  cases,  practical,  because  to- 
day the  year-end  work  on  accountants  is  perfectly  terriffic,  and  if 
there  were  certain  corporations  whose  business  could  be  accounted 
for  better  from  July  1  to  June  30,  it  would  make  accounting  practice 
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tliroiiirhoiit  the  couiitrv  luiich  better,  because  the  better  men  wouhl 
be  avaihible  to  do  the  work. 

Mr.  Pecora.  In  other  words,  they  would  stai>«i:er  their  work  ^ 

Mr.  Altschul.  The}'  would  stag-ger  their  work.  And  if,  beyond 
that,  there  were  some  discretion  in  changing  the  dates  once  in  a 
while,  perhaps,  you  would  get  some  of  these  benefits  that  you  are 
seeking  in  quarterly  audited  reports.  Mr.  May's  suggestion  spe- 
cifically^ was  four  quarterly  reports,  one  of  which  should  be  audited. 

I  think  that  is  all  I  have. 

The  Chairman.  Mr.  Altschul,  you  will  be  back  at  2  o'clock,  please, 
for  a  few  minutes.  Right  aftei-  that  we  want  to  hear  from  the  Balti- 
more people  for  about  15  minutes,  and  then  Mr.  Whitney  will 
resume. 

The  committee  stands  adjourned  until  2  o'clock. 

(Whereupcm,  at  1  p.m.,  Thursday.  Mar.  1.  1934,  a  recess  was  taken 
until  2  p.m.  of  the  same  day.) 

AFTERNOON    SESSION 

The  committee  resumed  at  2  p.m.  on  the  expiration  of  the  recess. 
The  Chairman.  The  committee  will  please  come  to  order.     I  be- 
lieve Mr.  Altschul  is  with  us. 

STATEMENT  OF  FHANK  ALTS-CHUL,   CHAIRMAN  COMMITTEE   ON 
STOCK  LIST,  NEW  YORK  STOCK  EXCHANGE— Resumed 

Mr.  Pecora.  Mr.  Altschul,  on  page  4  of  your  elaborated  statement 
on  certain  provisions  of  this  bill,  you  say : 

In  my  opinion  no  central  body,  whethei'  the  Stock  List  Committee  or  the 
Federal  Trade  Commission,  can  i)ossi))iy  succeed  in  performinn'  the  functions 
of  the  managements  of  all  listed  companies. 

Do  you  make  that  statement  because  it  is  your  opinion  that  the 
bill  in  question  places  upon  the  Federal  Trade  Commission,  or  pur- 
ports to  place  upon  the  Federal  Trade  Connnission,  the  responsibility 
of  the  management  of  all  listed  companies? 

Mr.  Altschul.  There  seems  to  me  to  be  in  the  bill  a  number  of 
provisions  that  are  so  far-reaching  they  would  be  a  burden  on  the 
administrative  body,  such  a  burden  as  would  be  very  similar  in  many 
cases  to  that  of  the  management. 

Mr.  Pecora.  What,  for  instance'^ 

Mr.  Altschul.  If  you  take,  for  example,  the  various  bits  of  infor- 
mation that  are  supposed  to  be  furnished  to  the  Federal  Trade  Com- 
mission as  parts  of  the  business  of  registration.  I  have  gone  on  the 
assumption  that  they  were  not  simply  to  be  furnished  for  the  purpose 
of  being  filed,  but  were  to  be  furnished  because  the  administrative 
body,  whatever  it  is  to  be,  was  going  to  consider  those  things  and 
reach  some  conclusion  in  respect  of  them,  and  possibly  take  some 
action  or  fail  to  take  some  action  because  of  the  cont'lusions  they 
reach. 

The  information  that  will  be  asked  according  to  the  bill  is  so  far- 
reaching  in  sc()})e  that  it  would  seem  to  me  that  unless  you  conceive 
of  that  body  as  a  body  that  would  be  qualified  to  examine  that  infor- 
mation coming  to  them  with  an  informed  business  judgment  in 
respect  thereto,  of  the  sort  I  would  expect  a  management  to  exercise, 
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it  is  difficult  to  see  just  what  value  it  will  be  to  them  at  all.  And 
if  they  are  supposed  to  take  some  action  after  examining  all  that 
material,  with  the  background  of  informed  business  judgment  in 
respect  of  the  material  that  comes  to  them,  then  their  decision  is 
going  to  be  one  that  a  management  in  the  first  instance  makes.  I  am 
thinking  particvdarly  of  the  provision  of  the  bill  in  regard  to  con- 
tracts and  patents,  which  I  have  discussed  rather  extensively. 

Mr.  Pecora.  The  requirement  of  the  bill  that  such  information 
be  furnished  does  not  necessarily  mean  that  such  contracts  are  goin^ 
to  be  left  to  the  approval  or  revision  or  rejection  of  the  Commission. 
You  understand  that,  don't  you? 

Mr.  Altschul.  I  understand  that,  Mr.  Pecora,  but  I  do  not  under- 
stand  

Mr.  Pecora  (interposing).  Those  reports  are  called  for  in  some 
instances  for  their  informative  character,  and  for  the  enlightenment 
they  might  give  to  stockholders  and  the  investing  public.  Now.  do 
you  feel  that  under  those  circumstances  the  provision  requiring  the 
filing  of  such  reports  and  information  with  the  Connnission  is  equiv- 
alent to  placing  upon  the  Commission  the  right  as  well  as  the  bur- 
den, duty,  and  resjwnsibility  of  managing  the  businesses  of  all  listed 
companies? 

Mr.  Ai/rsciiUL.  I  went  on  the  general  assumi)ti()n  that  in  asking 
for  this  information  you  are  asking  for  information  that  is  going 
to  lead  to  a  decision  by  the  Connnission.  whethei-  in  the  course  of  20 
days  or  of  30  days,  that  registration  will  be  granted  or  not.  Just 
to  have  all  that  data  placed  on  file  without  its  having  any  bearing 
on  the  Commission's  decision,  would  seem  to  me  to  be  a  burden  that 
was  not  warranted,  unless  it  was  going  to  influence  the  Commission's 
decision,  an<l  that,  thei-efore.  the  Commission  would  have  to  review 
those  different  documents  occasionally  with  that  idea  in  mind,  and 
reach  decisions. 

Howevei'.  that  is  not  the  oidy  provision  to  wliich  I  am  referring, 
and  it  may  have  been  a  misinterpretation  of  mine,  although  I  do  not 
think  so. 

Mr.  Pecor.a.   You  say  on  page  5,  no,  near  the  bottom  of  ])age  4: 

If  tlu'ie  is  anything  in  the  application  which  appt'ars  to  the  committee  to  he 
open  t(»  (juestion— 

Meaning  the  stock  list  conunittee  of  the  New  Yoik  Stock  Ex- 
change— 

then  the  committee  makes  every  effort  to  have  tlie  i|uestioij  resolved  in  accord- 
ance with  its  views:  but  we  have  conceived  our  cliief  responsihility  to  be  to 
see  that  the  facts  liave  been  fully  and  adecjuately  disclosed,  and  if  this  dis- 
closure indicates  iiothinir  whidi  apiiears  to  the  committee  to  be  unsound  or 
inipriii»er.  we  do  not  umlertake  an  independeiU  investigation  of  the  facts 
themselves. 

Now,  you  are  referring  there,  I  think,  particularly  to  the  pro- 
cedure of  tlu'  conunittee  in  j)assing  upon  a])plications  for  additional 
listings,  aren't  you? 

Mr.  Ai.TscHUL.  Well,  I  think  that  refers  in  general  to  all  appli- 
cations. 

Mr.  Pecora.  Well,  how  could  you  possibly  tell  without  inquiry  if 
the  facts  you  desire  have  been  not  only  fully  disclosed  but  truthfully 
disclosed  ? 
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Mr.  Altschul,.  Well,  of  course,  tKat  is  a  thing  we  can  only  tell 
about  on  the  basis  of  our  experience,  and  I  think  our  experience 
justifies  us  in  the  belief  that  by  and  large  they  are  fully  disclosed. 
However,  anything  that  could  be  introduced  into  legislation  that 
would  make  assurance  doubly  sure,  such  as  some  punitive  provision 
of  this  legislation  in  regard  to  making  a  false  statement,  I  think 
would  be  very  welcome.  I  do  not  know  whether  that  answers  your 
question  or  not. 

Mr.  Pecora.  On  page  5  you  say  further : 

I  recognize  that  abuses  have  grown  up  about  the  market  place  which  require 
correction  in  order  that  the  public  may  be  afforded  proper  protection,  and  I 
believe  that  the  object  of  far-sighted  legislation  should  be  to  afford  such  pro- 
tection while  placing  as  few  obstacles  as  possible  in  the  way  of  the  normal 
functioning  of  this  important  part  of  our  econondc  mechanism. 

What  were  the  abuses  you  had  in  mind  when  you  wrote  that  ? 

Mr.  Altschul.  Well,  that  was  a  very  general  sentence.  I  had  in 
mind  not  only  the  particular  abuses  that  have  occasionally  cropped 
out  in  connection  with  listing  activities,  but  I  had  more  generally  in 
mind  the  various  abuses  that  have  grown  up  in  the  market  place  itself 
and  which  Mr.  Whitney  suggested  a  means  of  dealing  with  through 
this  body  that  he  has  recommended  be  set  up ;  I  mean  that  he  him- 
self has  recommended  in  his  memorandum.  That  covers  practically 
the  whole  field  of  stock-exchange  activities  as  I  see  it.  And  in  what- 
ever field  abuses  have  occurred,  as  I  have  read  his  recommendations, 
machinery  was  to  be  set  up  for  coping  with  them.  And  large  num- 
bers of  them  are  being  coped  with  by  the  stock  exchange  today. 

Mr.  Pecora.  What  my  question  was  more  particularly  designed  to 
elicit  was  your  own  view  based  upon  the  advantages  of  the  observa- 
tions you  have  had  as  a  member  of  the  exchange,  as  well  as  a  mem- 
ber of  one  or  more  of  its  committees,  as  to  just  what  the  abuses  were 
that  you  think  have  grown  up  about  the  market  place  and  which 
require  correction  in  the  public  interest.  In  other  words,  in  order 
that  the  Congress  might  properly  deal  with  the  abuses,  I  should  like 
to  know  what  the  members  of  the  exchange  themselves  think  the 
abuses  are 

Mr.  Altschul.  I  think  some  of  them  have  been  brought  out  in 
your  own  investigation.  The  recently  adopted  rules  of  the  exchange 
are  an  attempt  to  deal,  as  I  understand  it,  with  some  of  those  abuses. 
I  do  not  know  whether  I  could  undertake  to  make  an  inventory  for 
you  at  this  moment  of  them,  but,  for  instance,  the  rule  of  the  ex- 
change recently  adopted  preventing  participation  in  pool  opera- 
tions by  specialists.  That  obviously  was  aimed  at  that  kind  of  abuse 
which  had  been  brought  to  the  attention  of  the  Government,  and 
it  was  acted  upon. 

Mr.  Pecora.  Couldn't  you  enumerate  the  abuses  that  have  grown 
up  about  the  market  place  which  requires  correction  in  your  opinon? 

Mr.  Altschul.  Well,  Mr.  Pecora,  I  did  not  come  prepared  for 
that.  I  came  to  deal  fully  with  stock  listing  questions.  I  should 
really  want  to  be  much  more  fully  informed  of  the  testimonv  which 
has  been  brought  out  in  these  hearings  to  attempt  to  deal  with  that. 
I  think  if  you  will  permit  me  I  will  just  glance  through  these  sug- 
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gestions  which  Mr.  Whitney  made  in  regard  to  the  power  that 
might  be  given  to  the  body  he  suggested.    For  instance,  he  suggests : 

Tlie  inclusion  in  tlie  power  given  to  this  body  of  authority  to  regulate  the 
amount  of  margin  which  members  of  exchanges  must  require  and  maintain  on 
customers'  accounts. 

But  I  am  going  a  little  off  my  beaten  path  and  I  hope  you  will 
pardon  me. 

Mr.  Pecora.  That  is  what  I  want  you  to  do. 

Mr.  Altschtjl..  An  attempt  has  been  made  in  the  bill  to  deal 
with  the  question  of  margin  in  a  rather  rigid  manner.  It  seems  to 
me  that  a  very  strong  argument  could  be  made  there,  as  in  the 
case  of  the  most  of  these  provisions,  for  flexibility.  If  you  take,  for 
instance,  an  illustration  from  another  field :  No  law  provides  rigidly 
that  Federal  Reserve  banks  should  establish  a  certain  discount  rate 
and  that  that  should  be  maintained.  The  discount  rate  is  changed 
from  time  to  time  in  accordance  with  conditions.  In  the  same  way 
'it  would  seem  to  me  quite  reasonable  to  have  a  provision  that  margin 
requirements  should  not  be  made  rigid  but  left  capable  of  being 
adjusted  from  time  to  time  in  order  to  accommodate  itself  to  the 
day-to-day  or  month-to-month  development  in  the  speculative  mar- 
ket. In  that  case  when  things  get  to  a  point  where  the  margin  re- 
quirement should  be  obviously  raised,  the  power  would  be  vested 
in  some  authority  to  raise  the  margin  requirement;  and  when  the 
time  came  for  the  enforcement  of  such  a  margin  requirement,  when 
such  a  high  margin  requirement  we  might  say  was  no  longer  neces- 
sary or  desirable  from  the  standpoint  of  economy  as  a  whole,  then 
there  should  be  authority  in  some  board  to  adjust  it  downward  again. 

Mr.  .Pecoka.  Don't  you  think  it  would  be  in  the  public  interest 
that  there  should  be  a  minimum  margin  requirement  embodied  in 
the  statute,  without  reference  to  any  particular  minimum  now?  I 
am  addressing  myself  to  the  principle  of  including  in  the  bill  a 
provision  for  a  minimum  margin  requirement,  with  a  degree  of  flexi- 
bilit}'^  above  that  minimum. 

Mr.  Ai.TSCHUL.  Are  you  speaking  now  of  a  minimum  margin  re- 
quirement on  accounts  as  a  whole  ? 

Mr.  Pecoiu.  You  might  classify  them  in  any  way  you  see  fit.  But 
I  am  addressing  myself  to  the  principle  of  some  minimum  margin 
requirement,  either  one  which  will  apply  to  all  margin  accounts  or 
where  the  minimum  might  vary  in  accordance  with  the  necessities  of 
individual  kinds  of  securities  or  bases  of  securities. 

Mr.  Altschul.  Of  course,  you  will  understand  I  am  very  much  out 
of  my  field  here,  because  I  do  not  know  an}i;hing  about  the  margin 
business  as  such.  Therefore  I  hesitate  to  express  a  very  positive 
opinion  in  regard  to  the  matter.  But  it  would  seem  to  me  that  a  min- 
imum, if  set  sufficiently  low  to  allow  of  a  reasonable  degi'ee  of  flexi- 
bility to  the  body  that  was  finally  or  from  time  to  time  to  determine 
the  minimum  amount  of  accounts  as  a  whole,  would  be  a  reasonable 
provision. 

Mr.  Pecora.  Can  you  suggest  what  the  minimum  should  be? 

Mr.  Altschul.  I  could  not.  I  think  the  experience  of  those  in  the 
stock  exchange,  who  deal  with  margin  questions  from  day  to  day, 
would  be  much  more  valuable  to  you  as  a  guide  than  any  suggestion  I 
might  attempt  to  give  you. 

175541— 34— PT  15 19 


6704  STOCK    EXCHANGE    PKACTICES 

Senator  Kjean.  Let  me  suggest  if  that  were  the  law,  and  a  stock  of 
a  customer  went  down  below  that  minimum,  of  course,  you  would 
have  to  sell  him  out  at  once,  just  because  that  would  be  the  law. 

Mr.  Pecora.  You  would  have  to  sell  him  out  in  accordance  with 
the  rules  and  regulations  the  commission  may  prescribe  under  the 
terms  of  this  bill,  Senator  Kean. 

Senator  Kean.  I  say,  you  would  have  to  sell  him  out  at  once. 

Mr.  Pecora.  That  is  what  brokers  do  anyway  when  their  cus- 
tomers' accounts  become  undermargined.  They  sometimes  send  them 
an  hour's  notice,  and  unless  they  make  good  they  are  sold  out. 

Senator  Kjean.  But  as  a  rule  a  broker  tries  to  get  them  to  put  up 
an  additional  margin,  and  if  the  quotation  is  only  a  very  small 
amount  below  the  margin,  1  percent  or  something  of  that  kind,  why, 
they  may  carry  him  over  for  a  short  time.  But  they  could  not  do  it 
if  there  were  a  rigid  minimum  provided  in  the  law. 

Mr.  Pecora.  As  brokers  see  the  market  for  the  stock  being  ap- 
proached, don't  you  think  the  broker  would  be  keen  to  remind  his 
customer  and  suggest  that  he  put  up  additional  margin  so  as  to 
protect  his  account  from  becoming  undermargined  ? 

Senator  Kean.  Surely.  But  very  often  there  is  a  sudden  drop  in 
the  market  and  a  man  may  be  under  a  little  bit,  and  if  you  send  him 
notice  and  he  cannot  get  around  until  the  next  day,  the  broker  carries 
the  account  over  with  the  idea  that  the  market  will  go  up  again, 
which  it  generally  does  after  a  bad  break. 

Mr.  Pecora.  That  might  be  an  argument  for  a  minimum  margin 
requirement  which  would  be  substantial  so  as  to  lessen  the  danger  of 
that  point  being  reached. 

Senator  Kean.  No.  It  does  not  make  any  difference  w^hat  j^our 
margin  is,  if  it  is  the  law  that  a  broker  shall  not  carry  an  account 
below  the  minimum  margin.  He  would  then  be  in  duty  bound  to 
sell  his  customer  out.    He  could  not  wait. 

Mr.  Pecora.  That,  I  think,  would  be  putting  into  a  law  what  has 
actually  been  done  in  practice. 

Senator  Kean.  I  do  not  think  so. 

Mr.  Pecora.  Except,  perhaps,  under  the  power  given  to  the  Fed- 
eral Trade  Commission  to  prescribe  rules  and  regulations  for  the 
selling  out  of  an  account  of  a  customer,  he  might  get  a  better  break, 
so  to  speak,  than  he  gets  now  from  a  broker. 

Senator  Kean.  Well,  I  know  lots  of  people  who  do  not  sell  people 
out  right  away. 

The  Chairman.  Wouldn't  this  provision  be  rather  a  relief  to  the 
broker  ?  In  other  words,  he  could  answer  any  complaining  customer 
that  the  law  required  him  to  make  the  sale  and  not  expect  him  to 
put  up  a  margin. 

Senator  Kean.  That  is  true,  but  it  would  be  pretty  hard  on  the 
customer.  For  very  often  Avhile  the  market  may  drop  suddenly,  it 
may  come  back  again  and  never  drop  that  low  again  for  a  long  time. 

Mr.  Altschul.  I  think  that  Senator  Kean's  point  just  again  illus- 
trates the  dangers  of  rigid  provisions,  whatever  they  may  be,  because 
circumstances  change  from  day  to  day  and  a  rigid  provision  which 
might  be  put  into  a  bill  with  the  idea  of  protecting  the  investor 
might  by  accident  result  otherwise. 

Mr.  Pecora.  Heretofore  brokers  themselves  have  arbitrarily  fixed 
minimum   margin    requirements    and   imposed    those    requirements 


STOCK   EXCHANGE   PRACTICES  6705 

upon  their  customers.  There  hasn't  been  any  hard  and  fixed  rule 
about  that.  It  is  left  to  the  arbitrary  judgment  or  determination  by 
each  broker,  except  within  the  limits  of  the  rules  recently  promul- 
gated by  the  New  York  Stock  Exchange.  Now,  the  investing  public 
has  been  at  the  mercy  of  this  arbitrary  determination  about  margin 
requirements  fixed  by  brokers  themselves. 

Mr.  Altschul.  Well,  of  course,  as  I  say,  you  are  now  taking  me 
out  of  my  own  field. 

Mr.  Pecora.  Well,  if  you  prefer  not  to  go  out  of  your  field,  I  do 
not  think  it  would  be  fair  to  ask  you  to  do  it. 

Mr.  Altschul.  Well,  I  know  very  little,  in  fact,  I  might  say  I  do 
not  know  anything  about  the  margin  business. 

The  Chairman.  You  may  proceed,  Mr.  Altschul. 

Mr.  Altschul.  The  second  point  that  Mr.  Whitney  makes  is: 

Authority  to  require  stock  exclianges  to  adopt  rules  and  regulations  designed 
to  prevent  dishonest  practices  and  all  other  practices  which  unfairly  influence 
the  prices  of  securities  or  unduly  stimulate  speculation. 

Again  the  striking  thing  about  that  suggestion  is  that  it  vests  in 
somebody  a  degree  of  flexibility.  And  my  argument  throughout  has 
been  that  the  danger  of  rigidity  in  all  these  things  is  easily  apparent. 
That  is,  the  practices  wliich  you  may  want  to  regulate,  or  which 
may  arise,  you  do  not  contemplate  the  stock  exchange  is  very 
alert  about  and  is  trying  to  prevent  them.  It  is  in  sympathy  with 
legislation  that  will  tend  to  prevent  practices  which  may  unfairly 
affect  prices  of  securities. 

Mr.  Pecora.  On  that  point  it  might  be  well  to  recall  that  yester- 
day afternoon  Mr.  "\Yliitney  informed  this  committee  that  one  or 
more  rules  promulgated  by  the  New  York  Stock  Exchange  on  Feb- 
ruary 13,  last,  was  or  wore  the  result  of  several  years"  consideration 
of  the  subject.  Senator  Bulkley  then  asked  him  what  opposition  had 
been  expressed  to  the  formulation  of  the  particular  rule  that  was 
then  under  discussion,  and  Mr,  Whitney  said,  "  None,  that  he  knew 
of."  So,  apparently,  with  regard  to  a  rule  as  to  which  there  was  no 
opposition  it  required  several  years'  consideration  before  it  was  pro- 
mulgated. 

Mr.  Altschul.  Mr.  Pecora,  I  do  not  want  to  try  to  amplify  or 
change  the  draft  of  Mr.  WTiitney's  remarks,  and  I  am  not  sure  that 
I  understand  the  situation  correctly.  INIy  recollection  of  that  was 
that  he  said  the  particular  transaction  had  been  undertaken  within, 
oh,  the  last  6  months,  and  the  information  elicited  by  the  business 
conduct  committee,  which  gave  them  facts  upon  which  they  could 
proceed.  While  the  thing  had  been  under  discussion,  the  actual 
incidents  that  led  to  the  reform  were  much  more  recent  than  that, 
isn't  that  correct? 

Mr.  Pecora.  I  am  simply  calling  attention  to  the  statement  Mr. 
Whitney  made.    He  was  the  one  who  said  that  the  rule  was  the  out- 
growth of  several  years'  consideration  of  the  question. 
Mr,  Altschul.  Well,  I  am  not  familiar  with  that. 

Mr.  Pecora.  Now 

Mr.  Altschul  (continuing).  Mr.  Pecora,  I  think  when  any  body 
such  as  the  one  suggested  by  Mr.  "Wliitney,  is  vested  with  the  right 
to  do  the  definite  things  that  Mr.  Whitney  suggests  should  be  done, 
you  will  accomplish  the  maximum  amount  of  good  with  the  mini- 
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mum  amount  of  disturbance.  And  the  reason  for  that,  I  want  to 
repeat,  is  because  it  leaves  the  thing  flexible,  and  because  it  does 
not  crystallize  in  law  at  the  given  moment  a  number  of  rules  which 
might  be  totally  inadequate  tomorrow. 

Mr.  Pecora.  Now,  just  one  or  two  more  questions  about  the  state- 
ment that  appears  on  page  20  of  your  elaborated  printed  statement. 
You  say: 

I  recognize  the  gross  abuses  that  grew  up  iu  the  period  of  rank  and  un- 
liealthy  development  that  followed  the  war  and  I  heartily  favor  measures 
which  will  prevent  or  heavily  penalize  any  repetition  thereof. 

Now,  again,  I  want  to  ask  you  what  were  the  gross  abuses  that 
you  had  in  mind  when  you  penned  that  particular  portion  of  your 
statement. 

Mr.  Altschul.  Well,  broadly  speaking,  I  would  say  all  the  devices 
that  developed  which  took  on  the  nature  of  the  fomenting  of  undue 
speculative  activity.  But  my  general  idea  is  that  speculation  is  a 
necessary  part  of  an  economy  that  functions  as  ours  does,  and  that 
a  stock  exchange  is  a  place  where  that  speculative  impulse  should 
be  allowed  to  express  itself  freely. 

Mr.  Pecora.  You  say  freely. 

Mr.  Altschul.  Yes;  should  be  allowed  to  express  itself  freely. 
I  think  that  while  criticism  may  be  leveled  at  speculation  as  such, 
there  are  times  when  the  normal  expression  of  the  country  takes  a 
speculative  turn.    It  may  be  necessary  as  a  preliminary  to  recovery. 

It  may  be  necessary  as  a  concomitant  of  a  new  period  of  forward 
movement  and  growth.  When  you  get  beyond  that  normal  expres- 
sion of  speculative  impulse  that  finds  its  urge  in  developing  economy 
itself,  and  get  into  the  different  things  that  tend  to  foment  it  in  an 
unnatural  and  exaggerated  manner,  those  things  generally  consti- 
tute the  abuses  I  was  talking  about.  Some  of  them  have  been  dealt 
with ;  yes,  many  of  them  I  think  have  been  dealt  with ;  but  they  may 
take  new  forms  tomorrow,  and  I  think  it  only  fair  that  somebody 
should  have  a  change  to  review  them  as  they  arise. 

Mr.  Pecora.  I  want  you  to  enumerate  what  you  call  in  this  portion 
of  your  statement: 

the  gross  abuses  that  grew  up  in  the  period  of  rank  and  unhealthy  development 
that  followed   the  war. 

Mr.  Altschul.  I  think  that  the  testimony  given  before  your  com- 
mittee has  brought  out  a  good  deal  of  information  in  regard  to  the 
speculative  devices  of  trading  against  options,  pool  activities,  and  so 
on.  I  am  not  familiar  with  that  testimony,  and  as  to  the  most  of  it 
with  me  it  is  a  matter  of  hearsay.  But  from  what  I  have  heard  there 
is  abundant  evidence  in  that  investigation  to  point  to  the  character  of 
the  abuses  I  have  in  mind.  They  are  mostly  things  that  would  be 
covered  now  by  the  recent  regulations  of  the  exchange,  having  to  do 
with  its  operations. 

Mr.  Pecora.  You  recognize  don't  you,  that  the  rules  and  regu- 
lations of  the  exchange  are  binding  upon  and  enforceable  only 
against  its  members,  and  that  those  same  abuses  might  be  perpe- 
trated with  similar  detriment  to  the  public  interest  by  persons  not 
connected  with  the  exchange  as  members,  but  who  employ  the  facili- 
ties of  the  exchange  through  brokers  who  are  members.  Now,  in 
view  of  that,  those  abuse.s  could  only  be  dealt  with  by  legislation, 
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in  order  to  reach  all  classes  of  persons,  whether  members  of  ex- 
changes or  nonmembers,  who  were  guilty  of  such  abuses;  don't  you 
thinli  so  ? 

Mr.  Altschul,  I  may  be  again  speaking  out  of  turn,  but  I  would 
say  that  insofar  as  the  exchange  has  recognized  an  abuse  and  tried 
to  deal  with  it  and  to  prevent  it  30  far  as  its  members  are  con- 
cerned, I  cannot  conceive  that  it  would  be  otherwise  than  welcome 
if  others  were  prevented  by  law,  if  they  were  prevented  from  in- 
dulging in  abuses  our  own  members  cannot  indulge  in. 

Mr.  Pecora.  Well,  you  realize  that  a  law  could  not  be  made  to 
apply  simply  to  nonmembers  of  the  exchange. 

Mr.  Altschul.  Oh,  no. 

Mr.  Pecora.  I  wish  you  would  enumerate  what  you  conceive  to 
be  the  gross  abuses  that  grew  up  in  the  period  following  the  war. 
•  Mr.  Altschul.  Well,  that,  of  course 

Mr.  Pecora  (continuing).  Instead  of  referring  us  to  the  record 
of  this  committee's  investigation,  which  covers  thousands  and  thou- 
sands of  pages  and  millions  of  words.  In  other  words,  I  should  like 
to  have  the  public,  as  well  as  the  members  of  this  committee,  get  the 
benefit  of  your  observations  and  your  knowledge  with  regard  to  those 
gross  abuses,  and  get  it  in  a  phrase  or  two  from  you  by  means  of  your 
enumeration  of  those  abuses.  You  cannot  expect  the  public  to  read 
those  thousands  of  ]3ages  of  testimony  taken  by  this  committee. 

Mr.  Altschul.  Well,  of  course,  I  have  the  feeling  that  the  thou- 
sands of  pages  of  testimony  taken  before  the  committee  have  been 
very  well  summarized  to  the  public  almost  daily  through  the  press. 
But  apart  from  that,  if  I  had  come  here  with  a  view  to  speaking 
about  topics  be3^ond  the  particular  pcope  of  the  committee  on  stock 
list,  I  would  have  tried  to  prepare  for  you  a  statement  on  that  point. 
On  short  notice  I  would  hesitate  to  do  so,  becau^^e  I  would  be  afraid 
I  might  include  something  I  should  not  include,  or  leave  out  some- 
thing that  possibly  I  should  include. 

Mr.  Pecora.  I  thought  3'ou  had  already  given  some  consideration 
to  the  development  soon  after  the  war  because  of  the  reference  you 
made  in  your  prepared  statement  of  a  recognition  of  those  "  great 
abuses  "  ? 

Mr,  Altschul.  I  have  given  a  great  deal  of  consideration  to  it, 
but  before  such  a  body  as  this  I  would  hesitate  to  try  to  put  that 
consideration  into  words  on  short  notice.  In  general,  I  Avould  con- 
sider within  the  category  of  abuses  the  different  things  which  tend 
to  unduly  foment  speculation  and  which  would  affect  natural  and 
normal  development. 

Mr.  Pecora.  Do  you  think  that  margin  requirements  have  that 
tendency — I  mean,  to  unduly  foment  speculation  ? 

Mr.  Altschul.  No.  I  do  not  think  that  margin  requirements  have 
a  tendency  to  unduly  foment  speculation  any  more  than  I  think 
the  discount  rate  of  the  Federal  Reserve  Board  has  a  tendency  to 
foment  business. 

Mr.  Pecora,  Why  did  the  exchange  authorities  themselves  during 
the  first  6  months  of  1929,  or  rather  the  individual  members  of  the 
exchange,  raise  their  margin  requirements  in  a  manner  that  created 
a  minimum  or  an  average  of  40  percent  of  the  market  price  of 
securities  then  being  traded  in  by  the  public  as  their  margin? 
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Mr.  Altschul.  Well,  I  do  not  believe  that  normal  margin  re- 
quirements unduly  foment  speculation.  But  I  think  it  is  quite 
apparent  that  as  speculation  develops  a  tightening  of  margin  re- 
quirements is  a  force  that  operates  against  speculation. 

Mr.  Pecora.  Against  the  practice  of  undue  speculation? 

Mr.  Altschul.  It  ought  to  be,  I  think ;  yes,  it  ought  to  be  anyway, 
in  my  opinion. 

Mr.  Pecora.  Very  well.    Now- 


Mr.  Altschul  (continuing).  In  the  same  way  again  as  the  rais- 
ing of  the  discount  rate  to  a  very  high  rate  tends  to  slow  up  business 
at  a  time  when  business  has  gotten  out  of  bounds.  It  seems  to  me 
the  mechanism  is  very  similar  in  character.  But  we  have  evidence 
before  us  that  a  low  discount  rate  itself,  when  conditions  are  unpro- 
pitious,  does  not  start  a  business  revival. 

Mr.  Pecora.  You  add  a  saving  clause  to  your  answer,  when  con- 
ditions are  not  propitious. 

Mr.  Altschul.  Yes.  I  do  not  think  that  low  margin  requirements 
or  normal  margin  requirements,  whatever  they  may  be,  will  of  them- 
selves stimulate  speculation  if  there  is  no  disposition  because  of 
other  circumstances  for  more  speculation  to  develop. 

Mr.  Pecora.  It  might  prevent  giving  impetus  to  speculation  that 
would  make  it  necessary  to  apply  a  brake  with  such  sudden  force 
and  energy  that  the  cart  might  be  overturned. 

Mr.  Altschul.  Oh,  yes.  But  I  again  point  out  there  that  I  do 
not  think  speculation  is  of  itself  under  all  circumstances  a  necessarily 
evil  thing.  On  the  contrary,  it  may  be  a  very  necessary  thing  at  a 
time  when  business  is  liquidated  and  revival  is  being  sought;  and 
there  may  be  a  good  many  reasons  why  margins  and  speculative  im- 
pulses are  nothing  more  than  a  symptom  of  revival  and  growing 
economy. 

Mr.  Pecora.  Well,  if  you  think  that  speculation  should  be  per- 
mitted do  you  think  it  should  be  permitted  on  a  broad  scale  with 
other  people's  money? 

Mr.  Altschul,  I  know  of  no  reason  why  a  person  should  not  bor- 
row other  people's  money  and  use  it  to  finance  purchases  of  securi- 
ties, just  as  he  does  to  finance  purchases  of  real  estate.  The  only 
important  thing  is  whether  the  loan  is  secure  in  that  case,  and  beyond 
that,  of  course,  the  question  whether  the  amount  being  used  in  that 
manner  is  growing  so  unduly  in  regard  to  the  economy  as  a  whole 
as  to  create  disturbance  in  the  business  structure.  Those  are  things 
that  the  Federal  Reserve,  cooperating  with  some  other  organization, 
such  as  Mr.  Whitney  suggested  the  creation  of,  could  be  dealt  with 
in  that  manner. 

Mr.  Pecora.  Let  us  confine  ourselves  to  the  stock  market.  Do  you 
think  that  speculation  in  that  mart  should  be  encouraged  with  other 
people's  money  ? 

Mr.  Altschul.  When  you  use  the  words  "  should  be  encour- 
aged " 

Mr.  Pecora  (interposing).  That  is,  encouraged  by  low  margin 
requirements,  by  lowering  your  margin  requirements  more,  and  on 
other  people's  money  that  the  speculator  uses  in  his  particular  oper- 
ations ;  isn't  that  so  ? 

Mr.  Altschul.  Well,  I  don't  think  so.  When  you  say  "  lower 
margin  requirements  "  you  are  using  a  relative  term. 
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Mr.  Pecora.  Yes;  I  am. 

Mr.  Altschul.  Take,  for  instance,  the  normal  requirements  in 
normal  times  of  the  stock  exchange.  I  think  if  those  normal  re- 
quirements are  enforced  at  times  when  there  is  great  speculation 
and  when  there  is  very  little  speculation,  the  fact  that  they  exist, 
in  my  opinion,  does  not  stimulate  speculation  any  more  than  the  low 
discount  rate  stimulates  business.  To  follow  your  thought  in  regard 
to  this  bill,  I  think  speculation,  which  may  be  a  perfectly  normal 
concomitant  of  our  econoni}'  in  its  early  stages,  or  as  it  runs 
along,  may  at  some  stage  reach  a  point  where  for  many  reasons  it 
may  be  dangerous  or  is  threatening  to  become  dangerous,  and  at  such 
a  time  ability  to  change  the  margin  requirements,  by  reason  of  flexi- 
bility vested  in  some  such  authority  as  Mr.  Whitney  has  suggested, 
would  be  a  very  helpful  thing. 

Mr.  Pecora.  Well,  it  is  a  rather  trite  thing  to  observe  that  the 
lower  the  margin  requirement  the  greater  the  temptation  to  the 
speculator  to  speculate.  If  a  person  desiring  to  speculate  in  the 
stock  market  is  required  to  put  up  his  own  funds  only  to  the  extent, 
say,  of  20  percent  of  the  purchase  price  of  the  security  he  is  buying, 
he  would  buy  twice  as  much  as  if  he  were  required  to  put  up  40  per- 
cent.   I  think  that  is  obvious. 

Mr.  Altschdl.  It  is  a  trite  observation,  I  concede,  but  I  think  it 
is  an  inaccurate  one. 

Mr.  Pecora.  Why? 

Mr.  Altsciiul.  Because  I  do  not  think  that  the  fact  that  the 
margin  requirements  are  low  is  in  itself  a  temptation  to  speculate. 

Mr.  Pecora.  You  think  the  temptation  to  speculate  is  inherent  in 
the  person  who  speculates? 

Mr.  Altschul.  No;  I  think  the  temptation  to  speculate  is  either 
inherent  in  the  situation  or  is  not  inherent  in  the  situation.  It 
emerges  at  times  in  response  to  all  sorts  of  factors. 

Mr.  Pecora.  Is  not  the  volume  of  speculation  engaged  in  affected 
by  the  margin  requirements? 

Mr.  Altschul.  There  is  no  question  about  that;  I  agree  on  that. 

Mr.  Pecora.  That  is  the  only  point  I  was  trying  to  make. 

I  have  no  further  questions. 

The  Chairman.  That  is  all.  You  may  be  excused  now,  Mr. 
Altschul. 

STATEMENT  OF  RICHARD  WHITNEY,  PRESIDENT  OF  THE  NEW 
YORK  STOCK  EXCHANGE— Resumed 

The  Chairman.  Proceed,  Mr.  Whitney,  where  you  left  off  when 
you  were  interrupted. 

Mr.  Pecora.  You  gave  up  to  Mr.  Altschul  for  the  purpose  of  tak- 
ing up  listings  requirements. 

Mr.  Whitney.  May  I  point  out  with  regard  to  the  matter  recently 
discussed,  about  margins,  that  I  think  Mr.  Pecora  has  the  wrong 
impression  that  the  exchange  had  no  requirement  as  to  margin 
during  the  panic  and  that  brokers  themselves  raised  their  margin 
requirements  at  will.  The  exchange  did  have  a  minimum  require- 
ment. Brokers  did  also  raise  at  will  their  margin  requirements. 
I  think  it  is  fair  to  point  out,  because  it  is  interesting,  at  least,  per- 
haj)s,  that  in  spite  of  the  margin  requirements,  the  raising  of  them 
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by  the  brokers  at  their  volition,  nevertheless  speculation  continued 
in  even  greater  and  greater  sum  total  in  spite  of  those  increased 
margins. 

Mr.  Pecora.  Because  of  the  mania  that  then  afflicted  the  speculat- 
ing public? 

Mr.  Whitney.  Quite  right,  sir.  Mr.  Altschul  also  said  that  the 
surrounding  conditions  had  a  very  great  bearing  on  the  situation, 
and  the  imposition  of  higher  margins  did  not,  though  perhaps  it 
would  have  been  desirable — perhaps  it  was  the  idea  back  of  the 
brokers  raising  their  margins,  but  it  did  not  prevent  the  increase  of 
speculation;  which  is  just  what  I  tried  to  show  to  you  yesterday. 

Mr.  Pecora.  That  might  have  been  due  to  the  fact  that  the  im- 
petus which  had  been  given  to  speculation  because  of  the  ease  and 
facility  with  which  persons  could  engage  in  it  with  money  that  did 
not  belong  to  them  had  become  so  strong  and  so  great  and  powerful 
that  when  you  tried  to  apply  the  brakes  they  were  burned,  and  the 
result  was  that  we  had  a  wreck ;  the  car  crashed  into  a  tree  and  went 
into  the  ditch. 

Mr.  Whitney.  You  have  argued  here — and  I  have  not  taken  ex- 
ception to  it,  because  I  think  it  is  a  part  of  the  entire  situation  that 
has  a  very  direct  bearing  upon  it — but  you  have,  I  think,  argued 
here  that  the  use  of  higher  margins  will  stop  speculation  just  at 
those  times  when  it  should  be  stopped ;  but  I  am  stating,  purely  as 
a  matter  of  interest,  the  facts  as  I  remember  them  happening  in  1929 
in  that  particular  regard,  merely  in  passing. 

Mr.  Pecora.  But  I  am  not  confining  mj^self  to  a  consideration  of 
what  was  done  with  regard  to  the  raising  of  margin  requirements  in 
1929.  The  thought  that  I  am  suggesting  is  that  the  reason  that 
those  increased  margins  proved  ineffective  to  reduce  or  control  the 
excessive  speculation  that  undoubtedly  went  on  was  because  prior 
to  1929  brakes  had  not  been  applied  and  the  economic  machinery  of 
speculation  had  attained  a  speed,  through  the  impetus  given  to  it 
throughout  the  preceding  2  or  3  years  of  the  so-called  "  bull  market ", 
that  when  the  attempt  was  made  to  apply  the  brakes  the  brakes 
either  proved  ineffectual  or  they  were  burned  out.  The  desirable 
thing  would  be  not  to  permit  the  economic  machinery  to  reach  that 
dangerous  rate  of  speed  where  the  sudden  application  of  brakes 
would  be  ineffectual  or  would  only  bring  a  stoppage  with  a  serious 
jolt  to  the  occupant  of  the  car. 

Mr.  Whitney.  Then  no  brakes  are  effective. 

The  Chairman.  Oh,  yes. 

Mr.  Pecora.  The  brakes  will  be  effective  if  the  rate  of  speed  is 
not  permitted  to  grow  without  limit. 

The  Chairman.  The  same  thing  happened,  according  to  the  admis- 
sion of  the  Federal  Reserve  Board,  when  they  were  late  in  checldng 
this  undue  inflation.  If  they  had  started  earlier,  they  might  have 
prevented  it. 

Mr.  Whitney.  True,  sir. 

Senator  Kean.  The  stock  exchange  has  existed  for  how  long? 

Mr.  Pecora.  A  hundred  and  forty-two  years. 

Mr.  Whitney.  Thank  you.     A  hundred  and  forty-two  years. 

Senator  Kean.  During  that  period  margins  were  never  called  for 
beyond  20  percent,  during  all  that  period  ? 

Mr.  Whitney.  I  do  not  think  so,  Senator. 
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Senator  Kean.  Until  this  last  time. 

Mr.  Whitney,  We  have  had  very  serious  panics  during  those  142 
years,  besides  the  one  in  1929. 

Senator  Kean.  So  that  the  business  has  gone  on  successfully  and 
has  developed,  and  our  industries  and  our  railroads  and  our  various 
industrial  activities  have  increased  all  during  those  years  with  the 
assistance  of  floating  securities,  without  anj^  trouble  ? 

Mr.  Whitney.  Very  materially ;  and  I  think  speculation  has  played 
a  very  important  part  in  the  setting-up  of  our  corporations  and  our 
industries  throughout  this  country ;  our  railroads  perhaps  more  than 
any  others. 

Mr.  Pecora.  The  fact  that  the  country  has  continued  and  has  re- 
covered from  these  various  panics  and  depressions  is  comparable  to 
the  experience  of  the  average  human  being,  that  in  the  course  of  his 
lifetime  he  runs  into  periods  of  ill'ness  and  recovers  from  them — 
which  is  no  reason  why  such  illness  should  not  be  averted  if  it  can  be. 

Senator  Kean.  That  is  correct;  but,  Mr.  Whitney,  is  it  not  true, 
also,  that  nobody  in  the  world  has  yet  succeeded  in  preventing  up- 
turns and  downturns  of  the  market,  owing  to  the  financial  condi- 
tions that  occur  all  over  the  world  ? 

Mr.  Whitney.  I  do  not  know  of  any  formula  that  has  ever  been 
devised;  and  I  think  we  Avould  be  the  first  to  like  to  see  such  a 
formula. 

Senator  Kean.  Is  it  not  also  true,  Mr.  Whitney,  that  during  the 
war  there  was  a  tremendous  amount  of  capital  destroyed,  and  that 
therefore  the  world  had  less  capital  to  operate  on,  and  that  to  try  to 
bolster  up  things  various  governments  expanded  credit  in  ever}'  way 
they  could  so  as  to  try  to  keep  prices  level  with  what  they  were 
before  the  war  ? 

Mr.  Whitney.  I  think  that  is  true. 

Senator  Kean.  And  when  the  final  crash  came  it  was  a  question 
of  a  large  percentage  of  the  savings  of  the  world,  of  the  capital  of 
the  world,  having  been  destroyed,  and  we  had  a  new  measure  of 
value  to  which  everything  had  to  be  regulated? 

Mr.  Whitney.  I  think  that  is  so. 

Mr.  Pecora.  Is  that  all  with  the  purpose  of  suggesting  the  thought, 
Senator  Kean,  that  stock  market  speculation  had  nothing  to  do  with 
the  panic  and  with  the  depression  since  1929? 

Senator  Kean.  That  is  only  an  incident.  The  price  of  wheat,  the 
price  of  land,  the  price  of  houses,  the  price  of  everything  else  all 
over  the  world  had  to  go  down  to  be  measured  by  the  loss  of  capital 
which  had  been  destroyed  in  the  war. 

Mr.  Pecora.  Senator,  I  shall  be  able  to  bring  to  your  notice,  and 
I  propose  to  do  it  at  the  proper  time,  public  expressions  of  opinion, 
not  only  by  Mr.  Whitney  but  by  his  predecessor,  the  president  of 
the  New  York  Stock  Exchange,  in  which  they  very  frankly  avowed 
the  responsibility  of  the  speculation  mania  which  preceded  Octo- 
ber 1929,  before  the  depression — not  the  sole  responsibility,  but  as  a 
contributing  factor. 

Senator  Kean.  Did  that  affect  the  prices  in  France? 

Mr.  Pecora.  Did  what  affect  the  prices  in  France  ? 

Senator  Kean.  The  speculative  mania  on  the  stock  exchange  in 
New  York. 
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Mr.  Pecora.  Insofar  as  the  whole  world  is  more  or  less  interre- 
lated in  an  economic  system,  I  venture  to  say  it  had  its  repercussions 
in  France  and  everv  other  land  with  which  we  do  business. 

Senator  Carey.  What  percentage  of  margin  do  the  New  York 
banks  require  when  a  person  makes  a  loan  on  securities  with  a  bank? 
How  much  will  they  loan  ? 

Mr.  Whitney.  At  the  present  time,  and  taking  the  same  stock  that 
we  demand  30  percent  on  debit  balance  for,  their  requirement  is  30 
percent  of  the  loan. 

Senator  Carey.  So  if  we  put  a  limit  on  the  stock  exchange,  a  man 
will  probably  go  to  a  bank  and  borrow  on  the  securities? 

Mr.  Whitney.  I  believe  so.  As  I  granted  yesterday,  it  might 
make  it  more  difficult.  Perhaps  various  things  would  be  looked  into 
by  the  bank,  and  there  might  be  other  agencies  built  up  that  would 
loan  to  him. 

Senator  Carey.  Is  there  a  limit  in  the  bill  as  to  banks? 

Mr.  Whitney.  The  limit  in  the  bill  is  the  same  as  brokers  with 
relation  to  securities  listed  and  members  of  security  exchanges. 

Mr.  Pecora.  If  the  borrowing  is  for  the  purpose  of  buying  securi- 
ties; yes.  But  the  bill  provides  that  a  man  may  go  to  a  bank  and 
borrow  on  collateral  to  an  extent  exceeding  the  so-called  "  margin 
requirements  "  in  the  bill,  provided  the  securities  that  he  offers  as 
collateral  have  not  been  purchased  by  him  within  30  days  prior  to 
the  time  of  the  borrowing, 

Mr.  Whitney.  Thereby  not  allowing  to  such  borrower  any  power 
of  substitution  of  those  securities  that  he  might  during  that  period 
buv. 

Mr.  Pecora.  And  thereby  not  allowing  the  borrower  to  overcome 
the  margin  requirements  of  the  act. 

Mr.  Whitney.  There  is  one  point,  Mr,  Pecora — I  did  not  think  we 
were  going  to  get  into  an  economic  discussion  here — that  I  do  think 
has  a  very  great  bearing,  and  I  would  like  to  state  it,  on  all  boom 
and  panic  periods,  and  I  think  it  is  fundamental,  and  that  is  that 
the  earning  power  of  corporations  is  bound  to  be  reflected  in  their 
price;  when  they  have  good  earnings,  in  an  increase  in  price,  and 
when  they  have  bad  earnings,  a  decrease.  There  is  nothing  in  the 
world,  to  my  knowledge,  that  is  going  to  prevent  prices  going  up. 
whether  there  is  speculation  or  not,  if  the  earnings  of  the  corporation 
are  great ;  and  there  is  nothing  in  the  world  to  prevent  the  prices  of 
the  shares  of  corporations  going  down  if  they  fail  to  earn  money. 

Mr.  Pecora.  But  those  increases  in  price,  where  they  are  based 
upon  actual  earnings,  and  hence  corresponding  increases  in  earnings, 
would  be  justified  by  sound  economic  factors ;  but  where  the  increases 
in  price  are  brought  about  solely  bv  speculation,  I  venture  to  say 
that  your  own  opinion  and  belief  is  that  those  increases  in  price 
levels  of  securities  are  not  wholesome. 

Mr.  Whitney.  Yes;  but  the  period  of  time  one  is  talking  about, 
whatever  time,  naturally  has  its  direct  effect  upon  all  corporations. 
In  other  words,  the  general  tendency  is  to  earn  money,  and  there  are 
good  times  for  the  corporations.  That  brings  others  perhaps  not  in 
that  category,  and  vice  versa 

Mr.  Pecora.  The  moneys  earned,  whether  realized  or  translated 
from  paper  profits  into  actual  profits  during  the  speculative  mania 
that  preceded  1929,  were  not  reflected  in  the  earnings  of  corporations. 
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as  has  been  pointed  out  in  documents  issued  by  the  stock  exchange 
itself. 

Mr.  Whitney.  I  have  a  document  here,  if  I  may  put  it  into  the 
record,  which  shows  composite  earnings  index  of  166  companies  from 
the  first  quarter  of  1929  to  the  last  quarter  of  1933.  and  on  it  also  is 
shown  a  monthly  average  of  weekly  stock  price  index  of  421  stocks. 
During  that  period — it  shows  the  height  of  the  boom  period  and  the 
depth  of  the  depression — earnings  fell  faster  and  farther  than  did 
prices,  and  when  earnings  started  to  improve  so  did  prices  start 
to  improve;  but  earnings  went  faster  than  prices.  I  merely  bring 
this,  in,  sir,  as  having  a  very  important  l^earing  upon  a  subject 
which  is  one  of  economics  and  in  which  there  are  many,  many 
factors,  as  I  think  everybody  will  agree. 

The  Chairman.  Do  you  wish  that  inserted  in  the  record? 

Mr.  Whitney.  I  would  like  to  have  it  in  the  record,  Mr.  Chairman. 

The  Chairman.  It  will  be  admitted. 

(Photostatic  copy  of  a  graph  showing  monthly  average  of  weekly 
stock  price  index  for  421  stocks  and  a  composite  earnings  index  of 
166  companies  Avas  received  in  evidence,  marked  "  "\M1itne3'  Exhibit 
No.  1,  Mar.  1,  1934  ",  and  will  be  found  reproduced  at  the  end  of 
today's  record,  in  the  committee's  copy  thereof.) 

The  Chairman.  I  think,  Mr.  Whitney,  that  the  ordinar}'  buyer 
of  stocks  of  corporations  on  the  market  has  very  little  conception 
of  the  actual  earnings  of  those  corporations.  He  just  buys  because 
it  is  his  disposition  to  speculate,  or  what  not;  he  does  not  go  to  the 
trouble  to  find  out  the  actual,  real  value  of  stocks  by  the  earnings 
of  the  corporation.  Is  not  that  true  generally  of  the  ordinary 
bu3'er  ? 

Mr.  Whitney,  ^Ir.  Chairman,  I  will  agree  that  that  may  be  more 
or  less  true,  certainly  in  a  period  when  the  country  is  swept  by  a 
speculative  mania.  I  think,  during  the  times  we  have  been  passing 
through  in  the  layt  3  years  or  more,  where  he  have  seen  the  perfectly 
extraordinary  increase  in  the  number  of  stockholders  in  our  larger 
corporations,  where  speculation  was  largely  nonexistent,  as  shown 
by  the  debit  balances  of  brokerage  firms,  those  people  have  bought 
because  they  had  faith  in  the  companies'  prospects,  or  on  what  they 
believed  was  a  particular  company's  earning  power.  I  do  not  think 
that  those  purchases  were  made  from  a  speculative  point  of  view 
at  all.  We  have  had  perfectly  terrific  increases  in  the  number  of 
stockholders  who  own  their  stock  and  in  whose  name  the  stock  is 
registered  and  for  which  cash  was  paid,  and  it  was  not  bought  on 
borrowed  money. 

Mr.  Pecora.  Has  not  that  been  due  in  part  to  the  necessity  for 
large  holders  of  stocks  to  dispose  of  their  holdings? 

Mr.  Whitney.  There  is  always  a  seller  for  every  buyer;  yes. 

Mr.  Pecora.  But  you  are  putting  the  emphasis  on  the  larger  num- 
ber of  stockholders. 

Mr.  Whitney.  I  do  not  know  any  facts  to  verify  your  statement. 
It  may  be  true. 

Mr.  Pecora.  Do  you  think  it  is  a  violent  assumption,  based  upon 
your  own  observations?  You  know  there  have  been  disbursals  of 
large  holdings  of  stock  in  the  last  3  or  4  years. 

Mr.  Whitney.  Yes;  but  I  think  that  takes  place  at  all  times. 
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Mr.  Pecora.  Exactly.  Don't  you  think  it  has  been  much  more  evi- 
dent in  the  last  3  or  4  years  ? 

Mr.  Whitney.  I  don't  know,  if  you  are  asking  my  personal 
opinion. 

If  I  may  proceed,  we  come  to  section  14  of  the  bill  which  purports 
to  make  it  illegal  for  any  person  to  use  the  mails  or  any  means  of 
interstate  communication  or  transportation  for  the  purpose  of  mak- 
ing a  market  in  any  security  whether  listed  on  a  national  exchange 
or  not ;  in  which,  as  I  see  it,  complete  control  is  given  to  the  Federal 
Trade  Commission  on  over-the-counter  or  outside  market  trans- 
actions. 

That  has  been  very  fully  gone  into  by  Mr.  Corcoran  and  I  think 
there  is  but  one  point  that  I  can  add.  As  I  see  it,  this  gives  to  the 
Federal  Trade  Commission  complete  power  to  regulate  the  trading 
of  State,  county,  municipal,  and  other  governmental  bodies,  other 
than  the  United  States  Government,  complete  power  to  regulate 
the  markets  and  how  they  shall  be  conducted  in  the  indebtednesses 
or  bonds  of  States  and  municipalities.  I  think  that  is  a  very  dan- 
gerous power  to  give  anybody,  and  might  work  to  the  terrific  detri- 
ment of  those  particular  governmental  bodies. 

Mr.  Pecoka.  Do  you  know  how  markets  are  made  generally  in 
the  over-the-counter  market  on  securities  that  are  traded  in? 

Mr.  Whitney.  Specifically,  in  what  type  of  securities? 

Mr.  Pecora.  Take  any  type  that  you  want  to  use  as  an  illustration 
of  how  markets  are  made  in  the  over-the-counter  market. 

Mr.  Whitney.  Well,  we  will  take  New  York  State  bonds.  There 
are,  I  suppose,  5,  10,  or  perhaps  15  organizations — oh,  there  are 
more,  but  there  are  that  many  that  deal  actively  and  largely 

Mr.  Pecora.  Sort  of  specialize  in  it? 

Mr.  Whitney.  Yes — in  that  type  of  securities.  They  make  bids 
and  offers  and  they  very  often  send  out  lists  as  to  their  bids  and 
offers.  I  am  not  sure  they  do  it  now,  on  account  of  the  Federal 
Securities  Act.  Of  if  you  inquire  over  the  telephone,  they  will 
give  you  a  bid  and  offer  on  these  securities;  and  that  is  based 
largely  on  the  question  of  the  rate  and  worth  of  money  at  that 
particular  time,  taking  into  consideration,  of  course,  the  standing 
of  that  particular  governmental  body. 

Mr.  Pecora.  There  was  some  testimony  presented  to  this  com- 
mittee last  February — I  think  the  witness  whom  I  have  in  mind 
especially  was  a  broker  named  Robinson  who  gave  some  rather 
illuminating  testimony  on  how  the  over-the-counter  market  was 
operated.  Do  you  happen  to  have  read  his  testimony  ?  I  know  you 
were  down  before  thecommittee  just  about  the  time  he  was  testifying. 

Mr.  Whitney.  No  ;  I  do  not  think  I  read  it. 

Mr.  Pecora.  You  may  have  heard  him  testify. 

Mr.  Whitney.  I  do  not  think  I  read  it, 

Mr.  Pecora.  Well,  it  is  in  the  record. 

Senator  Goldsborough.  With  regard  to  section  14,  relating  to 
over-the-counter  markets,  do  you  mean  that  that  section  would  make 
it  practically  impossible  to  control  the  activity  of  nonmember  dealers 
and  that  it  would  create  a  bootleg  market  ? 

Mr.  Whitney.  I  will  take  it  from  two  points  of  view.  If  the  bill 
is  enacted  in  its  present  form  it  would  give  the  Federal  Trade  Com- 
mission, as  I  see  it,  complete  authority  to  pass  rules  and  regulations 
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with  regard  to  over-the-counter  markets  in  securities  not  listed ;  and 
I  also  feel  that  there  is  a  very  real  danger  that  listed  securities  might 
be  dealt  in  over  the  counter  in  bootleg  markets,  as  you  say ;  and  as 
has  been  stated  here  by  others,  I  think  it  very  probable  that  under  the 
conditions  of  this  bill  with  reference  to  what  you  spoke  about  this 
morning,  the  imposition  of  rules  and  regulations  upon  corporations 
in  order  to  be  listed,  their  shares  would  also  go  into  the  bootleg  or 
over-the-counter  market. 

Mr.  Pecora.  Mr.  Whitney,  if  section  14  were  to  be  modified  so  as 
to  exclude  from  the  operation  of  this  provision  Government  bonds, 
State  bonds,  or  bonds  issued  by  any  political  subdivision,  what  would 
you  say  then  ? 

Mr.  Whitney.  That  would  be  progress  in  the  right  direction. 

The  Chairman.  Has  the  New  York  Stock  Exchange  any  rules  or 
regulations  with  respect  to  open-market  operations  ? 

Mr.  Whitney.  I  do  not  know  just  how  to  make  myself  perfectly 
clear  to  you.  Our  rules  apply  in  the  conduct  of  our  members 
wherever  they  operate;  but  as  to  the  securities  that  they  shall 
deal  in  over  the  counter  there  is  no  rule,  sir,  if  that  is  what  3'ou  mean> 

The  Chairman.  Yes. 

Senator  Carey.  Do  you  not  read  the  bill  to  prevent  anybody  from 
selling  any  securities  that  were  not  listed  on  the  exchange  ? 

Mr.  Whitney.  As  the  definition  now  is,  I  think  it  would  be  subject 
to  some  review  in  a  court  as  to  whether  that  would  not  be  so.  Cer- 
tainly one  would  be  at  his  peril  in  selling  any  security  over  the 
counter  unless  done  under  the  provisions  set  forth  by  the  Federal 
Trade  Commission,  whatever  they  may  be.    They  are  not  cited  here. 

Senator  Goijjsborough.  I  gatlier  from  what  you  say  that  the  mar- 
ket would  be  somewhat  affected  for  municipal  bonds  and  equipment 
trust  certificates,  bank  stocks  and  insurance  stocks? 

Mr.  Whitney.  Very  materially  affected;  yes,  sir. 

Senator  Kean.  Would  it  not  be  practically  impossible  to  trade  in 
them? 

Mr.  Whitney.  I  think  it  would  be  impossible  for  any  member 
of  the  securities  exchange  to  trade  in  them,  many  of  whom  spe- 
cialize, as  part  of  their  business,  in  that  type  of  market.  It  happens 
to  be  true  of  myself.  Therefore,  I  refrain  from  making  any  partic- 
ular objection  to  it. 

Senator  Kean.  It  is  true  of  me,  too. 

Mr.  Whitney.  Section  15  comes  under  the  remarks  that  Senator 
Goldsborough  made  this  morning,  in  that  it  deals  entirely  with  trans- 
actions by  directors,  officers,  and  principal  stockholders  of  corpora- 
tions and  is  very  broad  in  its  effect. 

Section  16  requires  every  member  of  an  exchange  and  every  per- 
son transacting  business,  and  so  forth,  to  keep  accounts,  books  and: 
records  such  as  the  Federal  Trade  Commission  may  require. 

Mr.  Pecora.  Pardon  me.  Mr.  Whitney,  but  have  you  any  opinion: 
to  express  with  regard  to  the  provisions  of  section  15  ? 

Mr.  Whitney.  We  entirely  approve,  and  as  we  suggest  in  offering 
the  Federal  incorporation  law  as  a  suggestion,  we  believe  that  any- 
thing to  control  dishonest  acts  should  be  done  in  that  direction. 
But  this  is  very  broad.  It  goes  into  detail  under  which,  in  my  belief, 
it   would    be    extremely    difficult    for    a    management    to    operate.. 
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Frankly,  I  do  not  think  that  such  a  subject  should  be  incorporated 
in  a  stock  exchange  bill. 

Mr.  Pecora.  You  recognize  the  difficulty  of  any  speedy  enactment 
of  the  Federal  incorporation  law,  do  you  not?  It  has  been  ad- 
verted to  by  representatives  of  the  exchange  who  have  already 
appeared  before  us. 

Mr.  Whitney.  I  do  not  know,  sir,  whether  such  a  bill  has  ever 
been  presented  in  either  the  Senate  or  the  House  for  consideration. 

Mr.  Pecora.  No;  but  there  are  very  serious  legal  constitutional 
questions  that  are  involved  in  that. 

Mr.  Whitney.  Yes ;  I  think  there  are  very  serious  questions  prob- 
ably involved  in  the  passage  of  any  bill,  just  as  I  think  we  find  very 
difficult  questions  arising  in  the  consideration  of  rules  and  regula- 
tions to  be  adopted  by  the  exchange. 

Mr.  Pecora,  You  are  suggesting,  if  I  correctly  understand  you, 
that  the  provisions  of  section  15  should  not  be  found  in  a  measure  of 
this  character? 

Mr.  Whitney.  And  other  provisions. 

Mr.  Pecora.  They  more  logically  should  find  lodgment  in  a  Fed- 
eral incorporation  bill?     Is  that  the  point  you  are  making? 

Mr.  Whitney.  Yes. 

Mr.  Pecora.  If  there  is  a  rainstorm,  and  an  umbrella  is  not  handy, 
%  newspaper  might  sometimes  give  shelter  temporarily,  anyway? 

Mr.  Whitney.  Possibly. 

Senator  Goldsborough.  Under  section  16  to  which  you  referred  a 
moment  ago,  the  records  of  corporations  are  subject  to  inspectors, 
are  they  not,  by  the  Federal  income-tax  representatives? 

Mr.  Whitney.  Oh,  yes. 

Senator  Goldsborough.  Are  the  people  who  are  to  be  so  inspected 
required  to  pay  the  expense  of  the  inspectors? 

Mr.  Whitney.  No,  sir.  I  was  coming  to  that.  I  think  this  im- 
poses a  very,  very  severe  hardship  upon  members  of  exchanges  and 
the  exchanges  themselves.  Besides,  as  we  will  get  to  later,  there  is  a 
so-called  "fee  "  imposed  upon  exchanges,  which  is  nothing  more  nor 
less  than  an  additional  tax  on  the  purchase  and  sale  of  securities; 
and  we  now  have  in  New  York  a  Federal  tax,  a  State  tax,  and  also 
in  some  other  States  there  are  taxes  affecting  exchanges  other  than 
the  New  York  Exchange. 

Mr.  Pecora.  I  think  the  fee  you  have  mind  is  five-hundredth 
of  1  percent? 

Mr.  Whitney,  Yes,  sir;  but  in  our  case,  taking  a  fair  average,  it 
would  amount  to  $500,000  to  $1,000,000  a  year.  Perhaps  that  is  a 
small  sum  when  we  talk  of  billions,  but  it  is  pretty  large  to  us. 

Mr.  Pecora.  I  just  want  to  call  attention  to  the  fact  that  what  you 
refer  to  as  a  tax  amounts  to  one  five-hundredth  of  1  percent. 

Mr.  Whitney.  I  don't  think  that  really  changes  the  question,  does 
it?  It  is  what  that  develops  into  in  dollars  and  cents.  In  the  case 
of  the  New  York  Stock  Exchange  it  would  be  large.  Presumably 
not  in  every  case, 

Mr,  Pecora.  Because  of  the  great  volume  of  business  transacted 
there  ? 

Mr.  Whitney,  Yes;  and  it  is,  nevertheless,  in  the  last  analysis, 
presumably  another  tax  upon  the  people  who  trade  there. 
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Mr,  Pecora.  This  provision  that  Senator  Goldsborough  has  re- 
ferred to,  section  16,  is  somewhat  similar  to  the  provision  we  find  in 
the  National  Banking  Act  which  imposes  the  cost  of  examinations 
of  banks  upon  the  banks. 

Senator  Goldsborough.  It  being  based  on  the  capital  resources  of 
the  institution^ 

Mr.  Whitxey.  This  is  not  based  upon  the  capital  resources  of  any 
member  of  the  exchange,  nor  in  any  way  limited  to  the  business  to  be 
conducted  in  the  particular  office  under  inqui^-y.     It  is  terribly  broad. 

Mr.  Pecora.  It  was  freely  acknowledged  2  or  3  days  ago  here 
when  Mr.  Corcoran  was  discussing  this  section  that  a  calculation 
might  indicate  that  this  fee  of  one  five-hundredth  of  1  percent  might 
yield  a  revenue  that  would  defray  the  cost  of  these  examinations  so 
as  not  to  impose  a  burden  on  the  subject  of  the  examination. 

Mr.  Whitney.  Section  17  deals  specifically  with  the  responsibility 
of  persons  making  any  statement  in  any  report  or  document  filed 
with  the  Federal  Trade  Commission  which  is,  in  the  light  of  the  cir- 
cumstances under  which  it  is  made,  false  or  misleading.  It  can 
impose,  as  I  see  it,  a  very  tremendous  responsibility  upon  officers 
of  corporations. 

Mr.  Pecora.  Is  it  a  responsibility  that  should  not  attach  to  them 
if  they  make  false  and  misleading  statements  to  the  damage  or  detri- 
ment of  one  who  relies  upon  them? 

Mr.  Whitney.  I  think  it  is  so  worded,  sir,  that  what  might  be 
perfectly  true  at  the  time  might  prove  at  a  later  time  to  have  been 
misleading;  and  I  think  the  breadth  and  scope  of  the  provision  im- 
pose a  terrific  responsibility. 

Mr.  Pecora.  To  what  particular  language  do  you  attribute  that? 

Mr.  Whitney.  Perhaps  I  can  give  an  instance 

Mr.  Pecora.  Why  not  take  the  language  of  the  bill  itself  that  you 
think  has  that  effect? 

Mr.  Whitney.  I  have  just  read  it,  sir — "  false  or  misleading  in 
respect  of  any  matter  sufficiently  important  to  influence  the  judg- 
ment of  an  average  investor." 

I  beg  your  pardon.  I  did  not  read  that  last  part.  It  is  con- 
ceivable that  a  director  or  an  officer  of  the  corporation  might  author- 
ize an  accountant  or  certain  junior  officers  to  give  out  statements 
regarding  the  company  or  information  regarding  the  company  that 
was  considered  perfectly  proper  at  the  time.  It  might  happen  that, 
innocently  or  otherwise,  the  junior  officer  might  have  issued  some- 
thing that  was  false  or  misleading,  and  yet  the  directors  or  officers 
of  the  company  wdio  had  been  resjjonsible  for  having  such  a  report 
or  statement  issued  would  be  held  liable  under  the  very  severe  pen- 
alties in  this  provision  of  the  bill. 

Mr.  Pecora.  Aren't  you  overlooking  this  provision  in  subdivision 
(a)  of  section  17,  wdiich  provides: 

unless  the  person  sued  shall  sustain  the  burden  of  proof  that  he  acted  in  good 
faith,  and  in  the  exercise  of  reasonable  care  had  no  ground  to  believe  that  such 
statement  was  false  or  misleading. 

Mr.  Whitney.  I  recognize  that  qualification,  sir,  but  I  still  think, 
as  I  said,  that  there  is  a  very  severe  possibility  of  penalty  to  be 
imposed. 

Senator  Goldsborough.  Is  that  where  the  2-year  provision  is 
made  ? 
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Mr.  Pecora.  No,  sir;  that  is  subdivision  (e)  of  section  17. 

Senator  Goldsborough.  Under  section  8  have  you  a  2-year  term  of 
liability  based  upon  the  discovery  of  alleged  violations  of  the  act? 

Mr.  Pecora.  That  is  subdivision  (e)  of  section  17. 

Senator  Kean.  Was  it  not  agreed,  practically,  that  we  would 
change  that? 

Mr.  Pecora.  Yes;  I  think  it  is  one  that  might  very  well  be 
considered. 

Senator  Goldsborough.  An  order  might  be  given  over  the  tele- 
phone and  not  come  to  light  for  2  years. 

Mr.  Pecora.  Subdivision  (e)  of  section  17  reads  as  follows 
[reading]  : 

No  action  shall  be  maintained  to  enforce  any  liability  created  under  this 
section  unless  brought  within  2  years  after  the  discovery  of  the  violation 
upon  which  it  is  based. 

There  might  well  be  added  a  provision  that  "  in  any  event  such 
action  will  be  brought  within  6  years  of  the  alleged  violation." 
Senator  Carey.  In  line  8  on  page  32  it  says  [reading]  : 

Unless  the  person  sued  shall  sustain  the  burden  of  proof  that  he  acted  in 
good  faith. 

That  means  that  the  man  who  is  sued  has  to  prove  that  he  is 
innocent,  rather  than  the  man  that  sues  has  to  prove  that  he  is  guilty? 

Mr.  Pecora.  He  has  the  burden  of  proof  imposed  upon  him. 

Senator  Carey.  Is  that  fair? 

The  Chairman.  He  must  show  first  that  the  statements  are  false 
or  misleading.  That  establishes  your  cause  of  action.  He  can  be 
relieved  of  that  if  he  can  show  that  he  acted  in  good  faith. 

Mr.  Pecora.  And  evidence  showing  that  he  acted  in  good  faith 
is  obviously,  in  such  an  instance,  more  under  his  control  and  avail- 
able of  development  than  would  be  evidence  to  show  that  he  did  not 
act  in  good  faith  under  the  control  or  power  of  the  Government  or 
the  plaintiff.  There  are  many  counterparts  of  this  provision  in  va- 
rious branches  of  the  law,  even  in  the  criminal  law.  There  are 
criminal  statutes  whose  constitutionality  has  been  upheld,  where  the 
burden  of  proof  is  placed  by  the  statute  upon  the  defendant,  in 
apparent  violation  of  the  rule  that  the  burden  of  proof  shall  never 
shift  to  the  defendant  in  a  criminal  case. 

Senator  Carey.  Does  this  not  mean  that  anyone  can  charge  a  man 
with  having  made  a  false  statement? 

Senator  Bulkley.  He  has  got  to  prove  the  statement  and  the 
falsity  of  it. 

Senator  Carey.  The  man  that  makes  the  charge  ? 

Senator  Bulkley.  Yes. 

Mr.  Pecora.  Or  the  misleading  character  of  it. 

Senator  Carey.  I  think  the  misleading  part  is  the  most  serious 
part. 

Mr.  Pecora.  The  defendant  can  show  on  his  own  behalf  that  he 
did  not  make  such  false  or  misleading  statement  wilfully  and  that 
he  acted  in  good  faith  by  putting  out  a  statement  that  was  in  fa,ct 
false  or  misleading,  and  no  liability  would  attach. 

The  Chahiman.  There  is  the  same  provision  in  the  Securities  Act. 
The  defendant  can  put  in  a  plea  of  confession  and  avoidance. 
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Senator  Goldsborough.  You  drew  a  distinction  between  a  mis- 
leading and  a  false  statement.    I  did  not  catch  that. 

Mr.  Whitney.  I  said  that  the  word  "  misleading  "  was  one  that 
presented  grave  difficulties  to  any  officer  of  a  corporation. 

Senator  Goldsborough.  It  is  too  broad,  you  mean? 

Mr.  Whitney.  Yes,  sir;  because  in  the  future  some  one  might, 
under  this  act,  sue  and  prove,  perhaps  conclusively,  that  a  state- 
ment was  misleading  as  a  result  of  what  had  happened  since  the 
time  of  the  issuance  of  the  statement,  but  at  the  time  it  would  be 
very  difficult  on  the  part  of  the  officer  to  prove  that  he  had  not 
intended  to  make  it  misleading. 

Mr.  Pecora.  Conceivably  a  half  truth  is  a  more  subtle  form  of 
falsity  than  an  outright  lie.  It  is  also  conceivable  that  only  a  part 
of  the  truth  might  be  given  in  a  statement  which  would  make  that 
statement  perhaps  not  false  in  terms,  but  would  make  it  misleading 
to  the  person  who  it  was  hoped  would  rely  upon  it.  I  think  that  is 
what  that  language  is  aimed  at. 

Mr.  Whitney.  Perhaps  it  is,  sir;  but  I  take  it  we  are  trying  to 
deal  with  honest  men  as  well  as  with  crooks. 

Mr.  Pecora.  We  are  trying  to  deal  with  all  men;  and  those  who 
are  not  honest  we  are  trying  to  punish  in  the  hope  that  the  fear 
of  punishment  will  be  a  deterrent  to  their  dishonesty. 

Mr.  Whitney.  It  is  my  opinion,  and  merely  my  opinion,  that  the 
breadth  of  these  provisions  and  the  wording  could  make  it  a  very 
grave  position  for  a  perfectly  honest  man  inadvertently  to  have 
violated  some  of  the  provisions  of  this  act. 

Mr.  Pecora.  It  is  always  open  to  a  law-making  body,  where 
injustice  develops  in  the  operation  of  a  statute,  to  modify  the 
statute. 

Senator  Kean.  We  are  calling  here  in  the  bill,  as  it  now  stands, 
for  an  audit  every  quarter.  Suppose  that  you  get  an  audit  for  a 
quarter  and  that  shows  that  tli,e  company  has  earned  a  great  deal 
for  that  quarter.  Is  not  that  misleading  to  the  people  that  expected 
it  to  earn  the  same  amount  for  the  other  three  quarters? 

Mr.  Whitney.  I  don't  know,  sir. 

The  Chaiijman.  It  is  misleading,  as  was  said  in  the  English  case, 
where  the  whole  truth  was  not  given.  Wliat  was  stated  was  true, 
but  they  failed  to  state  that  the  dividends  paid  were  not  paid  out 
of  earnings,  but  out  of  surplus  and  reserve. 

Mr.  Whitney.  Section  18  of  the  bill  grants  special  powers  to  the 
Federal  Trade  Commission.  Some  of  them  are  in  regard  to  stock 
exchanges  and  members  of  exchanges,  and  others  refer  to  authority 
over  corporations  who  list  on  such  exchanges.  Again,  as  Senator 
Goldsborough  said,  the  latter  are  very  broad. 

Senator  Goldsborough.  You  mean,  the  power  goes  beyond  super- 
vision and  regulation? 

Mr.  Whitney.  Yes,  sir;  in  my  opinion  it  does,  far  beyond. 

Mr.  Pecora.  What  is  the  language  in  that  section  that,  in  your 
opinion,  has  that  effect? 

Mr.  Whitney.  The  specific  language  with  respect  to  corporations 
as  to  the  information  that  they  shall  file — 

the  items  or  details  to  be  shown  in  the  balance  sheet  and  earning  statement, 
and  the  methods  to  be  followed  in  the  preparation  of  accounts,  in  the  appraisal 
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or  valuation  of  assets  and  liabilities,  in  the  determination  of  depreciation  and 
depletion,  in  the  differentiation  of  recurring  and  nonrecurring  income,  in  the 
differentiation  of  investment  and  operating  income,  and  in  the  preparation, 
where  the  commission  deems  it  necessary  or  desirable,  of  consolidated  balance 
sheets  or  income  accounts  of  any  person  directly  or  indirectly  controlling  or 
controlled   by   the   issuer 

Mr.  Pecora.  Pardon  me ;  I  cannot  find  that  language  in  the  bill. 
Mr.  Whitney.  Section  18  (b).    I  am  reading  from  S.  2693. 
Mr.  Pecora.  Yes. 

the  authority  above  given  the  commission  shall  include,  among  other  things, 
authority  to  prescribe  the  form  or  forms  in  which  required  information  shall 
be  set  forth,  the  items  or  details  to  be  shown  in  the  balance  sheet  and  earning 
statement,  and  the  methods  to  be  followed  in  the  preparation  of  accounts,  in 
the  appraisal  or  valuation  of  assets  and  liabilities,  in  the  determination  of 
depreciation — 

And  so  forth.    Yes. 

Does  not  that  power  relate  principally  to  the  matter  of  prescribing 
uniform  systems  of  methods  of  accounting,  and  isn't  that  the  very 
thing  you  say  the  stock  exchange  may  be  unable  to  effectuate  ? 

Mr.  AVhitney.  It  may,  sir.  It  may.  But  I  think  it  goes  far  beyond 
that,  as  well. 

Mr.  Pecora,  I  do  not  see  where. 

Senator  Goldsborough.  Do  you  mean  that  because  it  includes  sub- 
stitution of  the  commission  for  the  governing  bodies  of  the  security 
exchanges  ? 

Mr.  Whitney.  No.  We  have  no  power  over  any  corporation,  sir, 
unless  they  freely  come  to  us  and  desire  to  list  on  our  exchange.  Then 
they  have  to  meet  our  requirements.  Here  the  commission  is  given 
power  on  all  corporations  now  listed  or  that  may  seek  to  list,  not 
only  the  power  designated,  but,  as  I  see  it,  further  power  as  the  com- 
mission may  itself  in  the  future  prescribe. 

Mr.  Pecora.  Which  all  relates  to  the  power  to  make  rules  and 
regulations  and  modify  them  from  time  to  time  with  respect  to  the 
form  of  information  and  other  data  which  under  this  section  must 
be  filed  with  the  Commission  ? 

Mr.  Whitney.  Yes,  sir.     It  all  refers  to  that. 

Mr.  Pecora.  I  take  it  that  this  section  is  the  basis  for  the  con- 
tention that  I  see  has  been  advanced  by  you  in  some  of  the  printed 
material  that  has  been  submitted  to  this  committee  and  to  the  House 
committee  also,  and  in  which  you  say,  in  eifect,  that  this  gives  to 
the  Commission  the  power  to  control  and  manage  all  business  cor- 
porations? 

Mr.  Whitney.  This  and  other  parts  of  the  bill. 

Mr.  Pecora.  Well,  I  do  not  see  how  the  power  to  manage  and 
control  and  operate  companies  whose  securities  are  listed  is  con- 
ferred upon  the  Commission  merely  by  this  provision  of  the  act 
which  gives  them  the  power  to  prescribe  the  form  in  which  informa- 
tion shall  be  given  to  the  Commission  for  the  purposes  of  enforcing 
this  act. 

Mr.  Whitney.  May  I  read  ? 

Mr.  Pecora.  And  carry  out  its  purposes  and  provisions. 

Mr.  Whitney  (reading)  : 

Sec.  18.  (a)  The  Commission  shall  have  authority  from  lime  to  time  to  make, 
amend,  and  rescind  such  rules  and  regulations  as  it  may  deem  necessary  or 
appropriate  to  carry  out  and  implement,  administer,  and  enforce  the  provi- 
sions of  tills  act,  including  rules  and  regulations  governing  the  form  and  content 
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of  registration  statements  [to  wtiich  we  are  referring]  and  reports  for  various 
classes  of  exchanges,  members,  securities,  and  issuers  [they  being  the  corpora- 
tions], and  define  the  accounting,  technical,  and  trade  terms  used  in  this  act. 

To  my  mind,  Mr.  Pecora,  that  is  so  all-embracing  and  could  be  so 
onerous  as  to  give  the  Federal  Trade  Commission  absolute  control 
of  a  corporation. 

Mr.  Pecora.  I  wish  you  would  be  specific  about  that  and  show^  how 
the  exercise  of  that  power  would  operate  in  that  fashion. 

Mr.  Whitney.  By  the  imposition  of  forms  of  accounting,  the 
frequency  of  reports  and  all  of  the  things  that  are  stated  clearly 
here  in  the  provisions  of  the  bill  upon  corporations. 

Mr.  Pecora.  You  think  that  the  power  to  impose  forms  of  account- 
ing is  equivalent  to  the  power  to  step  in  and  run  the  business  of  a 
corporation? 

Mr.  Whitney.  I  have  said  I  think  that  I  am  referring  to  section 
18  and  the  other  i^rovisions  affecting  corjDorations  in  the  act. 

Mr.  Pecora.  But  I  would  like  to  see  wdiat  the  other  provisions  are. 

Mr.  Whitney.  I  think  we  have  covered  a  great  many  of  them, 
sir, 

Mr.  Pecora.  That  you  regard  as  affording  a  basis  for  your  con- 
tention in  that  respect.  The  w^ord  has  gone  forth  in  printed  docu- 
ments that  I  understand  were  prepared  by  you  to  the  executives  of 
business  corporations  all  over  the  country  that  this  act 

Mr.  Whitney   (interposing).  Listed  corporations. 

Mr.  Pecora.  Listed  corporations — that  this  bill  if  enacted  would 
put  the  Federal  Trade  Commission  in  the  saddle  of  management  and 
operation  and  control  of  every  such  corporation. 

Mr.  Whitney.  If  they  choose. 

Mr.  Pecora.  And  I  seriously  and  emphatically  challenge  that 
statement  or  that  contention. 

(Mr.  Whitney  conferred  with  Mr.  Redmond.) 

Mr.  Whitney.  If  the  chairman  would  allow,  I  would  like  Mr. 
Redmond  to  answer  from  the  more  technical  point  of  view. 

The  Chairman,  Yes;  he  may  do  so  if  necessary. 

Mr.  Redmond.  I  ask  the  permission  only  because  Mr.  Whitney's 
statement  is  based  on  my  interpretation  of  the  act. 

If  you  will  turn  to  section  18  (a),  it  gives  the  Commission  not 
only  power  to  regulate  the  form  of  the  information,  Mr.  Pecora, 
but  also  the  content  thereof. 

Mr.  Pecora.  Yes. 

Mr.  Redmond.  And  having  the  power  both  to  regulate  the  form 
and  the  content  of  registration  statements,  the  Federal  Trade  Com- 
mission could  require  as  a  condition  of  registration  the  including 
of  anything  it  wanted  in  those  statements.  The  right  to  include 
anything,  to  force  a  corporation  to  include  anything,  in  effect  is  a 
club  over  management  which  would  allow  it  to  control  management. 
And  that  is  the  basis  of  my  opinion. 

Mr.  Pecora.  Well,  I  think  that  is  the  most 

The  Chairman  (interposing).  Specifying  the  content  of  a  state- 
ment does  not  seem  to  me  to  control  the  management, 

Mr,  Pecora.  I  think  that  is  the  most  fantastic  kind  of  ghost  to 
conjure. 

Senator  Btilkley.  I  would  like  to  clear  this  up. 

Mr.  Redmond.  Yes. 
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Senator  Bulkley.  Do  you  contend  that  the  control  over  the  cor- 
poration is  by  any  direct  words  in  the  act,  or  is  it  by  the  Commis- 
sion having  the  power  to  make  itself  such  a  burden  and  a  nuisance 
that  it  can  indirectl}^  control  where  it  does  not  directly  have  the  right 
to  do  it? 

Mr.  Redmond.  Exactly,  Senator. 

Senator  Bulkley.  It  is  the  latter? 

Mr.  Redmond.  It  is  the  latter. 

Senator  Bulkley.  You  do  not  base  it  on  the  former  at  all  ? 

Mr.  Redmond.  Not  on  the  former. 

Senator  Bulkley.  Is  that  your  view,  Mr.  Whitney  ? 

Mr.  Whitney.  Yes.  sir.    I  tried  to  express  it  before. 

Mr.  Redmond.  It  even  goes  to  the  extent  that  the  Commission 
could  demand  a  corporation  to  make  daily  reports,  on  condition  that 
if  those  reports  are  inaccurate  in  the  least  degree  the  directors  and 
officers  who  would  be  required  to  file  them  would  be  liable  both 
criminally  and  civilly.  Now,  you  could  imagine  that  if  you  face  the 
board  of  directors  with  the  alternative  of  certain  action  or  having 
to  file  daily  reports,  the  only  action  that  that  board  could  take  would 
be  to  comply  with  the  wish  of  the  Commission.  In  effect  it  is  a 
weapon  that  would  allow  the  control  of  corporations. 

Mr.  Pecora.  Mr.  Redmond's  statement  in  effect  is  saying  that  be- 
cause a  person  is  appointed  to  the  Federal  Trade  Commission,  in  the 
event  of  the  enactment  of  this  bill,  he  would  automatically  be  de- 
prived of  all  sense  of  reasonableness  and  of  mentality  and  that  he 
would  seek  to  discharge  duties  in  the  most  vicious  fashion  possible. 

Mr.  Redmond.  No,  Mr.  Pecora. 

Mr.  Pecora.  And  with  a  view  designed  not  to  carry  out  the  well- 
recognized  purposes  and  provisions  of  this  act,  but  simply  to  impede 
and  hamper  business  corporations  in  the  conduct  of  their  business. 

Mr.  Redmond.  No,  Mr.  Pecora.     My  opinion  is 

Mr.  Pecora  (interposing).  You  can  make  that  argument  with  re- 
gard to  any  public  officer  who  is  given  any  discretionary  power  at 
all,  as  an  argument  why  there  should  be  no  such  public  office. 

Mr.  Redmond.  No.  My  opinion,  Mr.  Pecora,  is  simply  limited  to 
this,  that  this  bill  gives  that  power.  Whether  that  power  in  fact 
would  be  abused  is  an  entirely  different  question, 

Mr.  Pecora.  There  are  many  laws  which  give  the  executive  head 
of  the  Government  a  power  that  is  capable  of  abuse,  as  for  instance 
the  power  to  pardon.  He  could  make  a  general  jail  delivery  of 
every  Federal  jail  in  the  country  under  that  power.  Would  you 
think  that  because  it  is  possible  under  the  executive  power  of  par- 
doning that  the  President  should  be  dej^rived  of  all  such  power  ? 

Mr.  Redmond.  No.     That  is  an  act  of  clemency,  Mr.  Pecora. 

Mr,  Pecora.  Oh — it  is  a  legal  provision.  It  is  an  act  that  is  vested 
in  the  Executive  by  the  statutory  authority,  and  it  is  capable  of 
abuse. 

Senator  Kean.  Hasn't  it  been  abused,  Mr.  Pecora? 

Mr.  Pecora.  As  I  recall  it,  a  Mr.  Morse  once  was  pardoned. 

Senator  Kean.  Don't  you  recall  that  in  cases  in  South  Carolina  a 
Governor  let  out  everybody  in  jail  ? 

Mr.  Pecora.  No;  I  do  not. 

Senator  Kean.  Don't  you  recall  that  in  California  a  Governor 
pardoned  everybody  almost? 
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Mr.  Pecora.  I  don't  recall  that ;  no,  sir. 

The  Chairman.  We  are  getting  outside  of  the  subject  matter,  now. 

Senator  Gore.  Mr.  Redmond,  in  that  connection,  this  may  be  more 
or  less  academic,  but  if  you  had  a  man  that  is  chairman  of  the  Fed- 
eral Trade  Commission  or  a  member  of  the  Federal  Trade  Commis- 
sion, or  members  who  are  really  opposed  to  the  existing  system, 
sometimes  called  the  "  capitalistic  "  system,  who  wanted  to  bring 
about  a  situation  where  you  could  not  sell  securities  in  this  country, 
where  you  could  not  finance  new  enterprise,  where  you  could  not  re- 
finance an  old  enterprise,  wanted  to  bring  about  a  situation  where 
all  industry  would  be  driven  to  the  Government  as  the  only  lender 
of  money,  so  as  to  bring  industry  into  the  lap  of  the  Government, 
subject  to  Government  control — do  you  think  that  this  legislation 
would  lend  itself  to  that  sort  of  an  operation  ? 

Mr.  Redmond.  Senator  Gore,  I  think  the  power  exists,  and  it  is 
only  on  the  basis  that  the  bill  vests  such  a  power  that  I  gave  my 
opinion  to  Mr.  Whitney  and  the  exchange. 

Senator  Gore.  I  might  say  that  I  have  heard  such  fantastic  fears 
expressed  as  that  something  of  that  sort  might  be  latent  in  somebody's 
breast. 

The  Chairman.  Let  us  go  on. 

Mr.  Whitney.  That  is  section  18.  It  also  gives  infinite  power 
with  regard  to  exchanges  and  their  members,  as  I  stated. 

Section  19  imposes  liability  upon  persons  controlling  any  other 
person  liable  under  the  provisions  of  the  bill. 

That  was  gone  into  at  some  length  by  Mr.  Corcoran. 

Section  20  authorizes  the  Federal  Trade  Commission  to  investi- 
gate for  the  purpose  of  determining  whether  a  person  has  violated 
or  is  about  to  violate  any  provision  of  the  bill. 

Sections  21  and  22  refer  to  hearings  before  the  Commission.  They 
shall  be  public. 

Section  23  refers  to  the  review  in  the  courts,  this  section  having 
been  covered  at  some  length  by  Mr.  Corcoran. 

Senator  Goldsborough.  Let  me  ask  you  about  23,  about  brokers 
and  dealers.  Does  section  23  (a)  modify  the  sentence  or  finding  of 
the  Commission  as  to  the  facts  ''  if  supported  by  evidence  shall  be 
conclusive  "? 

Mr.  Whitney.  I  do  not  think  it  does  modify. 

Mr.  Pecora.  You  do  not  think  it  modifies  ? 

Mr.  Whitney.  It  says,  "  the  findings  of  the  Commission  as  to 
the  facts,  if  supported  by  the  evidence,  shall  be  conclusive."  To  my 
mind  the  review  allowed  is  not  what  I  would  think  was  a  thorough 
review.  I  am  speaking  as  an  individual,  sir,  and  not  as  a  lawyer.  I 
don't  know. 

Mr.  Pecora.  Frankly,  you  do  not  know  really  what  is  within  the 
purview  of  this  kind  of  a  provision  ? 

Mr.  Whitney.  Yes;  but  I  am  a  business  man,  and  it  would 
frighten  me  dreadfully  if  I  had  no  chance  except  as  against  the  facts 
presented  by  the  Federal  Trade  Commission. 

Mr.  Pecora.  Well,  don't  you  realize  that  on  those  hearings  before 
the  Federal  Trade  Commission  you  would  have  a  right  to  present 
evidence,  too? 

Mr.  Whitney.  I  would  have  the  right  to  present  evidence ;  yes. 
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Mr,  Pecoka.  And  the  determination  would  be  based  upon  all  the 
evidence  ? 

Mr.  Whitney.  As  I  understand  it,  however,  if  the  finding  of  the 
Commission  as  to  the  facts,  if  supported  by  fair  evidence,  they  shall 
be  conclusive. 

Mr.  Pecora,  Supported  by  the  evidence  before  them,  not  the  evi- 
dence which  the  Commission  procures,  but  all  of  the  evidence  in  the 
hearing.  This  says  "  if  supported  by  evidence  ",  and  the  evidence 
might  be  found  in  the  testimony  introduced  in  behalf  of  not  the 
Commission  but  the  persons  brought  in  for  hearing  before  them. 

Senator  Bulklet.  Is  it  "  evidence  "  or  "  the  evidence  "  ? 

Mr.  Pecora.  "  If  supported  by  evidence." 

Senator  Goldsborough.  It  means  the  weight  of  evidence,  doesn't  it? 

Mr.  Pecora.  I  think  it  would  be  so  construed  by  any  court. 

Senator  Kean.  Would  it  be  so  construed  as  the  weight  of  evidence? 

Mr.  Pecora.  I  think  so ;  yes. 

Senator  Kean.  You  think  it  would  be  the  weight  of  evidence  ? 

Mr.  Pecora.  Yes. 

Senator  Bulklet.  I  think  it  should  be  made  clear  it  means  that. 

Mr.  Whitney.  I  agree,  Senator  Bulkley.  It  does  not  read  that 
way  to  me.  The  inference  is  here  that  it  was  the  evidence  produced 
by  the  Commission  and  not  the  weight  of  evidence  given  before  them. 

Senator  Buekley.  "Wliat  I  would  be  afraid  of  is  that  it  might  mean 
"if  supported  by  any  reasonable  evidence  at  all." 

The  Chairman.  That  is  what  it  means,  I  think,  "  if  supported  by 
any  reasonable  evidence."  That  is  the  Interstate  Commerce  phrase- 
ology.    However,  w^e  will  reconsider  that. 

Mr.  Whitney.  Section  24  deals  with  the  criminal  penalties  which 
may  be  imposed  for  any  violation  of  any  provision  of  the  bill.  That 
has  been  gone  over  in  some  detail  by  Mr.  Corcoran. 

Section  25  has  to  do  with  the  jurisdiction  of  offenses  and  suits  and 
vests  them  in  the  district  courts  of  the  United  States. 

Section  26  deals  with  the  effect  of  the  bill  on  existing  law  of 
various  States. 

Section  27  deals  with  the  validity  of  contracts  and  affects,  as  I  see 
it,  all  types  of  contracts. 

Senator  Gore.  It  what? 

Mr.  Whitney.  Deals  with  contracts,  the  validity  of  contracts. 

Senator  Gore.  What  is  that? 

Mr.  Whitney.  Shall  I  read  ? 

Senator  Gore.  No.     [Laughter.] 

Mr.  AVhitney.  I  think.  Senator  Gore,  that  the  wording  of  the  bill 
makes  contracts  even  more  nebulous  than  ever. 

Senator  Gore.  I  know  there  is  somethin,g  in  the  Bible  somewhere 
that  says  "  Where  there  is  no  law  there  is  no  sin."  I  don't  want  to 
hear  it. 

Mr.  Whitney.  Section  28  of  the  bill  refers  to  the  control  of  trans- 
actions on  foreign  exchanges. 

Senator  Carey.  Let  us  go  back  to  27  (b).  Mr.  Pecora,  do  you 
think  this  bill  should  contain  a  provision  which  will  invalidate  a 
contract  that  is  already  made  ?  As  I  read  this  section  (b) ,  a  contract 
which  is  made  before  this  act  goes  into  effect  becomes  ineffective. 

Mr.  Pecora.  "Whether  the  contract  was  made  before  or  after 
such  effective  date." 
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Senator  Carey.  A  man  might  have  a  contract  to  sell  stock 


Mr.  Pecora  (interposing).  If  the  cause  of  action  were  to  arise 
after  the  effective  date  of  this  statute. 

Senator  Carey.  But  would  that  not  mean  that  if  a  contract  was 
made  previous  to  the  passage  of  this  law  that  suit  could  be  brought 
either  on  the  contract  or  the  contract  would  not  be  a  valid  contract  ? 

Mr.  Pecora.  If  the  cause  of  action  arose  after  the  effective  date 
of  the  enactment,  yes ;  I  think  it  probably  would. 

Senator  Carey.  Assume  that  the  contract  was  in  effect.  Would 
that  invalidate  the  contract  ? 

Mr.  Pecora.  I  think  where  the  contract  itself  was  made  before  this 
enactment  but  the  cause  of  action  arose  afterward,  the  course  of 
action  perhaps  would  be  created  by  this  enactment. 

Senator  Carey.  By  this  law  ? 

Mr.  Pecora.  Yes. 

Senator  Carey.  And  would  affect  an  existing  contract? 

Mr.  Pecora.  It  would  under  those  circumstances. 

Senator  Carey.  Is  that  a  fair  provision? 

Mr.  Pecora.  I  think  under  certain  circumstances  it  would  be  up- 
held.    This  was  taken  from  the  securities  act. 

Senator  Carey.  But  that  would  not  really  make  it  stand ;  because 
it  was  in  that  act  it  would  have  to  be  in  this  act. 

Mr.  Pecora.  But  suppose  an  exchange  now,  suppose  the  New  York 
Stock  Exchange  now  were  to  make  certain  contracts  between  itself 
and  its  members,  the  effect  of  which  would  be  to  make  certain  acts 
of  theirs  prohibited  by  this  bill  valid.  Would  such  a  contract  be 
enforceable  as  a  means  for  evading  the  provisions  of  this  act  ? 

Senator  Carey.  No;  it  should  not  be  permitted,  but  I  think  there 
might  be  other  contracts  which  would  not  be  intended  as  evasions 
in  any  way. 

Mr.  Pecora.  I  think  the  reasonable  intendment  of  the  enactment 
is  always  something  considered  by  the  courts  in  construing  its  terms. 

Senator  Carey.  It  seems  to  me  this  language  could  be  modified 
or  clarified  or  something.     That  was  all. 

Mr.  Pecora.  Suppose,  for  instance,  tlie  exchange  today,  before 
the  enactment  of  this  bill,  were  to  make  certain  rules  and  regula- 
tions or  impose  certain  conditions  upon  corporations  desiring  to  list 
its  securities  or  stock  with  the  exchange,  and  those  requirements 
were  not  in  accordance  with  the  provisions  of  this  act.  It  simply 
means  that  the  mere  fact  that  such  an  agreement  or  contract  was 
made  between  the  exchange  and  the  corporation  would  not  save 
that  corporation  from  the  provisions  of  this  act  with  regard  to  such 
listings  if  they  are  inconsistent  with  the  provisions  of  the  act. 

Senator  Carey.  Well,  presuming  a  contract  was  made  between 
individuals  a  year  or  two  ago  or  before  this  securities  act  was 
enacted,  it  would  be  possible  that  they  could  be  prosecuted  under 
this  act;  either  that  or  the  contract  would  be  invalidated. 

Mr.  Pecora.  I  cannot  conceive  of  such  a  contract,  Senator.  Have 
you  anything  particularly  in  mind? 

Senator  Carey.  I  haven't  anything  particularly  in  mind,  but  this 
language  reads  to  me  like  it  could  mean  that. 

Mr.  JPecora.  Well,  I  do  not  think  the  courts  would  go  astray 
on  that. 
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Senator  Carey.  This  is  certainly  going  to  be  a  good  bill  for 
lawyers,  with  all  these  things. 

Mr.  Pecora.  Every  bill  is. 

Senator  Carey.  This  bill,  particularly. 

Mr.  Whitney.  Section  28  attempts  to  control  transactions  on 
foreign  exchanges,  as  I  stated. 

Section  29  is  that  section  which  refers  to  so-called  "  license  fee  ", 
which  I  frankly  claim  is  a  tax  and  regarding  which  we  have  spoken. 

Section  30  authorizes  the  Federal  Trade  Commission  to  employ 
and  fix  the  compensation  of  employees,  and  further  exempts  all  such 
employees  from  the  provisions  of  the  Civil  Service  Act. 

Senator  Goldsborough.  Do  you  object  to  that  because  it  is  with 
no  regard  to  cost  ?    Is  that  what  you  mean  ? 

Mr.  Whitney.  That  would  be  a  serious  objection,  as  applied  under 
section  16,  whereby  any  number  of  such  employees  could  be  put  into 
our  offices  and  for  any  length  of  time  paid  whatever  the  Federal 
Trade  Commission  elected,  and  we  would  have  to  pay  the  bills,  which 
is  a  pretty  serious  contemplation.  It  has  serious  possibilities,  at 
least. 

Senator  Goldsborough.  Then  the  objection  lies  to  the  excessive 
cost  of  administration,  is  that  it? 

Mr.  Whitney.  Yes. 

Mr.  Pecora.  Insofar  as  that  portion  of  the  cost  that  might  repre- 
sent the  cost  of  making  examinations  would  fall  upon  the  subject  of 
the  examination. 

•Senator  Goldsborough.  Yes. 

Mr.  Pecora.  That  is  your  principal  concern,  isn't  it? 

Mr.  Whitney.  And  the  possibility  of  extreme — I  hate  to  use  the 
word  "  nuisance  " — to  the  officers  and  members  if  the  particular  per- 
sons so  engaged  were  not  competent  in  their  work  and  did  not  fulfill 
what  they  were  hired  to  do,  and  I  think  you  know,  Mr.  Pecora,  that 
the  stock  exchange  member's  business  is  a  very  technical  one  from 
the  accounting  point  of  view. 

Mr.  Pecora.  I  have  in  mind  also,  Mr.  Whitney,  that  perhaps  many 
bank  executives  in  the  past  have  found  bank  examiners  to  be  nuis- 
ances, regardless  of  their  competency. 

Mr.  Whitney.  Possibly. 

Mr.  Pecora.  That  is  no  reason  for  abolishing  examinations? 

Mr.  Whitney.  No.  No.  Not  at  all.  I  just  spoke  the  point.  That 
was  all. 

Senator  Kean.  It  is  also  true,  Mr.  Whitney,  isn't  it,  that  a  lot  of 
these  people  come  into  the  offices  and  expect  your  clerks  to  do  all  the 
work  for  them? 

Mr.  Whitney.  I  have  known  that  to  happen,  Senator. 

Sections  31  and  32  of  the  bill  provide  for  the  separability  of  its 
provisions  in  the  event  that  any  of  them  are  invalid,  and  make  Octo- 
ber 1, 1934,  the  effective  date  of  the  bill. 

That,  gentlemen,  covers  the  review  of  the  bill  insofar  as  I  am 
concerned.  There  are  a  few  words  that  I  would  like  to  say  in  this 
connection,  but  if  there  are  any  questions  I  would  be  very  glad  to 
answer  them. 

Senator  I^jean.  Mr.  Whitney,  before  you  begin  on  that,  don't  you 
think  that  employees  and  officers  that  are  managing  this  bill  should 
be  prohibited  from  owning  any  stocks,  bonds,  or  other  securities? 
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Mr.  Whitxey.  They  certainly  should  be  so  controlled  that  they 
could  not  make  use  of  any  information  that  they  obtained  because 
of  their  official  position. 

Mr.  Pecora.  I  do  not  think  that  is  open  to  debate,  even. 

Senator  Kean.  That  is  suggested. 

Mr.  Pecora.  My  own  modest  opinion  is  that  that  is  not  even  open 
to  debate. 

Senator  Gore.  That  is  theoretically  true,  but  whether  it  is  prac- 
tically possible  or  not  I  do  not  know. 

Senator  Kean.  I  am  just  throwing  it  out  as  a  thought. 

The  Chairman.  Are  there  any  other  questions  you  want  to  ask 
Mr.  Whitney? 

Senator  Kean.  I  have  a  lot  of  questions  I  want  to  ask  him. 

The  Chairman.  Proceed  with  them,  and  let  us  get  along. 

Senator  Kean.  All  right.    Mr.  Whitney,  if  you  will  turn  to  page  5. 

Mr.  Whitney.  Yes,  sir. 

Mr.  Pecora.  Of  the  printed  bill,  Senator  ? 

Senator  Kean.  Tlie  printed  bill.  The  term  "  dealer  " — do  you 
think  that  that  definition  of  a  dealer  is  clear  ? 

Mr.  Whitney.  I  think  it  could  be  amplified,  if  I  understand  your 
question  properly. 

Senator  Kean.  My  question  is  this :  As  I  read  this,  why,  a  person 
who  is  retired  from  business  and  came  into  your  office  and  bought 
a  hundred  shares  of  stock  one  day,  sold  a  hundred  shares  of  stock 
the  next  day,  under  this  provision  would  be  termed  a  dealer. 

Mr.  Whitney.  Yes,  sir. 

Mr.  Pecora.  I  am  rather  inclined  to  think  that  is  a  ver}'  exagger- 
ated interpretation  of  the  section. 

The  Chairman.  You  mean  he  is  engaged  in  the  business  ? 

Senator  Kean.  Yes ;  that  is  his  only  business.  He  is  doing  it  for 
himself  and  for  his  own  account. 

The  Chairman.  That  is  not  a  regular  business. 

Senator  Kean.  I  am  referring  to  page  25,  line  13. 

Mr.  Pecora.  Furthermore,  Senator,  you  probably  recall  that  Mr. 
Corcoran  made  a  suggestion  on  that. 

Senator  Kean.  Yes,  he  did.    He  agreed  with  me. 

Mr.  Pecora.  Yes;  he  indicated  that  section  5  would  require  some 
clarification. 

Senator  Kean.  I  just  wanted  to  get  it  from  Mr.  Whitney. 

Now,  Mr.  Whitney,  on  the  subject  of  selling  short :  What  page  is 
that? 

Mr.  Whitney.  Page  20,  line  12. 

Senator  Kean.  On  that,  do  you  think  that  is  a  good  provision? 
In  the  first  place,  we  will  go  over  on  page  20,  to  subdivision  (e), 
above  there.  I  have  exactly  the  same  objection  to  that  penalty  as  I 
had  to  the  other  penalty.  Have  you  any  objection  to  changing  that, 
Mr.  Pecora? 

Mr.  Pecora.  1  think  the  same  reasoning  should  apply  to  this  pro- 
vision as  should  be  applied  to  the  other  one.  Senator. 

Mr.  Whitney.  That  i3  section  17  (e)  on  page  33? 

Senator  Kean.  Well,  that  is  the  other  one. 

Senator  Goldsborough.  This  is  (e)  on  page  20. 

Senator  Kean.  Page  20. 

Mr.  Whitney.  Of  section  8;  yes,  sir. 
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Senator  Kean.  Lines  3,  4,  5,  and  6.  It  seems  to  me  that  that 
just  gives  a  chance  for  blackmail. 

Now,  then,  the  effect  of  short  selling:  What  do  you  think  that 
this  bill  will  do  to  that  ?  Do  you  think  that  this  is  all  right  in  regard 
to  that  ? 

Mr.  Whitney.  The  act  as  written  prohibits  short  selling  entirely, 
"  except  in  accordance  with  ,snch  rules  and  regulations  as  the  com- 
mission may  prescribe  as  appropriate  or  necessary  in  the  public 
interest  or  for  the  protection  of  investors."  It  absolutely,  as  it  now 
reads,  prohibits  short  selling.  In  my  opinion,  short  selling  is  a 
necessary  economic  function,  and  I  have  .stated  it  so  much  that  I 
hate  to  bore  you  again  with  it. 

Senator  Keax.  In  other  words,  I  have  gone  into  a  dry-goods 
store  and  they  have  had  some  carpet  in  the  store,  and  I  said  that 
was  not  satisfactory,  it  was  not  long  enough,  or  something  of  that 
kind,  and  they  have  said,  "  Next  week  we  will  sell  you  a  piece  of 
carpet  of  that  length."    Now,  they  sold  that  carpet  to  me  short. 

Mr.  Whitney.  Yes,  sir. 

Mr.  Pecora.  You  mean  because  it  wa,s  not  long  enough? 
[Laughter.] 

Senator  Kean.  This  would  prevent  any  transaction.  For  instance, 
a  man  might  know  where  he  could  buy  and  he  knew  a  man  was 
anxious  to  sell  a  hundred  shares  of  stock,  and  he  knew  he  could  get 
that  stock  at  a  price.  This  would  prevent  him  satisfying  a  customer 
with  that  stock,  because  he  would  have  to  sell  it  short — that  is  right? 

Mr.  Whitney.  That  is  right.  It  involves  a  great  many  considera- 
tions, all  of  which  I  believe  I  have  covered  here  before  you  in  the  past 
2  years,  with  regard  to  the  sale  of  stock  short  other  than  when  a  man 
just  plain  deliberately  sells  it  short  for  no  other  purpose.  It  prevents 
the  sale  of  stock  from  a  distant  point  in  order  to  take  advantage  of 
the  market. 

It  entirely  prohibits  the  odd-lot  business  as  indulged  in  by  the 
large  dealers  on  the  exchange,  and  it  entirely  eliminates  the  selling 
short  by  any  members  of  the  exchange,  more  particularly  perhaps  the 
specialists,  as  we  referred  to  them  this  morning. 

Senator  Kean.  In  addition  to  that,  Mr.  Whitney,  I  am  accustomed 
to  getting  a  great  many  cables  from  abroad  asking  me  to  sell  500 
ohares,  a  few  shares,  something  or  other.  That  stock  is  mailed  to  me 
as  soon  as  I  report  the  sale.  But  I  could  sell  seller  30.  That  would 
mean  if  I  sold  seller  30  that  I  had  to  sacrijEice,  say,  1  or  2  percent  in 
the  price,  and  the  only  way  I  can  do  it  to  satisfy  my  customer  is  to 
sell  that  stock  short,  borrow  the  stock  till  the  steamer  arrived  with  the 
stock  on  board  it. 

Mr.  Whitney.  Yes,  sir. 

Mr.  Pecora.  There  have  been  members  of  the  exchange  who  within 
recent  days  declined  to  characterize  such  a  sale  as  a  short  sale.  They 
say  it  may  be  a  short  sale  technically,  but  where  the  customer  actu- 
ally, at  the  time  of  the  making  of  the  sale,  owns  the  security  it  is  not 
the  kind  of  short  sale  that  has  come  to  be  more  or  less  condemned. 

Senator  Kean.  That  is  the  only  kind  of  short  sale  that  I  ever 
indulge  in. 

Mr.  Pecora.  That  is  a  sort  of  short  selling  against  the  box.  selling 
against  the  box,  which  is  different. 
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Senator  Kean.  There  is  a  difference  between  my  customer  and 
yours,  of  course. 

Mr.  Pecora.  But  this  provision  would  not  cover  a  sale  against  the 
box,  which  technically  is  a  short  sale. 

Senator  Kean.  Yes. 

Mr.  Pecora.  So  you  see  that  is  not  the  kind. 

Mr.  Whitney.  But  it  is  prohibited  by  this  section. 

Mr.  Pecora.  Oh,  no ;  it  is  not.  It  is  not.  It  prohibits  the  making 
of  a  sale  not  owned  at  the  time  of  the  sale,  seeking  to  effect  the  sale. 
But  it  does  not  even  do  that.  When  you  say  that  this  section  pro- 
hibits short  selling,  you  are  absolutely  ignoring  what  amounts  to  one 
half  of  this  section,  the  portion  which  says : 

Except  in  accordance  \vith  such  rules  and  regulations  as  the  Commission 
may  prescribe  as  appropriate  or  necessary  in  the  public  interest  or  for  the 
protection  of  investors. 

Mr.  Whitney.  Let  us  be  fair,  Mr.  Pecora.  I  read  that  myself, 
with  the  qualification.    So  I  do  not  see  how  I  could  have  ignored  it. 

Mr.  Pecora.  You  say  that  this  absolutely  prohibits  short  selling. 

Mr.  Whitney.  As  written,  I  said  it  does. 

Mr.  Pecora.  I  do  not  agree  to  that,  because  to  say  that  it  prohibits 
short  selling  as  written  is  to  ignore  the  presence  of  those  words  in 
this  section.  It  may  very  well  be  that  the  Federal  Trade  Commis- 
sion, if  this  bill  is  enacted,  will  go  as  far  as  you  go  in  your  justifica- 
tion of  short  selling  under  certain  conditions.  They  might  even  go 
further  than  you.  You  or  I  or  anyone  else  is  in  no  position  today  to 
say  what  rules  and  regulations  the  Federal  Trade  Commission  may 
make  with  regard  to  this,  but  this  section  does  not  forbid  short 
selling. 

Mr.  Whitney.  They  can  prescribe  rules  that  will  allow  it. 

Mr.  Pecora.  Yes.  i 

Mr.  Whitney.  And  then  they  can  immediately  take  the  rules  off 
again. 

Mr.  Pecora.  Yes ;  just  as  the  governors  of  the  stock  exchange  may 
do  the  same  thing. 

Senator  Kean.  Mr.  Whitney,  what  rules  have  you  in  regard  to 
short  selling  at  the  present  time?  You  have  rules  regulating  short 
selling,  have  you  not? 

Mr.  Whitney.  Yes. 

Senator  Kean.  At  the  present  time,  if  you  are  suspicious  about 
short  selling,  can  you  not  call  for,  from  the  members  of  the  ex- 
change, a  written  report  as  to  what  they  have  sold  and  for  whose 
account  they  have  sold  it? 

Mr.  Whitney.  And  we  do  it  often.  Periodically  such  reports  are 
filed  now  and  have  been  over  a  term  of  years. 

Senator  Kean.  Did  you,  on  or  about  the  9th  of  February,  ask  who 
had  sold  short  United  Aircraft  Corporation,  Aviation  Corporation 
of  America,  North  American  Aviation,  National  Aviation,  Douglass 
Aircraft,  and  Wright  Aeronautic  ? 

Mr.  Whitney.  Yes,  sir. 

Senator  Kean.  Have  you  those  reports  ? 

Mr.  Whitney.  With  me  here? 

Senator  Kean.  Yes. 

Mr.  Whitney.  No,  Senator  Kean;  I  have  not.  I  have  some  of 
them  in  Washington.' 
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Senator  Kean.  Will  you  produce  those  reports  for  the  benefit  of 
the  committee  ? 

Mr.  Whitney,  If  it  is  your  desire. 

Senator  Kean.  I  so  desire. 

Mr.  Whitney  (after  conferring  with  an  associate).  If  I  may  add, 
Senator  Kean,  those  contain,  as  you  know,  personal  information,  and 
I  think,  in  order  to  protect  the  exchange,  in  justice,  they  should  be 
produced  under  subpena,  because  otherwise  we  are  divulging  private 
information. 

Senator  Kean.  Mr.  Chairman,  I  ask  that  they  be  subpenaed. 

Senator  Gore.  Was  that  on  the  eve  of  the  revocation  of  the  mail 
contracts  ? 

Mr.  Whitney.  Yes. 

Senator  Kean.  He  has  them  here,  and  I  ask  that  they  be  sub- 
penaed. 

Mr.  Pecora,  I  have  not  any  objection  to  it  at  all.  I  cannot  even 
suggest  any  objection. 

The  Chairman.  Without  objection,  a  subpena  will  be  issued. 

Senator  Kean.  I  am  perfectly  willing,  Mr.  Chairman,  that  they 
be  produced  in  executive  session. 

Mr.  Pecora.  I  do  not  even  see  any  occasion  for  producing  them 
in  executive  session. 

Senator  Kean.  I  do  not  care. 

The  Chairman.  We  will  issue  a  subpena  that  they  be  produced 
before  the  committee. 

Mr.  Pecora.  If  you  will  give  us  a  statement,  I  will  have  a  subpena 
prepared  and  served  on  Mr.  Whitney  before  the  end  of  the  day. 
If  Mr.  Whitney  will  tell  me  how  soon  he  can  respond  to  the  subpena 
and  produce  the  data  the  subpena  will  call  for,  I  will  make  the 
return  day  of  the  subpena  accordingly. 

Mr.  Whitney.  I  think  I  have  a  compilation  of  those  answers  to 
the  questionnaire  here  with  me  in  Washington.  Please  understand 
I  may  be  in  error  on  that,  and  I  do  not  want  you  to  understand  that 
the  actual  questionnaire  answers  are  here.  They  are  lodged  with 
the  business  conduct  committtee  at  New  York.  I  have  merely  the 
compilation,  which  I  think  shows  all  the  facts. 

Mr.  Pecora.  Shows  all  the  facts  Senator  Kean  has  adverted  to? 

Mr.  Whitney.  I  think  so. 

Mr.  Pecora.  And  that  could  be  produced  tomorrow  ? 

Mr.  Whitney.  Tonight. 

The  Chairman.  We  Avill  make  the  subpena  returnable  tomorrow 
morning. 

Mr.  Pecora.  Senator  Kean,  what  period  of  time  do  you  want 
covered  ? 

Senator  Kean.  Just  before  that  date. 

Mr.  Pecora.  Hoav  long  before? 

Senator  Kean.  Three  or  four  days. 

Mr.  Pecora.  What  period  of  time  is  covered  by  your  questionnaire, 
Mr.  Whitney? 

Mr.  Whitney.  I  think  the  short  sales  from  January  26  to  Feb- 
ruary 9.  May  I  request  this.  Senator  Kean,  that  the  originals  be 
asked  for?  Our  compilation  might  be  in  error  in  some  way,  and 
we  will  have  those  here  in  Washington  tomorrow. 

Mr.  Pecora.  All  riijht. 
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Mr.  Whitney.  Will  you  make  it  returnable  Monday,  so  that  we 
can  be  sure  we  will  get  the  things? 

Mr.  Redmond.  We  do  not  know  what  condition  the  records  are  in 
in  New  York.     We  would  rather  put  it  off  until  a  later  date. 

Mr.  Pecora.  Is  that  agreeable  to  you.  to  make  it  returnable  Mon- 
day, Senator  Kean? 

Senator  Kean.  Yes. 

Mr.  Pecora.  Personally,  I  think  the  mere  request  made  at  this 
public  hearing  of  you,  Mr.  Whitney,  by  the  chairman,  at  the  sug- 
gestion of  Senator  Kean,  would  relieve  the  exchange  of  any  reproach 
for  having  produced  those,  which  release  it  would  get  by  the 
service  of  a  subpena.  I  think  you  could  comply  with  the  oral  request 
of  this  committee,  but  if  you  insist  upon  a  subpena  I  will  have  one 
prepared. 

Mr.  Whitney.  I  must  be  guided  by  counsel,  and  if  it  is  not  objec- 
tionable to  the  committee,  I  request  a  subpena. 

Mr.  Pecora.  You  prefer  a  subpena? 

Mr.  Whitney.  Yes,  sir. 

Mr.  Redmond.  It  is  a  mere  matter  of  form,  Mr.  Pecora,  but  it 
will  be  easier  in  our  files  if  we  have  a  subpena. 

Mr.  Pecora.  The  record  here  is  just  as  good  as  an}'  written  record 
of  that  subpena. 

Mr.  Redmond.  But  this  record  will  ultimately  be  put  away  in 
libraries. 

Mr.  Pecora.  It  is  a  part  of  the  public  record? 

Mr.  Redmond.  Yes. 

Mr.  Pecora.  Have  you  a  copy  of  the  questionnaire? 

Mr.  Whitney.  I  do  not  think  I  have  it  liere. 

Mr.  Redmond.  We  can  furnish  you  that  by  tomorrow  morning. 

Mr.  Pecora.  From  January  26  to  February  9,  both  dates  inclu- 
sive ? 

Mr.  Whitney.  Both  trading  dates  inclusive,  I  believe,  but  we  will 
get  you  a  copy  of  the  actual  questionnaire  sent  out. 

Senator  Bulkley.  Mr.  Whitney,  I  would  like  to  have  your  com- 
ment on  the  suggestion  that  short  sales  be  prohibited  except  at  a 
price  at  least  one  eighth  higher  than  the  last  sale. 

Mr.  Whitney.  I  think,  Senator  Bulkley,  that  suggestion  has  been 
made  sometimes,  and  I  think,  frankly,  from  my  own  point  of  view, 
that  that  would  eliminate  short  sales  almost  entirely,  because  it: 
would  seem,  by  such  a  rule,  that  only  100  shares  could  be  sold  at 
every  eighth. 

Senator  Bulkley.  Do  you  think  the  rule  could  be  stated  in  such 
a  way  that  it  would  be  of  any  value  ? 

Mr.  Whitney.  I  will  be  very  glad  to  go  into  it  further,  but  I  do 
not  believe  it  could  be  so  stated,  and  I  honestly  do  not  see  how  it 
could  be  properly  policed. 

Senator  Gore.  Mr.  Whitney,  may  not  a  long  sale  have  a  more  de- 
pressing effect  on  the  market  in  times  of  stringencv  than  a  short 
sale? 

Mr.  Whitney.  Yes;  it  may,  and  for  that  reason.  Senator,  very 
often  when  it  is  desired  to  sell  a  block  of  stock  the  order  will  be  given 
to  a  notorious  short  seller  to  execute,  so  that  the  purchasers 

Senator  Gore.  A  long  sale? 

Mr.  Whitney.  A  long  sale ;  yes,  sir. 
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Senator  Gore.  So  as  to  get  the  impact  of  that? 

Mr.  Whitney.  No:  so  that  the  people  will  think  that  il  is  a  sale 
by  this  man,  who  is  a  notorious  "  bear." 

Senator  Gore.  As  a  layman,  it  seems  to  me  that  a  long  sale  would 
always  have  a  more  depressing  effect  on  a  declining  market  than 
a  short  sale. 

Mr.  Whitney.  It  has,  because  it  does  not  have  to  be  bought  back, 
and  the  short  sale  has  to. 

Senator  Gore.  That  is  one  point.  It  is  just  a  deadweight  dropped 
on  the  market. 

Mr.  Whitney.  You  are  quite  correct. 

Senator  Gore.  I  was  just  wondering  whether  we  could  prohibit 
those. 

The  Chairman.  Senator  Kean,  have  you  any  more  questions? 

Senator  Kean.  In  connection  with  page  38,  subdivision  (d),  my 
son  is  a  little  worried  for  fear  he  cannot  be  a  broker  if  I  am  an 
underwriter  or  dealer.    How  about  that? 

Senator  Townsend.  You  mean  father  and  son? 

Senator  Kean.  Yes. 

Mr.  Whitney.  Are  you  asking  me,  sir? 

Senator  Kjean.  Yes. 

The  Chairman.  If  he  lives  in  the  same  house? 

Senator  Kean.  No. 

The  Chairman.  They  have  to  reside  together.  It  says  "  or  a  child 
or  parent  residing  with  such  person." 

Senator  Kean.  But  there  must  be  lots  of  fathers  and  sons  that 
reside  together  that  would  like  to  do  separate  businesses.  Do  you 
think  that  that  would  preclude  a  son  being  a  member  of  the  stock 
exchange  if  his  father  was  a  dealer? 

Mr.  Whitney.  If  he  lived  with  the  father,  unquestionably. 

Senator  Kean.  I  do  not  think  that  ought  to  be.  A  boy  ought  to 
have  a  chance. 

Mr.  Pecora.  He  could  live  next  door. 

Senator  Carey.  Mr.  Whitney,  it  is  complained  that  this  act  will 
cause  the  liquidation  of  bank  loans,  brokers'  loans,  and  so  forth,  as 
soon  as  it  becomes  effective,  on  account  of  the  margin  provision. 

Mr.  Whitney.  So  we  have  contended;  yes. 

Senator  Carey.  Would  it  be  helpful  if  the  effective  date  of  this 
act  were  made  later  than  October  1, 1934 — or  is  it  July  1,  1934? 

Mr.  Whitney.  No  ;  it  is  October  1. 

Senator  Carey.  Would  the  banks  be  able  to  have  the  customers 
liquidate  these  loans  in  the  time  allowed  ? 

Mr.  Whitney.  I  think  that  is  almost  an  impossible  question  to 
answer  properly,  because  it  is  my  feeling  that  if  this  entire  bill 
were  made  law,  the  liquidation  would  start  right  then. 

Senator  Carey.  It  would  not  wait  until  that  time  ? 

Mr.  Whitney.  No,  sir. 

Senator  Goldsborough.  I  did  not  hear  the  question. 

Senator  Carey.  I  asked  if  this  act  would  cause  the  liquidation  of 
many  loans  on  account  of  the  provision  for  margin. 

Senator  Goldsborough.  What  was  the  reply? 

Senator  Carey.  The  reply  was  that  it  would,  and  I  asked  if  the 
date  were  put  off  for  a  longer  period,  whether  that  would  help  in 
that  particular. 
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Mr.  Pecora.  The  suggestion  has  been  made  here,  Senator  Carey, 
that  the  provisions  of  this  bill  be  amended  or  modified  so  as  to  save 
present  margin  accounts.  That  has  already  been  quite  fully  dis- 
cussed before  the  committee,  I  think. 

Mr.  Whitney.  Very  briefly,  I  would  like  to  say  this  in  conclusion 
if  I  may.  We  feel,  as  stated,  that  the  question  of  credit  and  the 
control  of  corporations  lies  without  any  stock  exchange  bill,  and 
therefore  what  we  have  most  particularly  in  mind  affects  the  free 
and  open  market  that  we  and  other  exchanges  attempt  to  offer,  and 
therefore  the  liquidity  of  such  markets.  Let  us  not  forget  that  there 
are  held,  by  the  investors  of  the  United  States,  in  round  figures, 
some  100  billion  dollars  worth  of  listed  securities. 

Senator  Gore.  Does  it  amount  to  that  much  now  ?  I  remember  the 
figure  when  the  crash  came  in  1929.     It  was  about  90  billion. 

Mr.  Whitney.  I  think  there  are  listed 

Senator  Gore.  That  is  the  market  value. 

Mr.  Whitney.  There  are  73  billions  listed  on  the  New  York  Stock 
Exchange  alone,  at  the  market  value  February  1. 

Senator  Gore.  Of  this  year? 

Mr.  Whitney.  Of  this  year. 

Senator  Gore.  I  saw  a  figure  the  other  day  of  37  billions. 

Mr.  Whitney.  I  think  that  is  stocks,  sir. 

Senator  Gore.  Yes,  sir. 

Mr.  Whitney.  There  are  a  large  amount  of  bonds  as  well. 

Senator  Gore.  You  are  including  bonds  as  well? 

Mr.  Whitney.  Yes;  73  billions.  From  our  way  of  looking  at  it, 
and  I  think  that  of  the  framers  of  the  bill,  I  presume  that  we  must 
not  disrupt  the  liquidity  of  our  security  markets.     But  from  that 

£)int  on  there  may  be  disagreement,  and  I  am  presuming  that  what 
r.  Corcoran  said  the  other  day  typifies  the  point  of  view  of  the 
other  framers  of  the  bill,  in  the  main,  subject  to  certain  changes 
agreed  upon  or  suggested. 

He  feels,  however,  that  the  margin  requirements  will  not  have  a 
very  serious  affect  upon  the  liquidity  of  the  market;  that  only  a 
diminution  and  not  an  entire  strangulation  of  speculation  will  take 
place  as  a  result  of  the  imposed  margins,  or  the  suggested  margins. 
He  feels  that  the  market,  although  there  may  be  a  broader  element 
between  the  bid  and  offer  in  securities,  will  not  be  upset.  We  differ 
with  that  materially.  We  think  the  free  and  open  market  given  by 
stock  exchanges  today  will  be  ruined  from  the  point  of  view  of 
liquidity  because,  under  the  margin  requirements  here  set  forth 
speculation  will  be  eliminated;  and  without  speculation  we  d(  not 
know  of  any  method  of  preserving  a  market.  Instead  of  the  rather 
regular,  undisturbed  market  that  Mr.  Corcoran  believes  will  exist 
if  such  a  bill  is  enacted,  we  believe  we  will  have  panic  and  an  abso- 
lute breakdown  of  the  security  markets  of  this  country,  naturally  to 
the  great  detriment  of  those  investors  holding  these  listed  securities. 

Mr.  Corcoran  very,  very  kindly  states  that  he  does  not  believe  that 
anybody  can  be  an  expert  in  stock-exchange  technique,  and  he  grants 
that  he  is  an  amateur;  but  he  and  the  other  drafters  of  the  bill, 
although  admitting  little  or  no  knowledge  of  stock-exchange  prac- 
tices  

Mr.  Pecora.  Of  the  stock-exchange  practices,  did  you  say? 

Mr.  Whitney.  Yes. 
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Mr.  Pecora.  I  want  to  be  modest,  but  I  make  no  admission  that 
I  have  no  knowledge  of  stock-exchange  practices. 

Mr.  Whitney.  All  right,  sir. 

Mr.  Pecora.  I  will  say,  however,  in  connection  with  that,  that  the 
principal  knowledge  I  have  acquired  has  been  through  the  medium 
of  the  evidence  presented  to  this  committee.  I  have  learned  a  great 
deal  about  those  practices. 

Mr.  Whitney.  Not  complete  knowledge  of  stock-exchange  prac- 
tices. 

Mr.  Pecora.  I  am  not  a  technician. 

Mr.  Whitney.  Some  of  them  acknowledge  not  very  great  knowl- 
edge as  technicians.  On  the  other  hand,  we  of  the  stock  exchange, 
who  have  been  lifetime  students  of  this  subject  and  claim  to  be 
technicians,  differ  in  point  of  view.  There  are  the  two  sides.  Now, 
who  is  right? 

The  bill,  as  drawn,  presumes  that  the  drafters  have  the  supreme 
knowledge  of  this  subject,  and  grants  to  us  no  knowledge.  I  am 
perfectly  willing  to  concede  that  neither  side  knows  it  all,  and  that 
neither  will  ever  know  it  all.  But  I  do  feel  that  there  is  a  middle 
course  here,  granting  sufficient,  or  something,  to  both  sides. 

This  bill  is  so  rigid  and  inflexible  in  its  provisions  as,  in  our  opin- 
ion, to  absolutely  hamstring  and  freeze  security  markets.  We  there- 
fore suggest  an  authority  which  shall  study,  which  shall  have  power 
to  make  regulations,  but  which,  in  itself,  will  not  be  hamstrung  by 
the  provisions  of  a  bill  which  cannot  be  changed  except  by  another 
act  of  Congress.  We  therefore  suggest  the  middle  course.  If  an 
authority  is  to  set  up,  allow  it  to  be  flexible  and  mobile,  and  do 
not  have  it  inflexible,  so  that  if  disaster  does  come,  as  we  predict, 
it  cannot  be  changed  without  another  act  of  Congress. 

With  3^our  permission  I  would  like  to  read  what  was  said  on  this 
general  subject  by  Oliver  Wendell  Holmes,  the  Justice,  in  his  opinion 
in  the  case  of  Board  of  Trade  v.  Christie  Grain  c&  Stock  Go.  I 
am  not  presenting  this  from  the  standpoint  of  a  constitutional  argu- 
ment at  all.     He  says,  in  part  [reading] : 

People  will  endeavor  to  forecast  tlie  future  and  to  make  agreements  accord- 
ing to  their  prophecy.  Speculation  of  this  kind  hY  competent  men  is  the  self- 
adjustment  of  society  to  the  probable.  Its  value  is  well  known  as  a  means  of 
avoiding  or  mitigating  catastrophes,  equalizing  prices,  and  providing  for  periods 
of  want.  It  is  true  that  the  success  of  the  strong  induces  imitation  by  the 
weak,  and  that  incompetent  persons  bring  themselves  to  ruin  by  undertaking  tO' 
speculate  in  their  turn.  But  le.gislatures  and  courts  generally  have  recognized 
that  the  natural  evolutions  of  a  complex  society  are  to  be  touched  only  with  a 
very  cautious  hand,  and  that  such  coarse  attempts  at  a  remedy  for  the  waste 
incident  to  every  social  function  as  a  simple  prohibition  and  laws  to  stop  its 
being  are  harmful  and  vain. 

Along  this  line,  gentlemen,  we  have  suggested  an  authority  which, 
we  believe,  after  study  and  proper  consideration,  will  not  be  harm- 
ful and  vain. 

In  closing  perhaps  I  can  remark  that  where  we  suggest  this  point 
of  view,  modern-day  liberalism  has  become  absolutely  dogmatic  in 
the  suggestion  of  the  bill  pro])osed. 

Senator  Gore.  On  that  point,  we  have  heard  a  good  deal  about 
the  social  philosophy.  Its  limits  are  not  very  well  fixed  and  defined 
in  my  mind,  but  suppose  somebody  had  a  social  philosophy  that 
envisaged  an  industrial  democracy  and  economic  set-up  where  the 
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Government  would  finance  all  indiistrj^  so  as  to  control  all  industiy — 
in  the  general  welfare,  of  course — and  as  an  incident  to  that  desired 
to  destroy  stock  exchanges  and  dealings  in  securities  to  make  it  im- 
possible to  finance  private  industry  from  private  resources.  Do  you 
think  such  social  philosophy,  if  anybody  entertained  it,  might  proba- 
bly be  facilitated  through  legislation  of  this  sort? 

Mr.  Whitney.  It  could  be,  sir;  yes. 

Mr.  Pecora.  Mr.  Whitney,  you  said  a  few  minutes  ago  that  the 
approximate  market  value  of  securities  listed  on  the  New  York  Stock 
Exchange  on  February  1  of  this  year  was  $73,000,000,000. 

Mr.  Whitney.  That  is  my  memory. 

Mr.  Pecora.  Could  you  get  from  the  records  of  the  stock  exchange 
the  approximate  value  of  the  securities  listed  on  its  board  on  the 
1st  of  May  1929  and  also  on  the  1st  of  December  1929  ? 

Mr.  Whitney.  Yes,  sir. 

Mr.  Pecora.  I  think  that  might  be  helpful  too. 

Senator  Gore.  The  1st  of  September  1929,  as  I  remember  it,  it 
was  about  90  billions.  It  went  off  22  billions  after  the  crash,  and  it 
got  down  to  about  16  billions,  did  it  not,  Mr.  Whitney,  in  June  a  year 
ago? 

Mr.  Whitney.  I  think.  Senator,  you  have  in  mind  stocks  alone. 

Senator  Gore.  I  am  figuring  on  stocks  alone. 

Mr.  Whitney.  I  think  you  are  low. 

Mr.  Pecora.  You  might  include  in  that  March  1,  1933. 

Senator  Gore.  As  I  remember,  May  1,  1932,  the  aggregate  value 
of  stocks  listed  was  20  billions,  and  the  1st  of  July  it  was  16  billions. 
Then  it  turned  up  the  9th  of  July. 

Mr.  Whitney.  I  could  not  j)ossibly  attem})t  to  refute  you,  sir. 
Your  memory  is  wonderful  and  mine  is  very  poor.  I  just  do  not 
rememl)er'. 

Senator  Gore.  I  am  speaking  from  memory,  and  I  may  be  wrong. 

Senator  Carey.  You  speak  of  setting  up  a  commission.  The  com- 
mission proposed  in  your  statement  is  really  an  ex  officio  commission. 
Do  you  not  think  that  a  commission  made  up  of  some  men  who  have 
knowledge  of  stock  exchange  matters  would  be  better  than  an  ex 
officio  commission  ? 

Mr.  Whitney.  My  suggestion,  as  you  know,  includes  amongst  the 
seven,  two  men  i-epresenting  stock  exchanges  who,  I  presume,  would 
be  technicians  in  the  business,  and  I  think  they  could  point  out, 
or  they  certainly  would  have  the  right  of  pointing  out,  to  the  rest 
of  the  conunission  their  attitude  on  stock  exchange  matters,  and  the 
effect  of  rules  and  regulations  upon  that  business. 

If,  in  spite  of  what  they  did  say — if  they  said,  "  Don't  do  this  ", 
and  the  commission  did  not  take  their  advice,  then,  of  course,  it 
would  be  on  the  heads  of  the  authority  if  the  authority's  judgment 
proved  wrong.  But  the  authority  could  move  immediately  to  cor- 
rect any  mistaken  point  of  view,  or  the  mistaken  imposition  of  rules 
that  proved  wrong;  whereas,  under  this  act,  nobody,  under  the  pro- 
visions as  stated,  could  change  it  except  Congress  when  it  was  in 
session. 

Senator  Carey,  I  understand  that ;  but  what  I  was  trying  to  bring 
out  Avas  this:  A  commission  made  up  of  officers  who  have  other 
positions  usually  does  not  meet  very  often  or  pay  veiy  much  atten- 
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tion  to  the  business.  We  tried  that  with  the  Power  Commission  and 
afterward  created  a  full-time  Power  Commission.  I  think  if  a  com- 
mission were  set  up  other  than  the  Federal  Trade  Commission,  it 
should  be  a  commission  not  made  up  of  ex-ofRcio  officers  but  made 
up  of  full-time  officers  who  would  be  in  a  position  to  act,  if  they  had 
to  act,  quickly.  I  am  afraid  your  commissicm  would  be  rather  slow 
in  moving. 

Mr.  Whitney.  Any  commission  that  could  act  quickly  and 
promptly,  and  on  which  were  represented  the  exchanges  of  the 
country,  would  be  entirely  satisfactory  to  the  exchange,  in  my  belief. 

Senator  Carey.  Two  or  three  Cabinet  officers  would  not  be  avail- 
able ver}^  often  to  meet  with  the  commission. 

Mr.  Whitney.  Mr.  Chairman,  there  is  a  member  of  the  governing 
committee,  and  also  a  specialist  here,  Mr.  Raymond  Sprague,  and  I 
would  take  particular  pleasure  if  you  would  hear  him  tomorrow,  if 
that  is  satisfactory  to  the  committee. 

Senator  Gore.  He  is  a  specialist? 

Mr.  Whitney.  He  is  a  specialist  on  the  exchange  and  active  all 
the  time  there.  If  he  is  to  appear  tomorrow,  may  I  say  to  the  com- 
mittee that  naturally  I  hold  myself  at  your  entire  disposal,  as  does 
counsel,  and  any  of  the  staff  of  the  exchange.  We  will  answer  ques- 
tions or  give  of  ourselves  in  an}^  helpful  way  we  can  to  the  com- 
mittee.    We  truly  mean  it. 

I  thank  you  for  your  courtes}^  to  me. 

The  Chairman.  We  are  very  much  obliged  to  you,  Mr.  Whitney. 
Senator  Costigan  had  some  questions  he  wanted  to  ask,  but  he  is  not 
here.     Will  you  be  here  tomorrow? 

Mr.  Whitney.  I  will  be  anywhere  you  want  me. 

The  Chairman.  Mr.  Gould,  we  will  be  glad  to  hear  from  you. 
Please  state  your  name,  residence,  and  occupation. 

STATEMENT  OF  THEODORE  GOULD,  BALTIMORE,  MD.,  MEMBER 
AND  SECRETARY-TREASURER  OF  THE  BALTIMORE  STOCK 
EXCHANGE 

The  Chairman.  Mr.  Gould,  do  you  want  to  be  heard  on  this  bill? 

Mr.  Gould,  Yes;  if  I  may. 

The  Chairman.  You  may  proceed  in  your  own  way. 

Senator  Goldsborough.  Mr.  Gould,  as  I  understand  the  situation, 
you  want  to  speak  more  particularly  to  section  10  of  the  bill. 

Mr,  Gould.  Yes,  sir. 

The  Chairman.  You  may  proceed. 

Mr.  Gould.  I  represent  the  Baltimore  Stock  Exchange,  which  is  a 
small  exchange  composed  principally  of  small  brokers  and  dealers. 
It  is  not  our  purpose  to  discuss  the  many  oljjectionable  features  of 
this  bill  as  now  written  but  rather  to  call  to  your  attention  a  few 
points  which  are  vital  to  the  small  broker  and  dealer  and  to  the 
small  exchange. 

Our  exchange  has  had  a  long  and  honorable  history.  It  was 
founded  in  1838.  From  the  time  of  the  War  between  the  States  to 
the  World  War  it  aided  materially  in  the  reconstruction  of  the 
South.  Much  southern  financing  was  done  through  Baltimore,  and 
a  ready  market  on  our  exchange  was  a  factor  in  making  capital 
willing  to  enter  this  field.     At  the  present  time  the  Baltimore  Ex- 
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change  is  principally  a  local  market  filling  an  important  local  need. 
Nearly  all  of  its  active  listed  securities  are  those  of  Maryland  corpo- 
rations, and  they  are  largely  held  locally.  Our  market  is  a  cash 
market,  where  buying  and  selling  orders  meet.  We  know,  and  Mary- 
land corporations  and  investors  feel,  that  we  fill  a  vital  need  in  the 
business  life  of  our  city. 

We  have  65  full  members,  only  11  of  whom  are  also  members  of 
the  New  York  Stock  Exchange.  Of  the  remaining  54,  40  activelj^ 
conduct  a  general  brokerage  and  dealer  business. 

Section  10  of  the  proposed  bill  would  force  our  members  to  choose 
between  two  closely  allied  functions  of  their  business;  namely,  the 
handling  of  brokerage  orders  in  secm-ities  on  the  one  hand  and  the 
purchase  of  securities  and  their  resale  to  the  investing  public  on 
the  other.  The  bill  would  not  permit  one  member  to  do  both.  We 
do  not  believe  there  exists  or  would  exist  in  our  community  sufficient 
business  in  either  of  these  two  functions  apart  from  the  other  to 
give  our  members  a  fair  opportunity  to  earn  a  living  for  them- 
selves and  their  employees. 

They  would  not  be  able  to  maintain  the  statistical  departments 
and  other  features  which  many  of  them  have  for  the  convenience 
of  their  customers.  The  small  broker  and  dealer  has  an  entirely 
different  problem  from  that  of  the  larger  broker  with  many  branches 
or  from  that  of  an  underwriting  house.  He  executes  commission 
orders  for  his  customers,  and  when  he  can  buy  a  block  of  securities 
he  considers  sound  at  an  attractive  price  he  buys  them  for  his  own 
account  and  then  undertakes  to  distribute  them  to  the  investing 
public,  making  a  reasonable  profit  between  a  wholesale  and  retail 
situation. 

There  is  no  reason  why  he  cannot  fill  both  of  these  functions  with- 
out detriment  to  the  public  interests.  Thei-e  have  been  times  Avhen 
there  were  no  investors  brave  enough  to  buy  good  securities  at  any 
price,  and  when  but  for  the  willingness  of  some  broker-dealer  to 
take  a  commitment  for  such  securities  there  would  have  been  a  situa- 
tion where  a  seller  who  had  to  sell  C(mld  not  find  a  buyer  at  any 
price.  We  had  a  case  recently  where  a  block  of  bonds  of  one  of  the 
political  subdivisions  of  the  State  of  Maryland  was  held  by  a  county 
bank  upon  which  there  was  a  run.  The  bank  was  enabled  to  dispose 
of  these  securities  only  because  of  the  willingness  of  a  broker-dealer 
to  take  them  on  for  his  OAvn  account  and  hold  them  for  resale  to 
investors  when  the  skies  had  brightened. 

If  the  local  broker-dealer  is  required  to  confine  himself  solel}'  to 
commission  orders  and  is  not  permitted  to  aid  in  the  making  of  a 
satisfactory  market  in  local  securities,  it  will  be  increasingly  difficult 
for  such  local  enterprises  to  finance  and  refinance  their  normal 
business  requirements. 

Another  part  of  the  bill,  section  7.  works,  what  we  believe,  addi- 
tional undue  hardships  on  the  small  broker.  Many  of  our  members 
handle  no  margin  accounts,  carry  no  inventory,  and  require  little 
capital.  They  take  no  part  in  syndicates.  They  conduct  a  casli 
business  as  broker  and  dealer  in  listed  and  unlistecl  securities. 

Should  one  of  these  members  secure  from  a  bank  or  insurance 
company  an  order  for  a  quarter  of  a  million  Government  bonds 
upon  which  he  can  make  one  thirty-second  of  1  percent,  he  would 
be  unable  to  handle  the  order,  if  this  bill  becomes  law.    His  capital 
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employed  in  the  business  is  usually  less  than  $25,000  and  his  loan 
capacity  under  the  bill  would  be  too  limited  to  finance  the  deal.  At 
present  he  would  have  no  difficulty  in  having  a  bank  or  correspond- 
ent receive  and  pay  for  these  bonds  for  his  account,  delivering  and 
collecting  for  them  from  his  customer  and  crediting  him  with  the 
l^rofit  on  the  deal  of  $78.13. 

Again  the  small  broker  and  dealer  would  be  unduly  handicapped 
and  might  be  eliminated  entirely  by  the  prohibition  against  his  bor- 
rowing from  a  broker-correspondent,  which  is  often  the  most  con- 
A'enient  method  of  clearing  cash  trades. 

"We  also  call  to  your  attention  those  portions  of  the  bill  which 
would  entail  considerable  added  expense  to  all  brokers.  In  many 
cases  this  additional  cost  would  mean  the  difference  between  profit 
and  loss  at  the  end  of  the  year. 

Returning  to  the  position  of  the  smaller  exchange,  it  is,  of  course, 
true  that  the  existence  of  the  exchange  depends  upon  that  of  its 
jnembers.  Outside  of  dues  from  members  we  have  only  listing  fees 
as  income.  Many  of  the  small  corporations  whose  securities  are 
listed  on  our  exchange  could  not  afford  the  heavy  accounting  fees 
which  would  be  necessary  to  enable  them  to  keep  their  securities 
listed.  They  might,  however,  withdraw  their  securities  from  listing 
and  thus  deprive  the  many  small  holders  of  their  stocks  and  bonds 
from  having  a  free  and  open  market  for  their  holdings. 

We  fear  that  new  listings  would  be  few  and  far  between.  The 
corporation  executives  will  have  to  decide  whether  to  subject  them- 
selves to  the  cost  and  risks  of  listing  under  the  Federal  Trade  Com- 
mission and  thus  secure  a  free  and  open  market  for  their  securities, 
or  to  deprive  their  stockholders  and  bondholders  of  such  a  market 
by  not  listing. 

We  are  convinced,  and  I  am  sure  you  gentlemen  will  agree  with 
us,  that  in  the  interest  of  public  protection  an  open,  free,  and  public 
market  in  securities  is  much  to  be  preferred  over  unknown,  undisci- 
])lined  dealings  which  could  never  be  adequately  regulated.  We  fear 
that  such  undesirable  dealings  will  supplant  our  exchange  on  the  date 
this  proposed  bill  becomes  law. 

We  urge,  in  lieu  of  this  bill,  a  more  flexible  method  to  accomplish 
the  end  sought.  Recent  experience  with  prohibition  has  taught  us 
that  human  nature  cannot  be  changed  by  law.  The  purpose  of  pro- 
hibition was  to  eliminate  certain  evils  practiced  by  only  a  compara- 
tivel}^  few  of  our  120  million  citizens.  The  effect  was  to  substitute 
new  evils  greater  than  those  sought  to  be  eliminated. 

The  purpose  of  this  act  is  the  elimination  of  certain  other  evils 
apparently  practiced  by  a  few  unscrupulous  people.  By  this  rigid 
law,  affecting  millions  of  honest  corporation  executives  and  em- 
ployees, investors,  dealers,  and  brokers,  we  might  force  the  abandon- 
ment of  the  nefarious  operations  of  the  few;  but  this  same  law 
would  also  destroy  all  that  is  good  in  our  markets  which  have  grown 
up  in  over  a  hundred  years  of  free  trading,  and  we  may  find  our- 
selves confronted  with  troubles  and  problems  many  times  worse  than 
the  old.  We  cannot  change  the  hearts  of  crooks  and  thieves  by  this 
legislation,  but  will  send  them  to  clever  allies  to  figure  out  new  ways 
to  caiTy  out  their  depredations. 

How  much  better  it  Avould  be  if,  instead  of  such  drastic  action, 
we  should  create  a  commission  composed  of  representatives  of  the 
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Government,  the  exchanges  and  the  investing  public,  to  oversee  ex- 
change activities,  leaving  to  the  exchanges,  under  such  supervision, 
the  power  to  control  abuses  in  the  most  effective  way,  and  granting 
to  such  commission  broad  powers  over  interstate  transactions  in 
unlisted  securities. 

America  has  grown  great  through  the  reinvestment  of  earnings 
into  new  enterprises.  This  has  been  made  possible  largely'  through 
our  exchange  facilities  for  quickly  turning  securities  into  cash.  We 
do  not  favor  unbridled  speculation  but  do  favor  every  facility  for 
investment,  and  we  are  convinced  that  this  Senate  bill,  no.  2693,  will 
dry  up  our  security  markets  without  accomplishing  the  aim  sought, 

I  thank  you. 

The  Chairman.  Mr.  Gould,  how  many  members  have  you? 

Mr.  Gourj).  We  have  77  memberships,  or  at  the  present  time  65^ 
and  the  others  are  grouped  and  held  by  four  members.  The  others 
are  held  either  in  estates  or  one  of  the  members  ha«  what  is  known 
as  "  taken  the  membership." 

The  Chairman.  Your  objections  are  more  particularly  to  sections 
7  and  10  of  the  bill? 

Mr.  Gould.  Yes,  sir. 

The  Chairman.  Have  you  any  suggestions  to  make  as  to  modifica- 
tions or  changes  in  the  bill  that  ought  to  be  adopted? 

Mr.  Gould.  I  believe  the  real  purpose  of  section  10  of  the  bill  is 
that  one  which  applies  more  forcibly,  so  far  as  tlie  small  broker  is 
concerned,  on  the  question  of  the  small  broker  acting  in  some  cases 
as  the  dealer,  and  in  other  transactions,  but  never  in  the  same  case, 
as  a  broker,  that  that  should  be  prohibited  by  law ;  and  that  is,  of 
course,  against  the  laws  of  the  stock  exchange  and  against  the  laws 
of  the  State  of  Maryland.  I  mean  for  a  man  to  be  both  a  broker 
and  a  dealer  in  the  same  transaction.  Orders  that  come  in  to  our 
smaller  brokers  are  executed  as  commission  orders  in  the  case  of 
listed  securities.  But  in  addition  to  that,  there  being  not  enough  of 
that  business  for  the  broker  to  make  a  living,  he  has  to,  through  his 
knoAvledge  of  the  business,  pick  out  securities  which  he  thinks  are 
attractive,  and  if  he  comes  across  a  block  of  25  bonds  which  he 
thinks  are  very  attractive  for  a  bank  or  an  individual,  he  buys  those 
bonds  for  his  own  account,  and  then  lie  turns  around  and  goes  out  to 
call  upon  })r()spective  customers.  He  has  marked  up  the  bonds  one 
half  point,  and  he  goes  out  and  sells  those  bonds  to  customers.  And 
it  is  a  perfectly  ]:)roi)er  and  satisfactory  transaction  from  every  stand- 
])oint.  But  if  this  bill  should  become  law  he  would  then  have  to 
either  confine  himself  to  handling  that  kind  of  business,  and  would 
not  be  able  to  handle  the  commission  business,  or  he  Avould  have  to 
handle  the  commission  business  and  not  be  able  to  handle  the  other 
business. 

Senator  Goldsborough.  That  is  what  you  Avanted  to  bring  more 
particularly  to  the  attention  of  this  committee  ? 

Mr.  Gould.  Yes,  sir. 

The  Chairman.  All  right.  If  that  is  all,  Mr.  Gould,  we  are  very 
much  obliged  to  you  for  your  appearance. 

Mr.  Gould.  And  I  wish  to  thank  you  gentlemen. 

(Thereupon  Mr.  Gould  left  the  committee  table.) 

(Thereupon,  at  4:40  p.m.  Thursday,  Mar.  1,  1934,  the  committee 
adjourned  to  resume  at  10  o'clock  on  the  following  morning.) 
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FRIDAY,    MARCH   2,    1934 

United  States  Senate, 
Committee  on  Banking  and  Currency, 

Washington,  D.G. 

The  committee  met  at  10  a.m.,  pursuant  to  adjournment  on  yes- 
terday, in  room  301  of  the  Senate  Office  Buildino;,  Senator  Duncan  U. 
Fletcher  presiding. 

Present:  Senators  Fletcher  (chairman),  Barkley,  Bulkley,  Gore, 
Costigan,  McAdoo,  Townsend,  Carey,  and  Kean. 

Present  also:  Ferdinand  Pecora.  counsel  to  the  committee;  Julius 
Silver  and  David  Saperstein.  associate  counsel  to  the  committee;  and 
Frank  J.  Meehan,  chief  statistician  to  the  committee;  also  Roland  L. 
Redmond,  counsel  to  the  New  York  Stock  Exchange. 

The  Chairman.  The  committee  will  come  to  order,  please.  I  be- 
lieve we  have  a  gentleman  from  Philadelphia  who  was  promised  to 
be  heard.    If  he  will  just  come  forward  to  the  committee  table. 

Mr.  Newbold.  Thank  you. 

STATEMENT  OF  JOHN  S.  NEWBOLD,  JENKINTOWN.  PA..  A  MEM- 
BER OF  THE  FIRM  OF  W.  H.  NEWBOLD'S  SON  &  CO.,  PHILA- 
DELPHIA, PA. 

The  Chairman,  Mr.  Newbold,  will  you  please  state  your  name, 
residence,  and  business  or  occupation? 

Mr.  Newbold.  My  name  is  John  S.  Newbold,  Jenkintown,  Pa. 

The  Chairman.  And  what  is  your  business  or  occupation? 

Mr.  Newbold.  I  am  a  member  of  the  New  York  Stock  Exchange, 
and  we  have  been  dealers  for  90  years  in  general  securities. 

The  Chairman.  Have  you  examined  this  bill,  S.  2693,  that  is 
pending  before  the  committee? 

Mr.  Newbold.  Yes,  sir. 

The  Chairman.  We  will  be  very  glad  to  have  you  tell  us  your 
views  about  it. 

Mr.  Newbold.  I  think  I  will  stand,  if  I  may,  in  presenting  my 
views  ? 

The  Chairman.  You  may  proceed  in  your  own  way. 

Mr.  Newbold.  For  the  sake  of  bi-evity  and  more  concise  presenta- 
tion I  have  a  memorandum  to  present  concerning  two  provisions  of 
the  bill  affecting  investment  dealers.  I  will  first  discuss  section  10 
of  the  bill. 

The  Chairman.  Very  well;  you  may  proceed. 

Mr.  Newbold.  This  group  of  investment  dealers  have  engaged 
in  the  business  of  selling  investment  securities  to  their  clients  in 
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the  city  of  Philadelphia,  Pa.,  throughout  the  course  of  a  long  career. 
The  names  and  the  period  o»f  time  which  these  firms  or  their 
predecessors  have  rendered  this  service  are: 

Service,  years 

Biddle.  Whelen  &  Co 170 

E.  W.  Clark  &  Co 97 

W.  H.  Newbold's  Son  &  Co 90 

Bioren    &    Co 69 

Cassatt  &  Co 62 

Edward  B.  Smith  &  Co 42 

Graham,   Parsons  &  Co 38 

Elkins,  Morris  &  Co 2S 

Janney  &  Co 27 

Yamall  &  Co 9 

The  investor  in  this  country  is  properly  deeply  interested  in  the 
kind  of  man  he  must  turn  to  in  the  safeguarding  of  his  savings. 
The  investment  dealer  should  possess  honor,  good  faith,  and  sound 
judgment.  These,  coupled  with  wide  practical  experience  in  testing^ 
values  in  all  kinds  of  investment  markets,  are  indispensable  requi- 
sites in  the  man  or  group  of  men  who  hope  to  embark  on  a  successful 
career  in  looking  after  the  financial  interests  of  other  fellowmen. 
The  investor  should  be  no  less  concerned  with  the  facilities  the 
investment  dealer  puts  at  his  service. 

It  seems  to  us  who  have  been  in  the  business  mau}^  years  that  as 
complete  an  understanding  as  possible  should  be  established  between 
client  and  principal.  Unless  this  understanding  exists,  the  investor 
is  likely  to  have  an  unbalanced  list  of  securities  not  adequately 
suited  to  his  needs.  It  is  obvious  that  such  an  understanding  is  hard 
to  create  and  must  be  the  result  of  constantly  growing  confidence, 
and  therefore  easier  to  establish  with  one  person  than  with  several. 
It  is  equally  obvious  that  the  wider  the  scope  of  the  investment 
dealer  the  more  competent  he  will  be  in  handling  his  customer's 
account  in  all  its  ramifications.  If  this  scope  is  narrowed  as  con- 
templated in  this  bill,  we  feel  that  both  customer  and  investment 
dealer  will  be  seriously  damaged. 

The  problems  which  are  created  by  the  provisions  of  section  10 
not  only  for  the  investment  dealers,  but  also  the  purchasers  of  se- 
curities from  such  persons,  are  far  more  serious  than  one  not  familiar 
with  the  necessities  of  the  business  of  dealing  in  securities  may  im- 
agine. Section  10  of  the  National  Securities  Exchange  Act  of  1934 
contains  this  provision : 

Seo.  10.  It  shall  be  unlawful  for  any  member  of  a  national  securities  exchange 
or  any  person  who  as  a  broker  transacts  a  business  in  securities  through  the 
medium  of  any  such  member  to  act  as  a  dealer  in  or  underwriter  of  securities, 
whether  or  not  i-egistered  on  any  national  securities  excjiange. 

This  section  proposes  to  incorporate  into  the  Federal  Statutes  a 
l^rohibition  against  the  transaction  in  a  perfectly  normal  way  of  a 
business  which  has  been  engaged  in  for  more  than  a  century  by  those 
who  have  conducted  it  with  integrity,  with  honor,  and  to  the  credit 
of  this  branch  of  the  securities  business,  as  well  as  to  the  satisfaction 
and  protection  of  their  customers. 

The  record  of  those  who  are  generally  classed  as  investment  deal- 
ers, substantially  all  of  whom  also  buy  and  sell  securities  as  brokers 
on  a  commission  basis,  may  well  be  envied  by  the  representatives  of 
any  other  business  in  this  country  that  can  show  a  continued  service 
over  so  long  a  period  of  years. 


STOCK   EXCHAXGE   PEACTICES  6743 

The  power  to  transact  a  business  in  securities  as  a  broker  at  the 
same  time  that  a  person  is  acting  as  a  dealer  in  or  underwriter  of 
securities  is  found  by  those  presently  engaged  in  such  business  to  be 
essential  to  the  conduct  of  such  business  in  a  manner  that  will  pro- 
duce a  reasonable  profit  to  the  person  so  engaged  and  a  greater  pro- 
tection and  service  to  the  customers  of  such  person. 

The  report  of  the  so-called  "  Dickinson  Committee  "  disposes  of 
the  suggested  segregation  as  follows : 

8.  Segregation  of  brokerage  and  other  forms  of  business. — Your  committee 
has  given  careful  consideration  to  various  proposals  that  the  business  of  under- 
writing and  retailing  securities  should  be  completely  divorced ;  that  those 
who  underwrite  securities  and  who  are  members  of  a  stock  exchange  should 
not  be  i^ermitted  to  carry  margin  accounts  for  customers ;  and  that  those 
engaged  in  the  retailing  of  securities  should  not  be  permitted  to  be  members  of 
any  stock  exchange. 

The  various  activities  in  which  the  members  of  the  stock  exchange  engage, 
such  as  underwriting,  acting  as  broker,  carrying  margins,  etc..  are  all  closely 
intertwined  in  our  financial  structure.  Any  such  proposed  segregation  should 
not  be  accomplished  before  we  are  in  a  position  to  calculate  its  cost  and  to 
foresee  its  repercussions.  As  an  abstract  matter,  the  segregation  of  these 
various  activities  has  much  to  conuuend  it.  Such  an  imixirtant  decision  as  this 
can  hardly  be  left  to  the  discretion  of  an  administrative  authority.  Segrega- 
tion, if  it  is  to  be  accomplished,  must  be  accomplished  by  legislative  fiat. 
Your  committee  finds  that  there  is  not  yet  available  sufficient  information 
to  enable  it  to  recommend  such  a  far-reaching  dei-ision.  It  recommends,  there- 
fore, that  the  stock  exchange  authority  be  charged  with  the  task  of  assembling 
information  to  permit  such  a  decision  to  be  made  intelligently  and  with 
assurance  by  a  later  Congress. 

The  investment  dealers  presenting  these  objections  to  section  10 
of  the  proposed  act  are  confident  that  if  a  stock  exchange  authority 
shall  be  created  by  the  legislation  of  this  session  of  Congress  and 
shall  assume  the  task  of  obtaining  information  concerning  those 
persons  engaged  in  the  security  business  rendering  both  a  brokerage 
and  a  dealers'  service,  that  such  authority  will  find  sound  and  con- 
vincing reasons  to  maintain  the  existing  powers  and  no  substantial 
basis  for  attributing  to  this  industry  generally  methods  of  business 
or  courses  of  dealing  which  have  been  detrimental  to  the  interest  of 
those  doing  business  with  them. 

Among  the  convincing  reasons  why  this  relationship  should  be 
maintained  are  the  following: 

1.  The  combined  service  rendered  to  their  customers  by  investment 
dealers,  which  cannot  be  efficiei^tly  rendered  by  one  who  is  a  broker 
only,  is  of  such  value  that  it  ought  not  to  be  destroyed  by  the  pro- 
posed segregation.  The  investment  dealer  who  is  a  broker  also  is 
able  to  supply  the  needs  of  his  customers  b}^  purchases  of  securities 
upon  the  exchange  to  the  extent  that  they  are  available,  and  by  sales 
from  securities  then  owned  bj'  the  investment  dealer  or  other  dealers 
to  the  extent  that  they  are  not  available  by  purchases  on  an  exchange. 
It  frequently  happens  that  the  demands  of  a  customer  exceed  the 
available  supply  of  a  security  then  for  sale  on  an  exchange,  and  it 
is  this  balance  which  the  ownership  of  such  security  by  the  invest- 
ment dealer  is  supplied  from  the  dealer's  holdings,  thereby  making 
a  transaction  ])ossible  which  otherwise  might  not  be  completed  for  a 
long  period  of  time.  The  reverse  also  occurs,  and  to  the  advantage 
of  the  customer,  when  tlie  market  will  not  absorb  at  a  fair  price  the 
quantity  of  a  given  security  which  the  customer  desires  to  sell,  and 
it  then  becomes  possible  to  complete  the  transaction  for  that  cus- 
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tomer  by  the  purchase  from  him  by  his  investment  dealer  of  the 
quantity  of  the  security  not  then  salable  upon  an  exchange.  In  both 
instances,  if  the  services  demanded  by  the  customer  were  to  be 
rendered  by  one  who  was  either  solely  an  investment  dealer  or  solely 
a  broker,  the  transaction  could  not  be  promptly,  efficiently  and 
economically  accomplished  for  the  best  interest  of  the  customer. 

2.  The  volume  of  business  available  to  the  houses  here  represented 
acting-  only  as  dealer  or  broker  is  not  sufficient  at  all  times  to  permit 
of  a  continuance  in  business  with  a  reasonable  profit,  and  it  is 
therefore  essential  to  the  existence  of  the  business  that  additional 
sources  of  revenue  should  be  available  from  both  types  of  business. 
This  is  particularly  true  of  investment  dealers  in  the  great  majority 
of  small  cities  and  towns  throughout  the  United  States  and  is  clear 
to  those  familiar  with  the  economic  situation  of  these  dealers  that 
the  attempted  segregation  would  deprive  them  of  a  livelihood.  It 
is  to  be  remembered  that  not  only  does  this  affect  the  members  of 
the  firm,  but  a  large  group  of  employees  whose  training  has  been 
such  that  the  only  livelihood  in  which  they  could  maintain  an  exist- 
ence might  be  destroyed. 

3.  The  investment  dealers  afford  the  personnel,  experience,  and 
what  may  be  called  the  machinery  for  marketing  new  capital  and 
new  municipal  issues,  the  latter  including  State  and  county  bonds, 
which  cannot  be  supplied  by  a  broker  under  the  terms  of  this  bill. 
Those  members  of  the  stock  exchanges  throughout  the  country  en- 
gaged solely  in  the  brokerage  business  have  neither  the  experience 
nor  the  machinery  to  afford  a  distribution  for  such  new  issues  to  the 
advantage  of  the  investing  public  as  well  as  to  the  issuers.  This 
is  particularly  true  as  regards  State,  county,  school  district,  and 
municipal  bonds,  and  it  is  obvious  that  the  proposed  segregation 
Avould  be  greatly  to  the  disadvantage  of  the  municipalities  con- 
cerned and  to  the  investing  public  seeking  such  means  for  invest- 
ment The  proposed  segregation  would  require  the  investment 
dealer  to  elect  between  bidding  for  municipal  issues  or  continuing 
his  sales  and  purchases  for  customers  as  a  broker.  Such  election, 
if  in  favor  of  the  brokerage  business,  would  deprive  the  municipali- 
ties and  his  customers  of  his  services. 

4.  The  elimination  of  the  investment  dealers  as  factors  in  the 
business  of  buying  and  selling  securities,  would  deprive  the  stock- 
exchange  business  of  what  has  been  one  of  its  most  stabilizing  and 
conservative  influences.  The  record  and  place  of  the  investment 
dealers  in  the  history  of  the  stock-exchange  business  has  shown  a 
consistent  position  on  the  conservative  side  and  a  helpful  influence 
upon  the  markets. 

The  only  apparent  reason  why  the  authors  of  the  National  Securi- 
ties Exchange  Act  of  1934  have  ignored  the  wise  recommendation 
of  the  Dickinson  committee  and  have  included  in  this  drastic  legisla- 
tive document  the  provisions  of  section  10  would  seem  to  be  a  failure 
upon  the  part  of  the  authors  to  understand  the  fundamentals  of  the 
business  of  a  dealer  in  securities. 

Now,  Mr.  Chairman  and  gentlemen  of  the  committee,  the  other 
memorandum  that  I  have  is  in  relation  to  section  14  of  the  bill. 

The  Chairman.  Before  you  pass  from  section  10  let  me  ask  you: 
Do  you  propose  any  modification  or  change  of  that  section,  or  do 
you  want  it  eliminated  entirely? 
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^Ir.  Newbold.  We  think  in  principle  it  should  be  eliminated ;  that 
in  principle  there  is  no  reason  why  a  man  should  not  be  a  dealer  and 
a  broker.  That  is  essential  to  the  best  interests  of  the  investor, 
without  whom  the  dealer  cannot  live,  and  of  course  he  must  keep 
the  confidence  of  the  investor,  which  we  think  we  have  had  as  an 
experience  extending  over  many  years,  and  we  think  that  mode  of 
dealing  is  proper  and  necessar3^ 

The  Chairman.  All  right. 

Mr.  Newbold.  Would  you  like  me  to  present  what  I  have  in  regard 
to  the  function  of  the  investment  dealer? 

The  Chairman.  Yes. 

Mr.  Newbold.  The  function  of  the  investment  dealer  is  to  give 
general  and  balanced  financial  advice  to  his  customers  whether  it  be 
in  regard  to  l)onds  or  stcjcks. 

The  business  of  the  investment  dealer  is  divided  into  three  main 
divisions:  (1)  Sponsoring  new  issues.  (2)  Dealing  in  securities  over 
the  counter;  tliat  is  to  ssij,  their  purchases  from  or  sales  to  cus- 
tomers or  other  dealers  and  where  the  investment  dealer  acts  as 
principal.  (3)  Acting  as  a  broker  either  in  buying  or  selling  bonds 
or  stock  for  his  customer. 

The  part  of  his  business  where  the  investment  dealer  sponsoi'S 
new  .securities  has  been  regulated  by  the  provisions  of  the  Securities 
Act  of  1933. 

The  method  of  his  approach  to  or  relation  with  his  customers 
where  he  acts  as  principal  will  be  taken  care  of  in  the  Code  of  Fair 
Practice  for  Investment  Dealers,  to  be  adopted  under  the  N.R.A. 

I  might  say  for  the  information  of  the  committee  that  we  are 
not  at  Iil)erty  to  ])roduce  that  document  because  it  has  not  yet  been 
submitted  to  tlie  President  of  the  United  States.  However,  we  liave 
all  seen  it,  and  1  might  say  that  it  represents  what  has  been  the 
iispii'ation  and  the  hope  of  tiiose  of  us  who  have  been  in  the  business 
for  a  long  time,  and  we  have  the  highest  regard  for  it,  and  feel 
very  happy  to  have  the  matter  put  in  a  position  wliere  it  can  l)e 
enforced  by  and  large  throughout  the  country. 

The  brokerage  end  of  the  business  is  that  of  buying  or  selling 
securities  for  a  customer's  account  and  is  a  nuitter  of  mechanics. 
The  question  of  giving  advice  to  customers  in  doing  this  has  been 
regulated  by  the  provisions  of  the  Securities  Act  of  1933.  That  is 
burdensome  but  wise.  Tlie  rules  or  regulations  issued  by  the  various 
exchanges  must  be  followed  out  in  the  execution  of  orders. 

It  does  not  follow  because  legishition  of  some  form  might  seem 
necessary  in  respect  to  the  operation  of  stock  exchanges  that  the  in- 
vestment deak'rs  of  the  country  should  be  deprived  of  being  allowed 
to  act  as  brokers  for  their  customers,  thus  making  it  impossible  for 
them  to  give  complete  service  and  financial  advice  relative  to  pur- 
chases of  stocks  or  of  other  securities  registered  on  the  security 
exchanges. 

The  Chairman.  Now  you  may  proceed  with  your  remarks  about 
section  14  of  the  bill. 

Mr.  Neavbold.  The  provisions  of  section  14  prohibit  the  making 
of  "  over-the-counter "  markets  for  unregistered  securities,  unless 
such  market  is  made  in  accordance  with  rules  and  regulations  'pro- 
mulgated by  the  Federal  Trade  Commission.     The  passage  of  this 
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section  in  its  present  form  would  mean  the  delegation  by  Congress 
of  power  to  the  Federal  Trade  Commission,  if  it  were  so  inclined,  to 
prevent  any  market  whatever  for  such  securities  by  imposing  drastic 
conditions  which  might  be  even  more  severe  than  the  regulations 
applicable  to  registered  securities  traded  in  upon  national  exchanges. 
If  the  purpose  of  this  section  is  to  prevent  speculation  in  unregulated 
securities,  consideration  should  be  given  to  the  character  of  securities 
now  commonly  sold  in  the  over-the-counter  markets.  This  class  of 
securities  are  dealt  in  largely  by  investors  and  not  by  speculators. 
They  do  not  lend  themselves  easily  to  speculation,  as  may  be  realized 
when  it  is  known  that  they  consist  largely  of  Federal  land-bank 
bonds.  Home  Owners'  Loan  Corporation  bonds,  other  Government 
securities,  State,  county,  school  district,  and  municipal  obligations, 
bank  and  insurance  company  stocks,  railroad  equipment  trust  cer- 
tificates, and  bonds  secured  by  trust  mortgages  upon  real  estate. 

In  addition  to  such  unlisted  securities,  this  over-the-counter  mar- 
kets afford  an  opportunity  for  transactions  in  large  blocks  of  listed 
securities  primarily  for  the  benefit  of  institutional  investors.  The 
over-the-counter  markets  afford  little  opportunity  for  uncontrolled 
speculation,  not  only  because  of  the  character  of  the  securities  traded 
in  and  the  transactions  occurring  there,  but  because  of  the  type  of 
<;ustomers  with  whom  the  investment  dealer  has  the  majority  by 
volume  of  such  transactions.  These  customers  are  such  as  insurance 
companies,  savings  banks,  National  and  State  banks,  and  trust 
•companies,  educational  and  charitable  institutions,  and  corporate 
trustees.  A  different  class  of  persons.  These  customers  are  advised 
b}^  persons  of  long  and  extensive  experience  in  the  purchase  and  sale 
of  such  securities  who  are  frequently  as  familiar  with  the  market 
values  as  the  representatives  of  the  investment  dealers  trading  with 
them.  By  saying  "  these  customers  ",  we  mean  the  persons  who  are 
buying  these  things.  I  do  not  believe  that  anyone  who  is  not  in  the 
business  now  realizes  the  change  that  has  taken  place  in  the  last  10 
years  in  the  financial  advice  that  all  big  purchasers  of  securities  now 
have  at  their  disposal.  It  is  very  difficult  for  the  dealer,  I  might  say, 
to  know  as  much  in  many  cases  as  the  statistical  department  of  the 
institution  to  whom  he  has  to  offer  a  security.  The  purchases  made 
are  for  investment  and  not  for  speculative  profit,  and  almost  in- 
variably are  cash  transactions  not  on  marginal  accounts.  The  prob- 
lems arising  out  of  such  transactions  are  clearly  not  comparable  to 
those  which  trading  upon  the  national  stock  exchanges  present,  and  a 
totally  different  treatment  is  required  to  control  such  practices,  if 
any,  that  may  have  l>een  indulged  in  by  a  small  minority  of  the 
dealers.  The  subject  matter  of  this  section  is  dealt  with  by  the 
Dickinson  committee,  as  follows: 

10.  Unorganized  or  "  over-theooujiter "  markets. — No  study  of  regulation 
of  orcnnized  stock  oxchanges  would  be  complete  without  giving  consideration 
to  tlio  problem  of  the  unorganized  or  "  over-tlie-counter  "  markets.  Because 
<jf  their  importance,  and  because  of  the  fact  that  certain  transactions  and 
practices  could  still  be  engaged  in  on  the  "over-the-counter"  markets  whicli, 
under  the  proposed  regulation,  would  be  prohibited  on  the  organized  exchanges, 
your  committee  h;is  considered  whether  and  to  what  extent  it  would  be  possible 
to  regulate  such  "over-the-counter"  markets.  On  the  basis  of  the  considera- 
tion which  it  has  been  able  to  give  to  this  subject,  your  conmiittee  has  come 
to  the  conclusion  that  the  problem  of  the  "  over-the-counter "  markets  cannot 
be  satisfactorily  dealt  with  by  Federal  governmental  action.     It  has  not  yet 
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found  any  method  of  controlling  such  markets  which  it  considers  feasible  or 
which  could  be  applied  without  building  up  a  Federal  policing  agency  on  such 
a  scale  as  to  be  impracticable.  It  is,  therefore,  not  prepared  to  recommend 
any  Federal  legislation  for  the  regulation  of  such  markets,  but,  if  a  further 
study  on  this  subject  should  be  considered  desirable,  your  committee  will 
undertake  to  proceed  therewith. 

In  view  of  the  fact  that  the  evils  which  are  complained  of,  due  to"' 
individual  transactions  by  a  few  dealers  engaged  in  the  over-the- 
counter  market  transactions,  will  be  dealt  with  in  a  most  compre- 
hensive manner  in  the  proposed  fair-practice  provisions  of  the  in- 
vestment bankers'  code,  which  may  be  adopted  before  any  national 
securities  exchange  act  is  finally  passed,  it  would  seem  unnecessary 
to  enact  the  provisions  of  section  14  at  this  time. 

These  memoranda  present  reasons  why  sections  10  and  14  of  this 
bill  should  not  become  law,  and  the  undersigned  investment  dealers 
of  Philadelphia  urge  the  serious  consideration  of  them  by  the  Mem- 
bers of  Congress. 

Established 

Biddle,  Wheleu  &  Co 1764 

E.  W.  Clark  &  Co 1837 

W.  H.  Newborn's  Sons  &  Co 1841 

Bioren  &  Co 1865 

Cassatt  &  Co 1872; 

Edward  B.  Smith  &  Co 1892 

Graham,  Parsons  &  Co 1S96 

Elkins,   Morris  &  Co 1906 

.Tanney   &   Co 1907 

Yarnall  &  Co 1925 

The  Chairman.  Now,  Mr.  Newbold,  in  your  business  if  a  customer 
comes  to  you  and  wants  to  buy,  say,  some  Federal  land-bank  bonds^ 
or  some  farm-loan  bonds,  Avhat  is  the  process?  That  is,  how  do  you 
proceed  to  get  those  up  for  him? 

Mr.  Newbold.  I  beg  pardon,  Mr.  Chairman. 

The  Chairman.  What  is  the  process  now  of  serving  him  in  such 
a  case? 

Mr.  Newbold.  I  try  to  find  where  the  cheapest  market  is  if  he 
is  going  to  buy,  and  where  the  highest  market  is  if  he  is  going 
to  sell.  And  if  I  happen  to  have  any  in  my  list  and  they  correspond 
to  those  market  prices  I  sell  them  to  him.  If  mine  are  higher  thaa 
the  market  I  either  come  down  to  meet  the  market — and,  of  course, 
there  are  fluctuations  from  time  to  time  in  the  market — or  else  I 
buy  them,  frankly,  in  the  cheapest  place  for  my  customer.  And  that 
has  been  going  on  in  that  way  all  the  time,  and  it  is  done  by  going 
to  a  house  that  specializes  possibly  in  the  security.  For  instance, 
for  all  governments  you  deal  through  special  houses  who  do  hun- 
dreds of  thousands  of  dollars  or  I  might  say  millions  of  dollars  of 
business  a  day,  and  there  is  backing  and  filling  in  these  tilings  with 
investors. 

The  Chairman.  Wliere  does  your  compensation  come  in?  Do  you 
charge  a  commission? 

Mr.  Newbold.  We  charge  a  commission. 

The  Chairman.  About  what  commission  do  you  charge? 

INIr.  Newbold.  Well,  in  the  case  of  Government  bonds  it  is  one 
thirty-second  of  1  percent,  I  believe. 

The  Chairman.  And  how  about  in  the  case  of  Federal  land-bank 
bonds  ? 
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Mr.  Newboij>.  I  haven't  bought  any  Federal  land-bank  bonds  for 
some  time  and  will  have  to  ask.  [After  asking  someone  sitting  be- 
hind him.]  I  am  informed  it  is  abont  a  quarter  of  1  percent  in 
that  case,  and  it  is  because  there  is  nothing  like  the  activity  in  Fed- 
eral land-bank  bonds  or  in  home  loan  bank  bonds  that  there  is  in 
Government  bonds.  That  is,  a  sale  of  20  million  dollars  of  United 
States  Government  bonds  is  not  at  all  unheard  of,  and  therefore  the 
commission  is  very  low.  And  in  the  case  of  the  more  limited  mar- 
ket, the  more  risk  a  man  takes  who  takes  a  position  in  the  market, 
the  larger  the  commission  is.  But  a  quarter  of  1  percent  as  sug- 
gested to  me  I  think  would  prove  to  be  high.  I  think  the  investor 
would  not  have  to  pay  that  much. 

The  Chairman.  Are  there  any  questions  that  any  member  of  the 
committee  wishes  to  ask? 

Senator  Townsend.  I  do  not  wish  to  ask  any. 

Senator  Barkley.  I  have  no  questions. 

The  Chairman    We  are  very  much  obliged  to  you,  Mr.  New^bold. 

Mr.  Newbold.  And  I  thank  you  both  for  myself  and  in  the  name 
of  all  our  firms  for  your  courtesy  in  hearing  me. 

(And  Mr.  Newbold  left  the  committee  table.) 

The  Chairman.  We  Avill  now  hear  Dean  Witter  who  has  come  on 
here  from  San  Francisco.  I  understand  that  some  gentlemen  from 
California  have  been  here  all  week,  and  they  want  to  get  away.  I 
think  we  should  accommodate  them  for  about  half  an  hour.  I 
believe  that  is  the  time  you  requested? 

Mr.  AYiTTER.  I  think  I  will  not  take  as  much  as  that  of  your  time. 

STATEMENT    OF    DEAN    WITTER,    SAN    FRANCISCO,    OF    DEAN 

WITTER  &  CO. 

The  Chairman.  Please  state  your  name,  place  of  residence,  and 
occupation. 

Mr.  AViTTER.  My  name  is  Dean  Witter.  My  residence  is  San 
Francisco,  and  I  am  both  a  broker  and  an  investment  banker. 

The  Chairman.  Mr.  Witter,  the  committee  will  be  very  glad  to 
hear  your  view^s  on  this  bill,  S.  2693. 

Mr.  Witter.  I  am  authorized  to  speak  for  204  dealers  on  the 
Pacific  coast,  about  30  of  whom  have  seats  on  some  exchange  and 
AAdio  do  both  a  brokerage  and  dealer  business,  and  the  remainder  of 
wdiom  liave  no  stock  exchange  seats.  All  of  these  dealers  also 
operate  as  brokers.  Attached  to  this  statement  are  copies  of  wires 
l)roviding  this  authority,  I  should  like  to  read  them  into  the 
record.  I  particularly  represent  small  dealers  rather  far  removed 
from  the  financial  centers. 

I  am  allowed  only  15  minutes  of  your  time  and  Avill  try  not  to 
repeat  testimony  already  given.  May  I  complete  my  statement, 
wdiicli  is  brief,  and  then  I  shall  be  glad  to  answer  questions. 

I  am  in  favor  of  Federal  supervision  and  control  of  stock  ex- 
changes. I  am  in  favor  of  complete  and  accurate  reports  to  stock- 
holders; I  am  in  favor  of  punishing  misrepresentation,  fraud,  and 
other  acts  by  either  brokers  or  dealei-s  which  are  detrimental  to  the 
public  interest.  I  am  opposed  to  pools,  corners,  and  the  manipula- 
tion of  markets. 


STOCK    EXCHANGE    PRACTICES  6749 

I  have  certain  general  objections  to  the  regulation  of  stock  ex- 
changes by  rigid  and  fixed  statute.  I  do  not  think  that  a  fixed 
statute  endeavoring  to  deal  with  all  the  complex  and  intricate  prob- 
lems of  the  brokerage  business  can  be  so  drawn  as  to  eliminate  the 
possibility  of  abuses  without  at  the  same  time  destroying  the  func- 
tions of  exchanges  and  the  free  and  open  market  for  securities  to 
the  great  detriment  of  the  public. 

Time  does  not  permit  me  to  cover  the  entire  subject  matter  of  the 
bill  and  I  will  therefore  confine  my  statement  to  the  effect  of  the 
first  sentence  of  section  10  and  section  19(b)  insofar  as  this  section 
relates  to  this  sentence  and  section  7(c),  which  separate  dealers  and 
underwriters  from  brokers. 

The  presumed  purpose  of  these  sections  which  provide  for  the 
divorce  of  broker  and  dealer  is,  (1)  to  insure  that  the  customer 
knows  whether  he  is  dealing  with  a  firm  as  a  broker  or  a  dealer, 
and,  (2)  to  prevent  the  use  of  the  same  capital  for  the  conduct  of 
two  businesses.  I  do  not  presume  that  the  bill  was  intended  to 
enforce  a  hardship  upon  the  conduct  of  legitimate  business  nor  to 
further  reduce  the  already  decimated  ranks  of  the  dealers  although 
these  sections  would  do  both.  I  shall  later  suggest  how  the  pur- 
poses of  these  sections  can  be  fulfilled  without  damage  to  public 
interest. 

As  drawn  these  sections  would  destroy  the  business  of  many  small 
firms  in  smaller  communities  as  these  firms  depend  for  their  liveli- 
hood and  their  usefulness  upon  providing  both  brokerage  and  in- 
vestment service  to  their  customers.  This  would  injure  the  investor. 
There  may  be  no  legitimate  firms  left  in  numy  smaller  towns.  If 
this  is  the  case,  it  would  make  investment  difficult  and  precarious. 
If  there  are  any  left,  they  would  be  wholly  separate  firms,  which 
would  have  difficulty  earning  a  livelihood.  The  investor  could  not 
buy  nmnicipal  bonds  and  listed  common  stocks  from  the  same  firm. 
Neither  the  broker  nor  the  dealer  could  take  a  comprehensive  and 
disinterested  view  of  the  investors'  requirements.  Pressure  will  be 
exerted  on  the  dealer  to  recommend  oidy  unlisted  securities  to  his 
clients  in  order  to  handle  all  of  their  business.  A  broker  is  likely 
to  be  prejudiced  in  favor  of  listed  common  stocks  only.  I  do  not 
see  how  the  public  will  be  benefited  by  the  proposed  separation. 

I  believe  the  country  as  a  whole  will  be  injured.  First,  if  I  am 
correct  in  the  assumption  that  many  small  dealers  will  be  forced 
out  of  business  or  would  become  brokers  only,  then  it  will  become 
even  more  difficult  than  it  is  at  present  for  deserving  local  enter- 
]:)rises  to  be  financed.  Secondly,  municipalities  are  largely  financed 
by  small  dealers,  who  are  also  brokers  and  wlio  purchase  municipal 
obligations  and  redistribute  them  to  the  individual  investor.  Ex- 
perience has  shown  that  this  type  of  financing  cannot  be  handled  on 
a  brokerage  basis.  If  an  arbitrary  separation  is  imposed,  it  would 
greatly  curtail  the  market  for  municipal  bonds  and  small  local 
issues.  I  shall  not  go  further  into  this  phase  of  the  matter  because 
of  limitations  of  time. 

It  would  not  be  constructive  to  object  to  the  divorcement  of  the 
brokerage  and  dealer  business  without  suggesting  some  means  which 
would  insure  the  public  against  confusion  of  functions.  This  can 
be  clone  by  the  segregation  of  the  two  businesses  under  one  owner- 
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ship,  and  by  having  all  letterheads  printed  either  "  Bond  depart- 
ment "  or  "  Brokerage  department."  All  statements  showing  trans- 
actions with  customers  should  be  clearly  phrased  to  indicate  without 
possibility  of  misunderstanding  whether  the  firm  is  acting  as  a  broker 
or  a  principal  in  that  particular  transaction.  This  has  been  com- 
prehensively provided  for  in  the  Investment  Bankers'  Code  recently 
adopted. 

The  Chairman.  But  not  yet  signed  or  approved  by  the  President. 

Mr.  Witter.  No,  sir. 

The  Chairman.  You  may  proceed  with  your  statement. 

Mr.  Witter.  Our  bond  department  has  eight  separate  forms  show- 
ing purchase  and  sale  of  securities  and  clearly  setting  forth  whether 
we  are  acting  as  a  broker  or  a  principal.  In  the  event  that  we  are 
selling  securities  in  which  we  have  a  profit  that  fact  is  also  stated. 
I  attach  hereto  copies  of  the  eight  forms  which  we  use  and  in  which 
we  say  in  so  many  words  that  '*  We  act  as  principal ",  if  that  is  the 
case.  If  we  act  as  principal  in  the  sale  of  securities  in  which  we 
have  no  profit  or  a  loss  we  obviously  omit  the  phrase  "  which  in- 
cludes a  profit  to  us  ",  and  unfortunately  we  have  had  much  use 
for  this  particular  form. 

In  the  conduct  of  my  firm  and  many  others  we  have  scrupulously 
segregated  our  brokerage-department  premises,  books,  accounts,  or- 
ganization, capital,  personnel,  and  functions.  In  general  our  broker- 
age departments  and  bond  departments  are  as  separate  as  though 
they  were  two  different  firms  except  for  mutuality  of  name,  owner- 
ship, and  general  policy.  I  think  that  no  harm  and  some  advantage 
have  come  to  the  customers  of  each  department  through  the  dual 
functions  of  the  firm.  No  brokerage  department  customers'  man  is 
allowed  to  sell  our  own  participations  or  imderwritings  to  his  cus- 
tomers. The  reason  is  practical  as  well  as  ethical.  If  we  sell  our 
own  imderwritings  to  brokerage-department  customers,  who  often 
carry  securities  on  margin,  the  securities  are  not  permanently  placed, 
and  we  have  not  fulfilled  our  obligation  to  the  company  whose  se- 
curities we  have  been  paid  to  sell.  If  we  sell  our  imderwritings  to 
marginal  customers,  we  are  using  our  own  capital  for  the  purchase 
of  our  ow^n  securities.  In  the  event  of  adverse  developments  we 
would  be  frozen  with  these  loans.  In  addition  brokerage-depart- 
ment customers  have  reason  to  resent  biased  advice,  and  the  recom- 
mendation of  our  own  issues  would  destroy  our  brokerage  business. 

I  do  not  believe  that  it  is  practical  to  provide  by  statute  that  the 
two  businesses  should  be  as  completely  segregated  as  ours,  as  small 
dealers  cannot  afford  the  segregation  of  capital  and  premises.  The 
large  dealer,  of  course,  could  afford  to  segregate  his  business  as  be- 
tween two  departments;  and  I  think,  perhaps,  it  would  be  proper 
to  insist  that  the  large  dealer  do  so.  But  I  do  not  think  that  is  a 
practical  suggestion  from  the  view^point  of  the  small  dealer.  The 
main  purpose  of  segregation  is  served  by  making  it  clear  whether 
the  dealer  is  a  broker  or  a  principal.  This  should  be  indicated  in 
verbal  statements  and  in  written  bills  and  confirmations. 

The  dealer  and  underwriter  business  has  recently  been  largely  con- 
fined to  tlie  purchase  and  sale  of  municipal  bonds.  These  bonds  are 
rarely,  if  ever,  listed  and  under  the  provisions  of  Section  7  (c)  a 
dealer  can  neither  use  his  capital  to  carry  such  securities  nor  could 
he  borrow  money  against  them. 
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In  passing  I  think  I  should  point  out  that  it  is  impossible  for  a 
brokerage  firm  to  refrain  entirely  from  acting  as  a  principal,  as  in 
the  case  of  errors  which  must  be  cleared,  and  that  no  dealer,  whether 
member  of  an  exchange  or  not,  can  refrain  from  acting  as  a  broker 
unless  it  refuses  to  handle  customers'  orders  to  buy  securities  not 
owned  by  the  firm.  A  strict  interpretation  of  this  portion  of  the 
bill  would  destroy  the  investment  banking  business  and,  consequently, 
the  capital  market  which  I  think  is  admitted  to  be  prerequisite  to 
normal  recovery. 

Section  6  of  the  proposed  bill  forbids  lending  on  unlisted  securi- 
ties  which  would  enforce  a  great  hardship  upon  the  market  for  un- 
listed securities  and  particularly  upon  the  smaller  communities  and 
the  smaller  firms.  Section  14  regulating  "  over-the-counter  "  mar^ 
kets  enforces  a  particular  hardship  on  outlying  territories  as  there 
are  a  multitude  of  unlisted  bonds  and  preferred  stocks  traded  in 
which  are  in  most  cases  obligations  of  companies  so  small  that  their 
size  would  preclude  compliance  with  any  expensive  listing  require- 
ments. The  Los  Angeles  group  have  pointed  out  that  there  are  over 
a  thousand  issues  of  companies  traded  in  which  provide  in  some 
cases  some  sort  of  collateral,  and  with  which  they  could  not  deal  if 
this  bill  became  effective. 

The  Dickinson  report  to  the  Secretary  of  Commerce  recommended 
control  by  a  "  Federal  Stock  Exchange  Authority  "  and  through  a 
flexible  mechanism  to  further  study  the  means  of  regulating  the 
stock  exchanges  and  advised  against  placing  stock  exchanges  in  a 
strait- jacket.  It  urged  that  the  law  be  limited  to  minimum  require- 
ments and  that  broad  discretionary  power  be  given  the  authority. 
Regarding  the  segregation  of  brokerage  and  dealer  business  it  said : 

Any  such  proposed  segi'egation  should  not  be  aceomplishefl  before  we  are  in 
a  position  to  calculate  its  cost  and  to  foresee  its  repercussions. 

I  think  that  the  authority  designated  to  exercise  control  of  stock- 
exchange  firms  should  be  authorized  to  extend  the  segregation  of  the 
two  businesses  as  far  as  its  further  study  indicates  it  to  be  neces- 
sary in  the  interests  of  the  public. 

[Western  Union] 

San  Francisco,  Calif.,  February  21,  IdSJf. 
Dean  Witter, 

Hotel  Carlton,  Washington,  D.C.: 
At  a  joint  meeting  of  Security  Dealers  Association  of  San  Francisco,  local 
I.B.A.  members  and  nonniembers,  totaling  53  firms,  a  resolution  was  unani- 
mously adopted  authorizing  you  to  represent  them  before  the  Senate  Banking 
Committee  and  the  Interstate  and  Foreign  Commerce  Committee  of  the  House 
and  to  express  for  them  their  disapproval  of  the  Fletcher-Rayburn  bill  as  now 
written.  Group  wishes  specific  opposition  registered  to  sections  6,  10,  and  14. 
Dealers  object  to  section  6,  which  in  present  form  precludes  extension  by  banks 
of  credit  on  unlisted  securities  in  regular  course  of  business  which  would  stifle 
public  market  for  majority  of  Pacitic-coast  issues  and  cause  deflationary  liqui- 
dation, thereby  impeding  further  national  recovery.  Dealers  feel  Pacific-coast 
market  requires  security  dealer  to  act  both  as  investment  banker  and  broker 
in  order  to  properly  handle  and  diversify  clients,  investment  account  which 
must  be  given  first  consideration.  Dealers  therefor  oppose  section  10  because 
it  encourages  exclusive  broker  to  favor  and  sponsor  only  securities  on  his 
particular  exchange  for  commission  consideration  and  likewise  causes  ex- 
clusive underwriter  or  dealer  to  recommend  only  those  securities  in  which 
they  personally  are  interested. 
175541— 34— PT  15 22 
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III  view  of  tho  oxivllont  soU'-iviiiiliUnr.v  nioasui-os  ombiHlioil  within  iho  inir 
prjU'tii'O  provisions  of  Investmont  Bankois  Codo  appvovod  by  this  i;ronp  today 
stvtion  .14  of  bill  is  not  only  burilonsonie  but  unnooossnry.  Fmthorniore. 
boliovo  stvtion  14  deslrui'tive  to  iniUsted  inarkot  hore  booauso  majority  of 
wostern  issuos  are  not  listed  on  any  oxohansio  and  their  marketability  would 
be  narrowed  to  detriment  of  both  eorporatiou  and  soeuriiy  owners.  Partial 
list  houses  present  folUnvs :  AnglcvCalifornia  National  Hank,  American  Trust 
(,'o..  Hank  of  America.  X.  II.  Hennett  &  Co.,  Hennett,  Kiehards  &  Co..  Brush 
Sloeun\b  &  Co..  Hlyth  &  Ct»..  Cavalier  i^  Co..  City  Co..  Conrad.  Bruce  i*<  Co., 
l>avid  Skasigs  &  Co..  IVnault  &  Co..  Ehvorthy  &  Co..  Eyre  Talmer  &  Co.. 
Heller  Bruce  iV:  Co..  Ilellnian  Wade  &  i'o..  llemlerson  &  Co..  Heron  &  Co., 
.Martin  .ludce.  .Ir.  ^  Co..  Leppo  vV:  Co..  Mitchum  TuUy  i"s:  Co..  R.  H.  Moultou  & 
Co..  K.  N.  >iillcr  v*i  Ci>..  Collins  &  Sons.  Inc..  Schwabacher  &  Co..  Shaw  Hooker  & 
Weedin  &  Co..  Dean  Witter  &  Co..  Wulff  Hansen  v»i:  Co. 

Secikity  1>e.\ij':ks  Assix^ation  of  San  Fkancisco. 

IPosial  Tolosrraplil 

Los  Anc>kj.ks,  Calif..  Fchniarii  .^1.  liKl'i. 

Vl^Ay    WiTTFii. 

C(irlt{>ii  i/ ().'<•/.  \Vti,^lii)i(7toii,  B.C.: 
Security  Dealers  Association  of  Southeru  California,  a  voluntary  as.^i>ciatioji 
con»po-;ed  of  71  investment  dealers  all  operating  in  southern  California,  20 
menU>ers  having  seats  on  some  exchange  »>porating  both  as  bn>ker  and  dealer, 
and  ol  memberts  having  no  stiK'k  exchange  .^eats  but  acting  both  as  broker  and 
dealer,  had  a  meeting  toilay.  unaninnnisly  authorizing  you  to  represent  their 
association  before  Senate  Banking  Conunittee  and  Interstate  and  Foreign  Com- 
merce Committiv  in  coiuitvtion  with  Fletcher-Kayburn  bill.  Our  group  here 
l-articularly  concerned  with  section  OA.  which  we  feel  in  present  form  would 
liredude  extension  of  crinlit  by  banks  on  unlisted  securities  in  regular  course  of 
business  and  feel  should  be  detinitoly  claritied.  Sectimi  10  we  feel  affects  par- 
liciUarly  legitimate  small  investmont  dealers  whose  relationship  with  client 
makes  it  ntvessary  for  them  to  act  Inith  as  agent  and  principal  in  giving  rounded 
investment  service.  I>ealer  who  is  intrusted  with  client's  investment  account 
should  surely  l>e  alloweil  to  act  as  agent  for  that  client  if  he  feels  it  necessary. 
Sei'tiou  14  presents  a  particular  problem  in  this  territory  as  there  are  more  than 
l.(.XH>  issues  tndistetl  bonds  and  preferred  stiH-ks  traded  in  which  are  in  mos^t 
cases  obligations  of  companies  so  small  that  their  size  would  in-e^lude  compli- 
ance with  any  rigid  rules  that  may  be  set  up  by  Fcnleral  Trade  Commission.  We 
are  wiring  ilirtvtly  to  committee  as  an  association  and  some  of  our  members  alsi> 
wiring  meml>ers  of  the  I'ommittee.  Please  advise  in  what  way  we  may  be 
of  further  assistance. 

Seccrity  Dealers  Association  of  Soitufrn  Cvufornia. 
By  Edw.  McWiizjAMS,  Sccrctari/. 

[Wosteni  I'nion] 

Portland.  Oreo..  Ftbruan/  2S,  1934- 
Dean  Witter, 

I'ariton  Hotel.  Wiu^hington.  B.C. 
The  boai'd  of  gi^veruors  of  the  Investment  Bi>ud  Club  of  Portland,  having 
33  dealers  as  members,  wotild  like  yi>u  to  represent  the  organiziition  before 
Senate  and  House  committtvs  in  regard  to  Fletcher-Kayburn  bill.  Our  organiza- 
tion is  disturbed  by  provisions  in  the  bill  which  seriously  hami>er  investment 
houses  which  are  primarily  ilealers.  these  same  provisions  failing  in  our 
opinion  to  afford  investing  public  any  protection.  Sei-tions  10  and  14  are 
^vtrticularly  »ift"ensive  in  this  connection.  Section  t>  A  would  seriously  injure 
lu>ld<.rs  of  high-grade  unlisted  bonds.  In  general  we  see  no  occasion  for  pro- 
visions of  act  which  hamper  investment  dealers  who  occasionally  act  as  brokers 
for  ctmvenience  of  customei-s.  After  all  we  have  the  Securities  Act  of  1933  and 
our  code  besides  State  regulations. 

Investment  Bond  Club  of  Porti-knd. 
R.  H.  M-VRTiN.  Pir-iiilent. 
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[Wewttrn   Union  J 

Seaitli-;.  ^^'As^I.^f. n.v    I'th.  ^s.  /.9.j^. 
Dka.n    Witteb, 

Cnrltoii  Hotf'l,  \\'(inhiuytoti.  Ij.f;.: 

The  \Vasliin;.'toii  State  Securities  Dealers  A.s.soeiatioM.  a  voluntary  associa- 
tion coinposcfl  of  all  dealers:  in  securities  in  the  state  of  Washington,  at  a  meet- 
in«  yesterday,  unanimously  authoriz^'d  you  to  represent  their  ass'X.-iation  R*fore 
the  Senate  Hanking  Committee  and  the  House  Interstate  and  Foreign  <'om- 
meice  Committee  in  connection  with  the  Hetcher-Raybum  bill.  While  all 
members  of  our  group  are  in  accoi'd  that  s<jme  regulation  is  desirable,  they 
believe  the  bill  in  its  present  form  will  be  detrimental  not  only  to  their  own 
business  but  to  industry  in  general  and  bene*-  fjetrimeiital  to  the  best  interests 
of  the  public.  Our  members  iM.-lieve  the  following  .section  will  work  an  undue 
hardship  upon  their  operations:  Section  Six  A  would  i)rohibit  banks  from  ex- 
tending credit  on  unlisted  securities  in  the  regular  course  of  business,  thus 
dejiriving  dealers  of  the  credit  they  now  receive  on  bank  drafts  as  well  :|s  on 
inventory  except  in  the  case  of  listed  securities.  Section  ten  prohibits  a  dealer 
from  acting  as  Ix^tli  <lealer  and  broker.  All  dealers  in  this  state  have  found 
it  necessary  to  act  both  as  principal  and  agent  in  order  to  render  a  complete 
investment  .service.  This  would  work  a  particular  hardship  on  dealers  in  this 
state  whose  businesses  are  of  cours<'  smaller  than  in  larger  financial  centers. 
'JTie  same  result  could  be  accomidished  by  requiring  the  dealer  to  state  at  the 
time  the  transaction  is  made  and  to  tyinnvrite  or  stamp  on  his  confinnalion 
whf'ther  he  acted  as  dealer  or  brok<'r  or  both. 

Section  f<iurteen,  which  purports  to  control  over-the-counter  transactions  in 
unlistefl  as  well  as  liste<]  securities,  would  completely  destroy  the  market  for 
.such  unlisted  issues.  The  stock  of  only  onn  corjioration  and  the  bonds  of  only 
one  corporation  incorporaterl  under  the  laws  of  the  state  of  Washington  are 
listed  on  a  recognized  national  exchange — the  New  York  Curb.  Practicallj'  all 
.securities  issued  by  Washirigton  corrx>rations  are  in  amounts  too  small  to 
comjily  with  the  listing  rc'i'iirements  (tf  national  exchanges.  Destroyin'.:  the 
market  for  such  securities  and  taking  away  their  collateral  value  would  be 
detrimental  not  only  to  security  dealers  but  to  the  entire  community.  Our 
groujt  desires  to  make  the  following  comment  as  to  th«'  effect  of  certain  sections 
on  general  business  and  financial  conditions:  Under  subsection  two  of  Section 
six  the  fixing  of  margin  requirements  should  be  left  to  the  Federal  Reserve 
Board  inasniu'-h  as  that  body  is  responsible  for  financial  policies  in  the  United 
States.  MargiJi  provisions  as  fixed  under  this  subsection  would  force  liqui- 
dation of  listed  and  uuli.sted  securitjes  not  only  from  brokers  but  also  from 
banks  whi(  h  is  most  undesiral*le  at  this  stage  of  our  recovery.  Inasmuch  as 
all  banks  are  subject  to  supervision  and  examination  by  national  an<l/or  state 
bariking  department,  they  should  l>e  p«'rmitted  some  latitude  in  the  making  of 
<*ollateral  loans.  Not  oidy  is  thi.s  denied  them  under  subsection  three  but  also 
they  are  deprived  of  a  highly  satisfactory  safe  and  liquid  tyi»e  of  loan.  Sec- 
tion twenty-two  provides  that  all  information  filed  with  the  Federal  Trade 
Commission  shall  be  made  available  to  the  public;  thus  intimate  details  re- 
garding th»'  business  of  every  corporation  whose  .securities  are  traded  in  are 
made  available  to  all  competitors  whether  domestic  or  foreign.  The  require- 
ments for  listing  are  so  onerous  that  many  small  corporations  may  find  it  im- 
possible to  comply. 

Moreover,  there  are  apparently  no  limitations  as  to  the  number  and  nature 
of  reports  to  be  require<l  from  time  to  time  by  the  Ferleral  Trade  Com- 
mission. The  jirovisions  relating  to  the  responsibility  of  officers  filing  reports 
and  the  provisions  g<iverning  the  actions  of  officers,  directors  and  stock- 
holders owning  or  acquiring  five  per  cent  or  more  of  a  single  Issue  apr>**ar  after 
careful  consideration  exceedingly  dangerous  to  the  interests  of  the  public. 
Moreover,  the  penalties  provided  thereunder  l)ear  no  relation  to  any  losses 
incurreij  and  place  a  premium  upon  the  activities  of  a  litigous  chisler.  The 
Washington  State  Securities  Dealers  A>ssociation  is  compo.se<J  of  forty-eight 
investment  bankers,  all  operating  both  as  broker  Jind  dealer  within  the  State 
of  Wa.shingti'U. 

Washington  State  Securities  Dealers  Association. 
Lyt.e  Wil.so.n.  Secretar]/- 

Senator  Babkley.  Mr.  Witter,  are  you  filing:  the  balance  of  this 
statement  ? 
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Mr.  Witter.  Yes,  sir;  I  should  like  to  file  it  in  full.  I  did  not 
read  it  in  full  because  a  good  deal  of  it  was  included  in  what  Mr. 
Newbold  presented  to  you. 

The  Chairman.  But  do  you  want  all  of  these  included  ? 

Mr.  Witter.  Yes,  Mr.  Chairman ;  if  you  please. 

The  Chairman.  What  is  the  name  of  j^our  firm? 

Mr.  Witter.  My  firm  is  Dean  Witter  &  Co. 

Senator  McAdoo.  Mr.  Chairman,  I  want  to  say  that  Mr.  Witter 
is  one  of  my  constituents;  that  his  firm  stands  very  high  in  Cali- 
fornia, and  that  Mr.  Witter  himself  is  a  man  of  character  and 
capacity,  and  I  am  very  glad  to  have  him  come  here  and  explain  the 
views  of  investment  bankers. 

The  Chairman.  We  are  very  glad  to  have  heard  liim. 

Senator  McAdoo,  Mr.  Witter,  you  represent  about  all  of  them,, 
do  you  not  ? 

Mr.  Witter.  I  represent,  I  think,  all  of  the  dealers  out  there. 

Senator  McAdoo.  Now,  we  have,  as  I  understand  it,  in  California 
a  great  many  stocks  that  are  dealt  in  on  exchanges  that  would  not 
be  susceptible  of  listing  on  any  exchange. 

Mr.  Witter.  Yes,  sir. 

Senator  McAdoo.  For  instance,  like  mining  stocks,  or  some  of  the 
oil  stocks,  representing  adventures  in  enterprises  which  may  or  may 
not  turn  out  successfully,  and  many  people  lose  money  in  that 
sort  of  thing.  Do  you  think  it  would  be  well  to  impose  some  drastic 
regulation  upon  such  issues? 

Mr.  Witter.  Well,  I  think.  Senator  McAdoo 

Senator  McAdoo  (interposing).  Or  do  you  think  that  would  be 
objectionable.  That  is,  that  if  you  were  to  rigidly  restrict  that  kind 
of  enterprise,  even  though  there  have  been  some  losses,  that  it  would 
prevent  a  thing  that  has  developed  many  successful  enterprises  and 
served  that  section  of  the  country? 

Mr.  Witter.  By  so  doing  you  would  undoubtedly  restrict  the  de- 
velopment of  some  very  worthy  enterprises.  But  the  main  effect  of 
providing  any  reasonable  requirement  for  the  listing  of  such  stocks 
would  only  mean  the  driving  of  them  from  recognized  exchanges  to 
the  bootleg  markets  of  the  country,  as  they  would  be  purchased  and 
sold  in  just  the  same  way,  and  to  the  greater  detriment  of  the  public. 
Senator  McAdoo.  Then  you  do  not  feel  that  they  are  susceptible 
of  regTilation  ? 

Mr.  Witter.  I  do  not  know  of  any  means  by  Avhich  that  class  of 
securities  could  be  estopped. 

Senator  McAdoo.  Well,  now,  in  the  matter  of  segregation  of  the 
investment  business,  to  which  you  alluded  in  your  statement,  are 
there  any  abuses  so  far  as  you  are  aware  of  a  conspicuous  character 
resulting  from  the  combination  of  activities  of  firms  in  California 
which  engage  in  the  investment  banking  business  and  also  in  the 
brokerage  business? 

Mr.  Witter.  I  do  not  believe  that  any  firm  can  operate  as  a  dealer^ 
as  I  have  said  before,  without  also  operating  as  a  broker  at  times. 
That  is,  if  they  are  going  to  provide  any  sort  of  service  to  their 
customers.  I  think  there  always  have  been  and  always  will  be  some 
abuses  of  public  confidence,  both  by  dealers  and  by  brokers,  but  I 
think  a  segregation  of  the  two  functions  would  make  it  more  dif- 
ficult to  prevent  such  abuses,  not  less  difficult. 
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Senator  McAdoo.  Well,  would  it  be  possible  by  regulation  to  pre- 
vent the  abuses  without  compelling  segregation? 

Mr.  Witter,  I  do  not  recognize  any  abuses  that  come  from  the 
joint  functions  of  broker  and  investment  banker  in  the  same  firm. 
The  fact  has  been  stressed  here  that  there  were  three  or  four  very 
large  New  York  firms  that  went  bankrupt  to  the  detriment  of  them- 
selves and  the  community  in  the  period  following  the  crash  of  1929, 
But  as  to  those  three  or  four  large  firms — and  I  do  not  think  there 
■were  more  than  that  number — while  they  were  both  broker  and  in- 
vestment banker,  their  business  was  handled  in  such  a  way  that  they 
"would  most  certainly  have  gone  broke  whether  they  had  served  the 
dual  function  of  broker  and  investment  banker  or  not. 

Senator  MgAdoo.  Then  you  do  not  thinli  there  are  any  abuses 
because  of  nonsegregation  that  would  be  cured  by  segregation  ? 

Mr.  Witter.  No  :  I  think  they  would  be  aggravated  by  segregation. 

Senator  Barkley.  In  your  statement  you  do  not  oppose  the  bill  as 
ii  whole,  do  you  ? 

Mr.  Witter.  No,  sir. 

Senator  Barkley.  Do  you  discuss  marginal  requirements  in  your 
statement  ? 

Mr.  Witter.  No,  sir;  I  do  not.  I  do  not  feel  that  I  am  compe- 
tent to  discuss  marginal  requirements,  except  to  say  that  I  feel  as 
a  trader  the  marginal  requirements  proposed  in  the  present  bill 
are  so  severe,  and  the  2)rohibitions  against  lending  on  unlisted  securi- 
ties are  such,  that  it  would  result  in  practically  an  embargo  on  the 
brokerage  business.  In  other  words,  the  marginal  recjuirements  pro- 
vided in  the  bill  are  much  more  severe  than  they  appear  to  be  on 
their  face,  because  while  there  is  a  60  percent  margin  provided, 
that  might  mean  in  reality  a  150  percent  margin.  And  if  there  were 
a  fixed  percentage  beyond  which  a  l)rokerage  firm  coidd  not  allow  his 
customer's  account  to  go,  he  would  not  be  able  to  start  with  the  60 
percent  margin,  as  the  bill  provides,  because  if  the  market  went  down 
that  day  he  would  only  have  59  percent  and  would  have  to  sell  his 
customer  out  entirely  or  in  part,  so  that  he  would  probably  have  to 
insist  upon  80  or  90  percent  in  order  to  make  his  customer  safe  in 
the  first  instance. 

Senator  Gore.  Is  it  youj-  understanding  that  when  it  broke  the 
margin  line  the  broker  would  sell  out  the  stock?  Do  you  think  that 
is  the  reason  it  has  to  be  mantained,  because  there  is  no  flexibility 
about  this  bill?  In  other  words,  if  it  starts  at  60  percent  j'ou  would 
have  to  maintain  at  least  that  percentage? 

Mr.  Witter.  I  think  while  in  a  measure  it  may  be  flexible,  yet  it 
is  greatly  excessive. 

Senator  Gore.  It  certainlv  is  not  flexible  if  vou  cannot  bend  it 
at  all. 

Senator  McAdoo.  Mr.  Witter,  would  you  think  it  in  the  public 
interest  to  put  an  embargo  on  stock  transactions  on  margin  alto- 
gether ? 

Mr.  Witter.  No,  sir.  But  I  am  getting  on  a  subject  that  I  am, 
perhaps,  not  as  familiar  Avith  as  others  who  are  here.  But  I  think 
it  would  be  a  catastrophe  to  the  financial  interests  of  the  country  if 
that  were  done. 

Senator  McAdoo.  Do  you  think  abolition  of  exchanges  altogether 
would  be  a  good  thine? 
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Mr.  Witter.  No,  sir. 

Senator  Barkley.  Is  the  existence  of  a  market  for  the  purchase 
and  sale  of  stock,  for  instance,  in  the  case  of  the  United  States  Steel 
Corporation,  a  matter  that  has  any  direct  bearing  upon  the  amount 
of  steel  that  company  makes,  or  the  amount  of  steel  that  will  be 
used  in  the  case  of  railroads,  automobiles,  or  other  industries? 

Ml".  Witter.  Well,  the  fluctuations  in  prices  of  the  various  stocks 
has  been  alleged  to  have  brought  about  all  of  our  troubles,  and  that 
is  the  theory  of  the  statement  which  has  been  made  that  the  Gov- 
ernment should  do  this,  that,  and  the  other.  But  I  do  not  think 
there  is  any  support  that  can  be  given  to  that  contention. 

Senator  Barkley.  The  question  is  whether  there  is  any  public  end 
served — I  am  speaking  from  3'our  viewpoint  only  and  not  at  present 
my  own — that  ultimately  meiins  the  welfare  of  the  people,  to  permit 
a  man  simply  to  go  in  one  day,  simply  to  buy  Steel  because  he  thinks 
it  is  going  up  and  selling  it  the  next  day  if  it  does  not  go  up  and 
holding  it  3  days  if  it  does  not  go  up,  or  a  week  or  a  month — what 
effect  that  has  on  the  actual  business  of  the  Steel  Corporation.  And 
the  same  question  might  be  asked  as  to  all  corporations,  whether  it 
creates  business  for  the  steel  company  and  whether  it  creates  emploj^- 
ment  for  their  employees.  The  fact  that  I  go  in  and  buj^  a  hundred 
shares  of  Steel  and  make  a  hundred  dollars  on  it  or  $500 — what  good 
does  that  do  the  steel  company  and  what  good  does  it  do  the  people 
who  are  working  for  the  steel  company  and  those  who  have  their 
money  invested  in  the  steel  company? 

Mr.  Witter.  It  does  not  do  the  steel  company  any  good  or  any 
harm,  and  it  does  not  do  the  people  who  have  money  invested  in  the 
steel  company  any  good  or  any  harm,  except  to  the  extent  tliat  those 
transactions  provide  a  market  which  permits  any  investor  that  wants 
to  buy,  to  buy,  and  any  investor  who  wants  to  sell,  to  sell. 

Senator  Barkley.  You  are  speaking  about  the  investor  now.  I 
am  speaking  of  traders. 

Mr.  Witter.  Yes,  sir. 

Senator  Barkley.  Day-to-day  traders. 

Mr.  Witter.  Yes,  sir. 

Senator  Barkley.  Of  course,  if  I  made  $500  and  needed  some 
steel,  it  would  help  me  to  buy  it.     That  might  help  the  company. 

Mr.  Witter.  Yes,  sir. 

Senator  Barkley.  But  on  the  whole  I  have  been  debating  in  my 
own  mind,  in  consideration  of  this  bill,  what  the  debit  and  credit 
in  the  country,  of  business  as  a  whole  throughout  the  country,  by 
which  I  mean  productive  business,  the  actual  production  of  com- 
modities and  their  consumption  and  sale,  transportation,  distribu- 
tion would  be;  what  effect  the  day-to-day  trading  on  the  stock  mar- 
ket would  have. 

Mr.  Witter.  I  do  not  po,se  as  sufficient  economic  authority  to 
answer  questions  as  broad  as  that,  but  I  cannot  see  any  direct  harm 
or  good  that  may  come  out  of  that  transaction  directly  to  the  steel 
company,  in  the  purchase  of  commodities. 

But  I  think  that  a  listed  market  for  securities  which  provides  a 
free  and  open  market,  a  market  place  where  those  securities  can  be 
bought  or  sold,  is  fundamental  to  our  present  economic  sclieme. 
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Senator  Barkley.  I  agree  to  that,  that  if  anybody  wants  to  invest 
in  steel  he  ought  not  to  have  to  go  to  the  home  office  of  the  steel 
company  and  sit  down  at  a  desk  there  in  order  to  buy  a  hundred 
shares  of  Steel  or  any  other  amount.  He  ought  to  have  some  con- 
venient place  where  he  can  go  to  get  the  Steel  if  he  really  wants  to 
invest  in  it. 

But  is  there  an  economic  necessity  for  providing  a  place  where 
a  man  simply  can  go  in  and  buy  .something  today  that  he  never  sees 
and  never  expectecl  to  see,  and  sell  it  tomorrow  to  somebody  else  he 
does  not  know  and  never  heard  of  and  never  expectecl  to  see,  know, 
or  hear  of?    Is  that  really  an  economic  necessity? 

Mr.  AViTTER.  Insofar  as  it  is  a  factor  which  creates  markets  I 
think  it  is  an  economic  necessity,  because  I  do  not  think  the  country 
can  endure  without  a  market  for  securities. 

Senator  Barkley.  Do  you  think  that  a  market  to  enable  people 
who  want  to  invest  in  good  faith  would  not  be  maintained  or  sup- 
ported unless  you  allow  all  of  these  short-time  transactions  to 
which  I  have  referred  ? 

Mr,  WiTi'ER.  Unless  you  allow  speculation,  the  present  markets 
could  not  be  maintained. 

Senator  Barkl?:y.  Do  you  interpret  this  bill  to  ]irevent  a  man 
who  has  stock  in  a  local  company,  like  a  hnnber  (■()in})any  or  tobacco- 
company  or  some  local  enterprise,  that  never  expects  to  see  the  stock 
exchange  and  would  not  ever  be  registered  on  it — nobody  wants  to 
register  on  it  because  it  is  not  that  sort — from  putting  that  stock  up 
as  collateral  in  a  bank  in  the  local  community  to  obtain  money  to 
put  into  his  business  or  to  carry  on  any  legitinuite  transactions  locally 
that  me  might  see  fit  to  carry  on? 

Mr.  Witter.  If  there  is  a  8()-day  provision  I  (h)ubt  that  it  would 
prevent  his  offering  that  stock  as  colhiteral  with  his  U)cal  bank,  but 
I  doubt  the  local  bank  would  have  any  inclination  to  nuike  a  loan 
against  the  stock  for  which  there  was  no  market. 

Senator  Barkley.  There  would  not  be  any  nuirket  for  that  sort  of 
stock  without  this  bill. 

Mr.  Witter.  There  is  some  market  in  the  unlisted  and  the  inactive 
markets  for  a  great  many  securities. 

Senator  Barkley.  I  am  speaking  of  the  local  stocks,  of  which  there 
are  thousands,  purel}'^  local  enterprises,  making  money,  declaring 
dividends,  but  not  on  any  stock  exchange  and  not  dealt  in  over-the- 
counter  or  any  other  way.  They  are  closely  held  by  the  people  in  the 
connnunity.  AVould  you  think  that  any  law  ought  to  be  passed  that 
would  i)revent  me,  as  a  stockholder  in  a  lumber  comi)any  in  my  home 
town,  which  is  making  money,  from  going  to  a  bank  there  and 
borrowing  money  on  it  for  80  days  or  90  days  or  6  months? 

Mr.  Witter.  I  have  read  the  bill  carefully,  sir,  but  I  think  it  takes 
an  attorney  to  interpret  that  bill,  and  I  think  the  attorney's  interpre- 
tation might  then  be  either  uncertain  or  wrong,  and  if  I  endeavor  to 
pass  upon  the  intricate  provisions  of  that  bill  I  am  afraid  I  will  get 
myself  into  deep  water. 

"Senator  Barkley.  If  it  should  do  that,  do  von  think  it  ouglit  to- 
do  it? 

Mr.  Witter.  I  most  certainly  think  it  should  not. 
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Senator  Gore.  Is  not  a  stock  exchange  in  the  larger  sense  a  mere 
market  where  securities  are  bought  and  sold,  and  is  not  such  a 
market  place  essential  to  the  liquidity  of  securities  ? 

Mr.  Witter.  It  is  absolutely  essential  to  the  liquidity  of  securities. 

Senator  Gore.  Is  not  the  liquidity  of  securities  essential  to  the  bor- 
rowing of  money  at  the  banks  under  existing  conditions? 

Mr.  Witter.  It  is  almost  prerequisite. 

Senator  Gore.  And  would  not  the  abolition  of  a  market  place 
where  you  can  buy  and  sell  securities  dry  up  the  sources  of  credit 
largely  and  be  an  extremely  deflationary  movement? 

Mr.  Witter.  It  would  be  the  most  deflationary  thing  that  I  think 
this  country  has  ever  known.  It  would  destroy  credits  in  the  banks 
and  would  hamper  business.  I  think  it  would  make  our  present  sys- 
tem of  capitalism  impossible. 

Senator  Gore.  Well  now,  speaking  of  capitalism,  the  background 
of  all  this  business  is  the  theory  or  the  assumption  that  capital  for 
the  enlargement  of  existing  businesses  and  establishing  of  new  busi- 
ness ought  to  be  supplied  out  of  the  savings  of  the  people  of  the 
country.    Isn't  that  true  ? 

Mr.  Witter.  Yes,  sir. 

Senator  Gore.  That  is  the  general  assumption ;  and  that  these  mar- 
ket places  provide  an  institution  or  a  place  where  people  who  have 
savings  and  who  desire  to  invest  them  can  go  and  buy  securities 
when  they  get  ready  ? 

Mr.  Witter.  Yes,  sir. 

Senator  Gore.  That  seems  to  me  to  be  the  justification  for  it. 
Now,  when  you  depart  from  investment  on  the  one  hand  and  embark 
on  the  field  of  speculation,  the  theory  as  I  understand  it  is  that 
speculation  is  essential  to  a  free  and  open  market  or  to  a  wider 
market,  and  it  contributes  to  stability.    Isn't  that  the  theory  ? 

Mr.  Witter.  Yes,  sir. 

Senator  Gore.  Of  course,  it  is  the  speculation  end  that  we  are 
trying  to  get  at  and  correct  the  abuses  of. 

Mr.  Witter.  I  do  not  think  you  can  legislate  in  such  way  as  to 
prevent  the  American  public  from  speculating.  If  they  do  not 
speculate  publicly  and  openly,  they  will  speculate  in  a  manner  which 
will  be  much  more  detrimental  to  them. 

Senator  Gore.  Of  course,  I  take  it  there  is  legitimate  speculation 
and  illegitimate  speculation,  so  to  speak.  If  you  would  run  a  di- 
viding line  between  the  two,  you  would  be  getting  somewhere.  I  do 
not  knoAv  that  that  can  be  done,  but  I  think  that  is  what  we  ought 
to  address  ourselves  to. 

Mr.  Witter.  I  think  speculation  has  been  blamed  for  a  great  many 
evils  for  which  it  was  not  at  all  the  cause. 

The  Chairman.  Do  you  draw  any  distinction  between  speculation 
and  gambling? 

Mr.  Witter.  I  am  not  familiar  with  the  two  definitions,  sir.  I 
would  in  my  own  mind. 

Senator  Barkley.  Speculation  sounds  better;  that  is  about  the 
only  difference  ? 

Mr.  Witter.  No;  I  think  gambling  goes  to  greater  extremes. 

Senator  Barkley.  I  know  the  word  "  gambling  "  is  an  ugly  word 
that  we  never  like  to  have  applied,  but  if  I  go  in  today  and  buy  a 
hundred  shares  of  stock  thinking  it  is  going  up  tomorrow,  and  with 
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the  intention  of  selling  it  tomorrow  and  making  a  profit,  what  differ- 
ence does  it  make  whether  you  call  it  "  speculating  "  or  "  gambling  "  ? 

Mr.  Witter.  By  that  definition,  all  business  is  gambling. 

Senator  Barkley.  I  realize  that.  I  agree  to  it.  All  life  is  gam- 
bling, so  far  as  that  is  concerned. 

Senator  Gore.  Anybody  that  buys  anything  for  a  rise  is  specu- 
lating. 

Senator  McAdoo.  That  absolutely  applies  to  every  sort  of  com- 
modity and  every  transaction  and  everything. 

Senator  Barkley.  It  applies  even  to  running  for  office. 

Senator  McAdoo.  Yes;  you  gamble  on  that;  and  sometimes  it  is 
a  very  unfortunate  gamble. 

Senator  Barkley.  And  sometimes  is  very  unfortunate  if  you  are 
defeated. 

Senator  McAdoo.  And  sometimes  ver}'  unfortunate  for  the  country 
if  you  are  elected. 

The  Chairman.  Do  you  know  what  the  requirements  as  to  margin 
are  in  San  Francisco? 

Mr.  Witter.  I  think  they  have  no  rigid  requirements  as  to 
margin. 

The  Chairman.  What  is  the  practice  for  margins  ? 

Mr.  Witter.  The  practice  is  always  for  a  broker  to  lend,  first, 
what  he  thinks  is  safe,  and  second,  what  he  can  reborrow  from  the 
bank  or  from  some  other  source  to  permit  him  to  carry  the  loan 
which  he  is  making. 

The  Chairman.  It  is  purely  arbitrary  with  him  as  to  when  he 
will  sell  a  customer  out  or  when  he  will  carry  him  ? 

Mr.  Witter.  Entirely  a  matter  of  judgment,  sir.  If  there  were 
margin  rules  as  to  30  or  50  percent,  no  brokerage  firm  could  conduct 
his  business  fairly  to  his  customers  without  at  times  making  a  tem- 
porary and  justified  exception  to  that  rule.  If  that  were  enacted 
into  statute  so  that  it  was  a  violation  of  a  crime,  I  think  the  conduct 
of  the  brokerage  business  would  be  impossible. 

Senator  Barkley.  Do  you  think  that  marginal  requirements  ought 
to  be  based  upon  a  situation  that  is  brought  about  by  a  sudden 
decline  in  stocks,  called  a  crash,  or  a  sudden  rise  in  stocks,  called  a 
boom,  or  ought  to  be  based  on  the  average,  normal  fluctuation  or 
probabilities  with  respect  to  stock  over  a  period? 

Mr.  Witter.  I  think  they  ought  to  be  based  upon  intelligence, 
and  you  cannot  make  any  rules  for  intelligence. 

Senator  Gore.  Well,  that  is  hopeless  noAv. 

Senator  McAdoo.  Mr.  Witter,  I  of  course  in  my  questions  hereto- 
fore and  in  all  questions  that  I  ask  in  this  committee  have  assumed 
that  there  are  two  interpretations,  because  the  questions  I  asked  do 
not  reflect  my  views  frequently.  I  only  ask  them  to  bring  out  some 
point  or  to  get  your  point  of  view. 

On  this  question  of  margin,  the  broker  really  does  exactlj^  what 
the  banker  does. 

Mr.  Witter.  Certainly. 

Senator  McAdoo.  When  he  makes  a  loan  against  the  stock  that 
the  customer  purchases. 

Mr.  Witter.  Yes,  sir. 

Senator  McAdoo.  The  broker  might  say  that  20-percent  margin 
with  a  man  of  well-established  credit  and  who  is  known  to  be  fully 


6760  STOCK    EXCHANGE    PEACTICES 

responsible  would  be  sufficient,  and  that  you  could  really  carry  his 
account  on  a  less  margin  basis  than  you  could  the  account  of  some- 
body who  had  no  large  credit  or  sources. 

Mr.  Witter.  Yes,  sir. 

Senator  McAdoo.  But  whose  character  might  be  all  right,  of  course. 
Now,  those  risks  the  broker  has  got  to  judge  for  himself,  just  as 
the  banker  does? 

Mr.  Witter.  Yes.  sir. 

Senator  McAdoo.  And  any  attempt  to  impose  an  arbitrary  basis 
for  credit,  either  in  a  bank  or  brokerage  house,  would  be  incapable 
of  enforcement  perhaps  and  would  be  very  unfortunate  in  its  effects, 
Avould  it  not  ? 

Mr.  Witter.  Yes,  sir.  And  how  are  you  going  to  distinguish  be- 
tween Government  bonds  and  municipal  bonds  and  inactive  bonds 
and  bonds  that  are  highly  speculative  on  the  one  hand,  and  between 
good  stocks  and  bad  stocks,  between  stocks  that  are  so-called  "  in- 
vestment "  stocks  and  those  that  fluctuate  wildly  in  the  market,  with 
any  fixed  rule,  unless  it  is  a  minimum  and  beyond  that  minimum 
places  the  power  to  regulate  in  the  hands  of  an  intelligent  authority  ? 

Senator  McAdoo.  Precisely.  For  instance,  if  you  are  carrying 
a  margin  account  in  a  stock  which  has  a  very  wide  market  all  of  the 
time  and  in  which  the  fluctuations  are  for  that  reason  not  extreme, 
or  less  extreme  than  a  stock  which  has  not  a  wide  market,  where 
you  can  afford  to  do  that  upon  a  less  margin  than  you  could  on  a 
stock  that  was  more  susceptible  of  wide  variations  in  price 

Mr.  Witter.  Yes,  sir. 

Senator  McAdoo.  All  those  are  matters  essentially  of  judgment 
on  the  part  of  the  man  who  lends  the  money;  isn't  that  a  fact? 

Mr.  Witter.  Yes,  sir. 

Senator  McAjdoo.  And  you  could  not  by  law  impose  some  arbi- 
trary restriction  or  rule  there  that  would  be  workable,  could  you? 

Mr.  Witi'er.  No,  sir.  Nor  do  I  subscribe  to  the  theory  that  the 
amount  that  is  loaned  upon  a  stock  will  lend  an  effective  bar  to  the 
enhancement  of  that  particular  stock,  and  I  speak  with  at  least  some 
precedent,  because  it  so  happened  that  in  San  Francisco  there  were 
certain  stocks  listed  in  the  exchange  and  very  active,  such  as  Bank 
of  Italy  and  Bank  Italy  Corporation  and  later  Transamerica,  and 
those  stocks  were  never  good  collateral  in  any  bank  or  in  any  broker- 
age house,  and  still  the  stocks  rose  to  fantastic  heights  and  they 
broke  very  much  farther  than  the  market  broke  in  similar  issues 
or  more  active  issues,  because  there  was  no  short  account,  there  was 
nothing  to  support  the  market.  People  were  all  enthusiastic  about 
them  one  day,  and  the  investors  were  all  terrified  the  next. 

So  that  I  have  never  subscribed  to  the  theory  that  the  amount 
loaned  on  a  stock  will  provide  an  effective  bar  to  the  heights  which 
those  stocks  may  reach  in  speculative  times. 

Senator  McAdoo.  What  you  say  about  the  banks  that  you  have 
mentioned  could  be  said  of  some  of  our  best  banks  in  California, 
where  the  stocks  rose  to  extraordinary  heights. 

Mr.  WirrER.  Yes,  sir. 

Senator  McAdoo.  And  where  the  shrinkage  was  tremendously 
great,  perhaps  not  so  great  and  so  far  as  New  York  banks,  because 
even  those  banks  of  highest  character  are  even  worse  than  those  in 
California. 
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Mr.  Witter.  And  I  doubt  that  bank  stocks  have  ever  been  recog- 
nized as  the  best  type  of  collateral.     They  have  not  by  my  firm. 

Senator  Gore.  Double  liability  has  something  to  do  with  that, 
hasn't  it? 

Mr.  Witter.  Yes,  sir. 

Senator  Gore.  Let  me  ask  you  this:  Is  it  your  interpretation  of 
this  bill  as  drawn  that  if  a  60-percent  margin  is  required  and  put 
up  when  the  stock  has  declined  to  that  point  where  your  margin 
is  reduced  one  point,  say  59,  then  the  broker  would  have  to  close 
out  the  account,  under  this  bill? 

Mr.  Witter.  Yes,  sir;  that  is  Avhat  the  law  says  if  I  read  it 
correctly. 

Senator  Gore.  Isn't  that  a  good  deal  like  when  you  hang  a  man 
and  you  spring  the  trapdoor  and  he  reaches  the  end  of  the  rope 
and  something  happens?     There  is  no  giving  at  all,  no  flexibility. 

Mr.  AViTTER.  No,  sir. 

Senator  Gore.  It  looks  to  me  a  good  deal  like  tliat.  You  just 
reach  the  end  of  your  tether  and  that  is  all. 

Senator  McAdoo.  Mr.  Witter,  what  you  mean  is  that  if  a  60-per- 
cent margin  is  required  and  that  margin,  because  the  price  of  the 
stock  should  decline  1  percent  to  59  percent,  you  would  either  have 
to  sell  the  customer  out  or  he  would  have  to  respond  to  a  call  for 
additional  nuirgin  to  maintain  it  at  a  60-percent  level? 

Mr.  Witter.  Yes,  sir;  I  so  understand. 

Senator  McAdoo.  You  think  this  bill  as  drawn  exacts  that,  do  you? 

Mr.  AVirrER.  I  again  have  to  say  that  I  am  not  an  attorney,  but 
I  may  say  that  that  is  my  understanding  of  it. 

Senator  Barkley.  That  is  the  practice  anyway,  isn't  it.  largely? 

Mr.  Witter.  No,  sir. 

Senator  Barkley.  If  a  man  lets  his  margin  get  below  the  re- 
quirements of  the  broker  and  docs  not  put  up  some  more  money,  the 
broker  can  sell  him  out  i 

Mr.  Witter.  Yes,  sir. 

Senator  Barkley.  And  usually  does,  unless  there  is  such  personal 
and  credit  relations  between  the  two  that  he  is  willing  to  carry  it 
for  a  few  days,  even  though  it  is  undermargined,  in  the  hope  tluit  it 
will  come  back  to  normal  ( 

Mr.  Witter.  The  difference  is  that  the  rule  in  any  exchange  is 
susceptible  to  justifiable  exception. 

Senator  Barkley.  Do  you  think  that  there  ought  to  be  a  rigid 
rule  laid  down  by  the  law  that  all  stocks  should  be  equally  margined, 
or  that  there  ought  to  be  some  discretion  somewhere,  either  in  the 
Trade  Connnission  or  the  broker,  to  fix  a  different  marginal  re- 
quirement on  the  volatile  stock  like  American  Connnercial  Alcohol 
or  Auburn  Automobile  or  some  others  that  rush  up  the  hill  and 
then  rush  back  down  before  anybody  can  keep  uj)  with  them  either 
waA^  ? 

Mr.  AVitter.  I  think  the  (lovernment  would  be  assuming  a  very 
grave  responsibility  if  it  undertook  to  fix  a  limiting  rate  upon  every 
stock  in  this  country.  I  do  not  think  it  is  practical.  I  do  not  think 
it  could  be  done.  I  do  not  think  it  is  a  responsibility  the  Government 
should  assume.  If  it  were  to  be  exercised.  I  think  it  ought  to  be 
exercised  through  the  Federal  Reserve  banks. 
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Senator  Barkley.  Assuming  that  there  should  be  some  require- 
ment as  to  margin  in  the  law,  you  think  there  ought  to  be  some 
discretion  lodged  somewhere  to  make  exceptions  or  to  give  a  cer- 
tain leeway  in  the  way  of  requirements  that  would  depend  somewhat 
upon  the  character  of  the  stock  and  its  fluctuations  over  a  period 
of  time  or  the  circumstances  surrounding  it  ? 

Mr.  Witter.  Yes,  sir.  I  believe  most  heartily  in  control  and  in 
supervision  of  the  stock  exchanges.  I  am  perhaps  out  of  step  with 
some  of  my  associate  members  of  the  stock  exchange  in  that  respect. 
I  think  that  the  Dickinson  report,  which  was  very  carefully  drawn 
up  and  which  I  heartily  approve,  provides  a  very  proper  basis  for 
the  drafting  of  a  law  which  would  provide  for  requirements  and 
which  would  leave  in  the  discretion  of  an  intelligent  and  honest 
authority,  which  by  the  way,  should  devote  its  entire  time  to  that 
job,  which  would  be  a  big  one — to  see  that  the  stock  exchanges  of 
this  country  are  conducted  in  a  manner  which  is  in  the  public  inter- 
est and  not  detrimental  to  the  public  interest.  I  think  that  is  funda- 
mental.   It  should  be  controlled. 

Senator  Gore.  The  broker  is  under  every  motive  to  protect  him- 
self with  reference  to  these  margin  accounts,  and  I  believe  it  has 
been  testified  here  and  the  records  show  that  there  were  not  any 
losses ;  the  brokers  did  not  lose  any  money.    Isn't  that  true  ? 

Mr.  WiTT'ER.  No,  sir.  There  are  a  lot  of  brokers  lost  a  lot  of 
money,  and  some  brokers  became  bankrupt  because  of  their  care- 
lessness. 

Senator  Gore.  Wasn't  that,  though,  when  they  were  trading  on 
their  own  account? 

Mr.  Witter.  No,  sir.    Margins  were  the  source  of  very  great  losses^ 

Senator  Gore.  I  think  they  went  so  far  as  to  say  in  New  York 
there  was  not  a  known  loss. 

Mr.  Pecora.  Senator,  I  think  that  testimony  related  to  the  brokers' 
loans;  the  lenders  of  brokers'  loans  did  not  lose  any  money. 

Mr.  Witter.  Exactly. 

Senator  Gore.  Oh,  I  see,  and  not  to  the  extent  that  the  brokers 
themselves  did  not  lose  ? 

Mr.  Pecora.  No,  sir. 

Senator  Gore.  I  thought  the  evidence  was  that  brokers  trading  on 
their  own  account  took  losses  along  with  other  people,  but  so  far  as 
accounts  of  their  customers  were  concerned  they  sold  them  out  in 
time  to  j)rotect  themselves. 

Senator  McAdoo.  Mr.  Witter,  as  a  practical  question  here,  where 
there  are  vast  amounts  of  securities  of  all  kinds  and  characters,  dif- 
fering in  value  because  of  the  merits  of  the  investments  themselves, 
we  are  undertaking  in  this  bill  to  regulate  by  some  arbitrary  stand- 
ards saying  that  60  percent  margin,  if  I  interpret  the  bill  correctly, 
shall  apply  to  all  loans  made  against  securities  that  may  be  traded 
in  through  these  banking  houses. 

Now,  would  it  not  be  equally  reasonable  to  say  that  all  banks 
should  require  some  fixed  amount  of  margin  or  security  on  the  multi- 
plicity of  loans  with  infinite  varieties  of  securities  back  of  them  that 
are  the  basis  of  credit  in  the  country  ? 

Mr.  Witter.  Yes,  sir. 

Senator  MgAdoo.  If  it  is,  and  we  attempted  that,  to  substitute  the 
discretion  of  government  for  the  discretion  of  boards  of  directoi-s 
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and  responsible  officers  of  these  banks,  would  you  think  as  a  prac- 
tical question  that  the  Government  could  administer  it? 

Mr.  Witter.  Oh,  I  do  not  think  that  the  Government  could  at  all. 
I  think  that  the  Government  when  it  assumes  the  function  of  gov- 
erning all  credit  and  governing  all  loans  and  providing  rules  and 
regulations  for  the  lending  of  each  bank  and  of  every  brokerage 
firm,  is  undertaking  a  job  which  it  cannot  possibly  handle  effectively. 

Senator  McAdoo.  On  the  other  hand,  I  think  that  we  all  realize 
that  there  have  been  many  abuses  in  the  conduct  of  the  exchanges 
throughout  the  country  and  that  they  need  to  be  corrected.  I  think 
myself  that  some  reasonable  measure  of  regulation  is  highly  desir- 
able in  the  public  interest.  The  question  is.  A^H^iat  is  reasonable  and 
what  is  practicable  to  meet  the  very  complex  and  difficult  problem 
that  is  presented,  not  only  by  this  security  business,  trading  in  stocks 
and  bonds  but  by  the  general  ci'edit  situation? 

JMr.  Witter.  Senator,  the  Dickinson  report  sets  forth  a  formula, 
after  careful  study,  which  provides  for  that  t3^pe  of  regulation,  and 
in  this  report  I  heartily  approve. 

Senator  McAdoo.  I  am  very  much  impressed  by  the  Dickinson 
report.  I  think  it  offers  a  beginning  that,  if  adopted,  would  prob- 
ably lead  to  satisfactory  results.  But  I  think  the  line  ought  to  be 
drawn  between  regulation  and  management. 

Mr.  Witter.  Yes,  sir. 

Senator  McAdoo.  Regulate  is  one  thing,  and  to  attempt  to  manage 
a  complex  business  is  a  very  different  thing. 

Mr.  Witter.  I  think  it  would  be  a  disastrous  thing. 

Senator  Gore.  The  general  complaint  urged  here  has  been  that 
the  brokers  have  been  a  little  too  liberal  with  respect  to  margin  ac- 
counts and  let  too  many  people  in  and  made  it  too  easy  for  them- 
selves to  wade  in  and  get  droAvned  soon  or  later,  a  lot  of  them.  Is 
that  your  understanding? 

Mr.  Witter.  I  think  that  is  probably  a  just  criticism.  And  the 
New  York  Stock  Exchange  has  taken  certain  steps  in  the  direction 
of  increasing  margins  to  remedy  that  particular  thing.  I  would 
not  object  if  they  went  further. 

Senator  Gore.  I  would  like  to  say  here  for  the  record  that  if  we 
invest  some  Government  agency  with  the  power  to  regulate  margins 
and  margin  requirements  when  there  is  a  general  movement  down- 
ward. Senators  will  find  themselves  under  a  good  deal  of  pressure 
to  try  to  exercise  their  influence  with  that  institution  to  get  them 
to  liberalize  the  margin  requirements  and  save  their  lives.  That  is 
politics. 

The  Chairman.  Is  there  anything  further  vou  want  to  say,  Mr. 
Witter  ? 

Mr.  Witter.  No,  sir.  I  want  to  apologize  for  getting  as  far  off 
the  subject  that  I  w^is  authorized  to  talk  upon  as  I  did,  because  my 
purj)ose  in  appearing  here,  sir,  was  to  say  that  those  people  whom  I 
repre>>ent  most  definitely  object  to  the  provisions  of  the  bill  which 
separate  the  functions  of  dealer  and  broker. 

Senator  Gore.  You  say  they  object  to  that? 

ISIr.  WiiTER.  They  objected  to  those  sections  of  the  bill  which 
have  tlie  effect  of  absolutely  separating  the  brokerage  and  invest- 
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inent  business,  because  the  investment  business  cannot  be  carried  on 
in  this  country  witliout  perniittino-  the  dealer  to  also  act  as  a  broker. 

They  object  to  section  6,  which  has  to  do  with  unlisted  securities. 
They  object  to  section  14,  which  has  to  do  with  over-the-counter 
markets. 

On  those  subjects  that  I  am  authorized  to  speak  for  them  I  have 
gotten  a  long  way  away  from,  I  am  afraid. 

(The  papers  submitted  by  Mr.  Witter  for  the  record  are  as 
follows:) 

[Form  No.  1,  specimen  only.     Sale  of  owned  securities  in  which  firm  has  profit] 

Dean  Witter  &  Co.. 
486  California  Street, 
San  Francisco,  December  2S,  1933. 
Mr.  John  Smith, 

ijMss  BuUd'wg,  San  Francisco. 
Dear  Mr.  Smith  :  At  the  request  of  Mr.  John  Doe,  we  are  pleased  to  confirm', 
sale  to  you  of  $1,000  par  value  Pacific  Gas  &  Electric  Co.  First  &  Refunding 
4%%  Bond  due  June  1,  1950.     Price  871/2,  plus  accrued  interest. 

In  this  transaction  we  act  as  principals,  confirming  at  a  net  price  which 
includes  a  profit  to  us. 

We  understand  you  wish  to  complete  this  transaction  tomorrow,  December  29. 
Thanking  you  for  this  business,  we  are 
Yours  very  truly. 

Dean    Witteb   &    Co.. 

By . 

J JQ :  SJ 
LMK 


[Form  No.  2.   specimen   only.     Sale  of  owned  securities  in   which  we  have   a   loss.     To- 

another  dealer] 

Dean  Witter  &  Co, 
486  California  Street, 
San  Franci.'^co.  December  28,  1933. 
Blyth  &  Co.. 

Russ  Build  in  (J,  Sun  Francisco. 
As  a  matter  of  record  we  are  pleased  to  confirm  sale  to  you  of  $1,000  par 
value  Pacific  Gas  &  Electric  Co.,  first  and  refunding  4Y2  percent  gold  bond,  due 
June  1,  1960.     Price  87^/2,  plus  accrued  interest. 

In  this  transaction  we  act  as  principals,  confirming  at  a  net  price. 
Delivery,  regular. 

Thanking  you  for  this  business,  we  are. 
Yours  very  truly, 

Dean  Witter  &  Co., 
By . 


[Form  no.  ■i.  specimen  only.  Brokerage  transaction,  showing  purchase  for  account  of 
customer  with  commission  shown  on  attached  bill.  Note  bill  specifies  "  Bond 
Department] 

Dean  Witter  &  Co., 
486  C.vlifornia  Street. 
San  Francisco,  December  28,  1933. 
Mr.  John  Smith, 

Russ  Buildiny,  San  Francisco. 
Dear  Mr.  Smith  :  At  tlie  request  of  Mr.  John  Doe,  we  are  pleased  to  confirm 
purchase  for  your  account  of— 

$1,000  par  value  Pacific  Gas  i^  Ele.-tric  Co.  first  autl  refunding  41/2 
percent  gold  bond,  due  June  1.  1960,  price  87 V2,  plus  accrued 
interest  plus  commission. 
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We   understand   you    wish   to   complete    this    transaction    tomorrow.    I>eeem- 
ber  29,  1933. 

Thanking  you  for  this  business,  we  are. 
Yours  very  truly, 

Dean  AVitteir  &  Co., 

By . 

J  JQ  :  S  J 
LMK 

Note. — On  this  form  we  will  include  tlie  lef^end :  "  In  this  transaction  we  act 
as  brokers." 

[Specimen  No.   3] 

DeajN  AVitter  &  Co. 

486  California  Street 

EXbrook  7211 

Bond  Department 

San  Francisco,  2-20-34. 
Mr.  John  Smith, 

Racss  Building,  City. 
Purchased  for  your  account : 

1,  000  Pacihc  Gas  &  Electric  Co.  4y2S,  due  6-1-00  (STV^)—  $875.  00 
Commission 2.  50 

877.  50 
Int.  J  &  D  1  accrued  int.  28  days 3.  50 

Due  Dean  AVitter  &  Co $881.00, 

Please  add additional  interest  per  day  if  not  paid  on . 


[Form'  No.  4  (specimen  only). — Brokerage  transaction  showing  sale  for  account  customer, 
indicating  commis.sion  cliarge.  Bill  to  accompany  and  to  be  marked  "  Bond 
Department  "] 

Dean  AVitter  &  Co., 
486  California  Streett. 
San  Francisco,  December  28,  WS3. 
Mr.  John  Smith.  ^ 

Russ  Bulldiny,  San  Fruncixco. 
Dear  Mr.  Smith  :  At  the  request  of  Mr.  John  Doe,  we  are  pleased  to  confirm, 
sale  for  your  account  of — 

$1,000  par  value  Pacific  Gas  &  Electric  Co.   First  &  Refunding  4i^% 
Gold  Bond  due  June  1,  1960 
Price  SlVi,  plus  accrued  interest  less  commission. 

AVe  understand  you  wish  to  complete  this  transaction  tomorrow,  December 
29,  1933. 

Thanking  you  for  this  business,  we  are 
Yours  very  truly, 

Dean  AVitter  &  Co., 

By . 

JJQ :  S J 
LMK 

NoTH. — On  this  form  we  will  include  the  legend,  "  In  this  transaction  we  act  as  brokers."- 
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[Form   no.    5    (specimen    only). — Sale   to    customer   from    inventory    in    which   we    have 
profit.     See  attached  bill  marked  "Bond  Department"] 

Dean  Witter  &  Co., 

486  California  Street, 
San  Francisco,  December  28,  1933. 
Mr.  John  Smith, 

Russ  Building,  San  Francisco. 
Dear  Mr.  Smith  :  At  the  request  of  Mr.  Johu  Doe,  we  are  pleased  to  confirm 
sale  to  you — 

$1,000  par  value  Pacific  Gas  &  Electric  Co. 

First  &  Refunding  4i^%  Gold  Bond  due  June  1,  1960. 
Price  87%,  plus  accrued  interest. 
In  this  transaction  we  act  as  principals,  confirming  at  a  net  price  which 
includes  a  profit  to  us. 

Our  detailed  statement  is  attached  hereto. 

We  understand  you  wish  to  complete  this  transaction  tomorrow,  December  29, 
1933. 
Thanking  you  for  this  business,  we  are 
Yours  very  truly, 


JJQ :  SJ 

LMK 

end. 


By 


Dean  Witter  &  Co. 


[Specimen  No.   5] 

Dean  Witter  &  Co. 

486  Cai^ifornia  Street 

EXbrook  7211 

Bond  Department 


Mr.  John  Smith, 

Russ  Building,  San  Francisco. 


San  Francisco,  Feb.  20,  1934. 


Sold  to: 

1, 000    Pacific  Gas  &  Electric  Co.  4^5  due  6-1-60. 
Int  J  &  D  1  accrued  int  28  days 


Due  Dean  Witter  &  Co- 


in this  transaction  we  act  as  principals,  confirming  at  a  net  price 
which  includes  a  profit  to  us 

Please  add additional  interest  per  day  if  not  paid  on 


87H 


875.00 
3.50 


$878.  50 


I  Form  No.  6. — Specimen  only.     Sale  from  inventory  for  own  account  if  we  have  a  loss  in 

securities  sold] 

Dean,  Witter  &  Co., 
486  California  Street, 
San  Francisco,  December  28,  1933. 
Mr.  John  Smith, 

Russ  Building,  San  Francifico. 
Dear  Mr.  Smith  :  At  the  request  of  Mr.  John  Doe,  we  are  pleased  to  confirm 
sale  to  you  of — 

$1,000  i)ar  value  Pacific  Gas  &  Electric  Co.  First  «&  Refunding  4V^  percent 
bond  due  June  1,  1960.    Price  S7y2.  plus  accrued  interest. 
In  this  transaction  we  act  as  principals,  eonfinning  at  a  net  price. 
We  understand  you  wish  to  complete  this  transaction  tomorrow,  December  29, 
1933. 

Tliaiiking  you  for  this  business,  we  are 
Yours  very  truly. 

Dean.   Witter   &   Co., 

By . 

JJQ  :  SJ 
I,]\IK 
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[Form  No.  7. — Specimen  only.     Sale  to  another  dealer  of  securities  in  which  we  have  a 

profit] 

Dean  Witteb  &  Co., 
486  California  Street, 
San  Fra/ncisco,  December  28,  19S3. 
Blyth  &  Co., 

Russ  Bldg.,  San  Francisco: 
As  a  Matter  of  Record  We  are  Pleased  to  Confirm  sale  to  you  of — 
$1,000  par  value  Pacific  Gas  &  Electric  Co.  First  &  Refunding  4y2%  Gold  Bond, 
due  June  1,  1960. 
Price  SIV2,  plus  accrued  interest. 

In  this  transaction  we  act  as  principals,  confirming  at  a  net  price 
which  includes  a  profit  to  us. 
Delivery :  regular. 

Thanking  You  for  This  Business,  We  Are 
Yours  very  truly, 

Dean  Wittbs  &  Go., 
By . 


No 

San  Francisco, 

",'193! 

Received  from 

DEAN 

WITTER  &  CO. 

The  following  securities: 

$1000  PACIFIC  GAS  &  ELECTRIC  CO.  4J^s  due  6-1-60  No 

6-1-34  et  seq  cpns  attached 

@  873^      875.  00 

In  this  transaction  we  act  as 

princi- 

0-28               3.  50 

pals,  confirming  at  a  net  price, 
includes  profit  to  us. 

which 

878.  50 

Name:   BLYTH  &  CO. 

INC. 

FEDERAL  TAX  STAMPS 

Address:  S.F. 

Remarks:  JJQ 

(Signature) 

IForm  no.  8.   (specimen  only). — Purchase  of  securities  for  own  account;  says  we  act  as 

pripcipals] 

Dean  Witteb  &  Co., 
486  Cat.tfobnia  Streetf, 
San  Francisco,  December  28,  193S. 
Mr.  John  Smith, 

Russ  Building,  San  Francisco. 

Dear  Mb.  Smith  :  At  the  request  of  Mr.  John  Doe,  we  are  pleased  to  confirm 
purchase  from  you  of — 

$1,000  par  value  Pacific  Gas  &  Electric  Co. 

First  &  Refunding  41/0%  Gold  Bond  due  June  1,  1960 
Price  871/^,  plus  accrued  interest. 

In  this  transaction  we  act  as  principals. 

We  understand  you  wish  to  complete  this  transaction  tomorrow,  December 
29,  1933. 

Thanking  you  for  this  business,  we  are 
Yours  very  truly, 

Deian  Witteb  &  Co. 
By 
JJQ :  S J 
LMK 

The  Chairman.  Very  well.     We  are  very  much  obliged  to  you. 
Now  you  are  excused.    Mr.  W.  G.  Paul. 

175541—34 — PT  15 23 
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STATEMENT  OF  W.  G.  PAUL,  LOS  ANGELES,  CALIF.,  SECRETARY 
OF  THE  LOS  ANGELES  STOCK  EXCHANGE 

The  Chairman.  Mr.  Paul,  state  your  name  and  place  of  residence, 

and  occupation,  please. 

Mr.  PAuii.  My  name  is  W.  G.  Paul.  I  am  from  Los  Angeles, 
Calif.  I  appear  before  your  committee  in  two  capacities:  First, 
as  secretary  of  the  Los  Angeles  Stock  Exchange,  to  present  to  you 
gentlemen  or  answer  questions  which  you  may  have  concerning  that 
particular  market. 

And  second,  I  wish  to  appear  before  you  in  all  humility  as  repre- 
senting a  little  fellow  in  our  business,  and  as  such  I  would  like  to 
present  for  your  consideration  serious  consequences  which  this  bill 
imposes  upon  the  smaller  man  in  our  business,  particularly  in  section 
7  and  section  10.  I,  of  course,  have  certain  opinions  and  ideas  on 
the  general  sections  of  the  bill,  but  they  have  been  so  ably  presented 
-by  others,  and  you  still  have  to  listen  to  others  present  those  argu- 
ments, that  I  prefer  to  confine  myself  to  those  two  sections. 

Senator  McAdoo.  My  attention  was  distracted  for  the  moment,  Mr. 
Paul.     What  were  those  sections? 

I  Mr.  Paul.  Sections  7  and  10.  Section  7  deals  largely  with  the 
icapital  requirements  for  a  stock  broker,  limiting  the  amount  of 
(business  he  may  do  with  the  capital  he  has,  and  as  Mr.  Corcoran 
very  definitely  stated,  implying  that  that  capital  should  be  abso- 
lutely cash.  I  do  not  want  to  be  glib  in  my  expressions,  but  in  all 
sincerity  I  believe  that  section  7  could  conceivably  put  out  of  busi- 
iness  a  vast  majority  of  the  smaller  units  in  our  business  who.  after  ail, 
to  an  extent  are  the  backbone  of  our  business.  I  can  conceive  where 
the  sections  would  concentrate  the  business,  and  by  putting  a  pure 
premium  on  capital  as  such,  possibly  further  centralize  power 
through  sheer  money  control. 

I  think  the  best  answer  or  the  best  presentation  of  our  objection 
to  section  7  is  in  our  own  records  as  brokers.  I  think  it  is  conceded, 
certainly  records  will  demonstrate,  that  the  mortality  financially 
among  brokers  as  such  during  the  very  trying  period  we  have  just 
gone  through  is  on  the  whole  an  excellent  one.  Certainly,  our  own 
record  in  Los  Angeles  I  am  prepared  to  .-^tand  upon  and  defend.  We 
have  had  some  failures,  but  aside  from  the  first  failure,  which  was 
a  direct  result  of  the  terrific  crash  in  October,  no  failure  has  affected 
the  public  to  any  serious  extent,  and  only  two  failures  have  even 
affected  the  public. 

In  other  words,  we  in  our  business  have  ahvays  made  a  strenuous 
effort  to  see  that  those  brokers  who  are  members  of  our  stock  ex- 
change shall  conduct  their  affairs  at  all  times  in  such  a  fashion  that 
their  financial  condition  shall  protect  the  public  with  whom  they  are 
dealing.  And  I  submit  that  the  record,  the  actual  record  of  failures 
on  our  exchange,  and  I  believe  the  majority  of  exchanges  is  such  as 
to  justify  some  consideration  to  the  tenipering  of  the  iron-clad 
capital  requirements  of  section  7. 

It  is  well  known  that  many  of  us  are  financed  through  friends  or 
relatives  who  come  into  our  business  in  the  relationship  of  special 
partners  and  who,  instead  of  presenting  to  us  actual  cash,  give  us 
perfectly  sound,  liquid  securities   which   are   used   as  capital. 
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In  our  exchange  audits  and  in  our  exchange  questionnaires, 
through  which  we  control  the  capital  structure  of  our  members,  we 
are  particularly  and  very  keenly  critical  of  any  form  of  capital 
which  is  not  purely  liquid.  Many  of  our  brokers  do  margin  business 
only  to  a  limited  extent,  and  to  require  them  to  keep  capital  in  ab- 
solute cash  position  would  seem  to  me  to  be  an  undue  penalty,  and 
I  submit  that  those  stringent  provisions  of  section  7,  in  the  light 
of  past  experience,  can  and  should  be  very  seriously  considered 
before  they  are  made  a  matter  of  basic  law. 

I  do  not  care  to  take  a  great  deal  of  your  time  on  section  10,  be- 
cause it  has  been  so  ably  argued,  and  yet  again  I  want  to  present 
our  position  in  that  respect.  In  other  words,  I  want  to  submit  the 
records  of  brokers  in  the  conduct  of  their  business.  And  further- 
more, I  want  to  submit  that  in  my  humble  opinion  a  member  of  a 
recognized  stock  exchange,  such  as  a  national  securities  exchange 
would  be,  under  any  form  of  legislation  is,  with  all  respect  to  the 
very  high  caliber  of  the  majority  of  men  who  are  not  members  of 
those  exchanges  and  who  conduct  their  businesses  in  unlisted  or 
over-the-counter  markets — it  is  my  humble  opinion  that  to  permit 
the  members  of  national  securities  exchanges  to  conduct  also  the 
dealer  or  unlisted  business  is  in  a  way  a  safer  medium  to  the  public 
than  in  the  other  because,  through  the  method  of  control  which 
you  have  over  such  members,  certainly  any  phase  of  their  business 
will  be  subject  to  that  control. 

I  want  to  further  submit  that  we  as  exchanges  have  always  exer- 
cised that  control.  We  not  only  control  the  relation  of  our  members 
to  their  clients  as  respects  securities  which  are  listed,  but  we  say 
to  any  member  of  our  exchange :  We  reserve  the  privilege  of  examin- 
ing any  transaction  which  j-ou  may  have  in  any  security  with  the 
public;  and  the  net  result  is  that  in  California,  at  least,  I  know  that 
the  listed  brokers  in  the  conduct  of  their  dual  capacities  have  cer- 
tainly always  exhibited  a  very  high  standard  of  conduct. 

Senator  Gore.  How  many  listed  brokers  have  you? 

Mr.  1*AUL.  There  are  67  members  of  my  exchange.  They  repre- 
sent approximately  5G  organizations,  firms,  or  individuals  doing 
business.  Mj'  own  experience  in  different  committees  in  my  exchange 
over  the  past  few  years  would  bear  out  the  fact  that  we  closely 
scrutinize  such  conduct. 

In  addition  to  that,  the  State  of  California,  as  I  imagine  most 
States,  has  in  its  statutory  laws  very  definite  provisions  governing 
the  relation  of  principal  and  agent.  In  other  words,  the  statutes  of 
my  own  State  require  me  doing  business  in  that  State  to  observe  the 
penalties  and  the  written  law  governing  my  relationship  to  anyone 
if  I  should  step  out  of  the  capacity  of  agent  and  act  as  an  undisclosed 
l)rincipal.  The  securities  act  of  the  State  of  California,  which  is 
administered  by  the  corporation  commissioner,  who  is  comparable  to 
securities  commissioner  in  other  States,  in  that  act  itself  are  stipu- 
lated the  laws  of  principal  and  agent.  In  our  own  exchange  rulings 
we  have  it. 

And  I  want  to  submit,  if  not  the  original,  I  will  secure  it  if  you 
wish — when  I  arrived  in  Washington  and  this  discussion  on  section 
10  was  brought  up,  naturally  I  had  thought  about  it  all  the  wa3^ 
across  the  continent,  and  it  occurred  to  me  that  in  the  light  of  my 
own  experience  in  California,  in  the  light  of  the  relationshij)  which 
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I  have  enjo3^ed  with  the  authorities  in  California,  particularly  the 
corporation  commissioner's  office,  our  records  demonstrated  that  the 
conduct  of  that  dual  business  by  members  of  the  exchange  in  Cali- 
fornia had  always  been  on  a  very  high  plane. 

I  was  rather  reluctant,  and  frankly  questioned  whether  the  com- 
missioner of  corporations  of  California  would  be  willing  to  interject 
his  opinion  or  statement,  which  naturally  would  be  used  as  he  knew 
I  would  want  to  use  it.  And  yet  I  did,  I  wired  to  California  and 
asked  if  they  would  approach  Mr.  Daugherty,  who  is  our  corpora- 
tion commissioner,  and  ask  him  if,  in  view  of  the  experience  of  his 
office,  he  could  and  would  express  an  opinion  as  to  the  experience 
of  his  office — and  his  office  licenses  and  controls  all  securities  dealers 
in  California — if  he  would  give  me  an  opinion  or  expression  which 
I  might  use.  The  approach  was  made  through  counsel  for  the 
exchange.  This  letter  is  a  copy  of  the  letter  which  he  wrote. 
[Reading :] 

State  of  Califoexia, 
Departmext  of  Ixvestment,  Division  of  Coepokations, 

San  Francisco,  California,  February/  23,  19S^. 
Mr.  Earl  C.  Adams, 
Attorney  at  Laic, 

c/o  Loei,  Walker  d  Loeb, 
Pacifi-c  Mutual  Building, 

Los  Angeles,  California. 
Deae  Sie:  Replying  to  your  wire  of  even  date,  I  beg  to  advise  you  that  I 
have  discussed  with  some  of  the  members  of  the  Division  of  Corporations  who 
have   handled   complaints  against   brokers   licensed   with    this   Division   as   a 
matter  of  daily  routine. 

The  substance  of  opinion  is  that  there  are  practically  no  complaints  against 
brokers  who  are  members  of  the  New  York  Stock  Exchange.  Compared  with 
individuals  and  firms  licensed  in  this  State  as  brokers,  there  are  very  few 
complaints  registered  with  us  against  members  of  the  Los  Angeles  Stock 
Exchange  or  the  San  Francisco  Stoc-k  Exchange. 

There  are  a  vast  niunber  of  complaints  lodged  in  proportion  against  indi- 
viduals and  firms  holding  or  having  held  brokers'  certificates  from  us  who  are 
not  members  of  any  exchange. 

To  obtain  the  actual  number  of  complaints  registered  against  individuals  or 
firms  in  any  given  period  would  necessitate  the  work  of  a  fair  sized  force 
for  several  weeks. 

Yours  very  truly, 

Edwin  M.  Daugherty, 
Commissioner  of  Corporations. 

Senator  Gore.  Could  you  say  how  many  of  those  certificates  are 
outstanding  in  Los  Angeles  in  connection  with  your  exchange  as 
compared  with  the  licensed  brokers? 

Mr.  Paul.  I  am  sorry.  Senator,  I  could  not,  but  I  am  confident 
that  it  is  vast.  It  .-eems  to  me  that  almost  everybody  in  California 
is  either  a  real-estate  broker  or  a  securities  broker.  I  can  get  the 
exact  numbers  and  will  be  very  glad  to  do  that  for  you,  the  number 
of  licensed  brokers  in  California. 

Senator  Gore.  That  would  not  be  so  important.  But  what  func- 
tion do  these  certified  brokers  or  near  brokers  perform  as  compared 
with  listed  or  licensed  brokers? 

Mr.  Paul.  If  you  secure  a  securities  license  to  be  a  broker  in 
California,  that  means  that  you  may  conduct  any  phase  of  the 
securities  business.  In  other  words,  you  maj^  act  as  a  broker  of 
securities  which  are  unlisted  or  even  listed  without  being  a  member 
of  an  t'xchange  necessarily;  that  you  may  trade  in  the  obligations 
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of  the  State  or  an}'  bond,  or  that  you  may  represent  a  corporation 
in  the  sale  of  its  securities  to  the  public  if  those  securities  have  been 
sanctioned  bv  the  corporation  department.  In  other  words,  to  be  a 
member  of  an  exchange  you  must  also  hold  a  license  with  the  State. 

Mr.  Pecora.  Mr.  Paul,  do  those  statutes  which  require  the  issuance 
of  licenses  to  dealers  and  brokers  in  vour  State  confer  any  super- 
visory i^ower  upon  a  State  officer  ? 

Mr.  Paul.  Oh,  yes;  our  corporation  commissioner,  of  course. has 
complete  power. 

Mr.  Pecora.  Yes,  to  do  what?  Has  he  a  power  of  examination 
and  visitation? 

Mr.  Paul.  Yes,  sir. 

Mr.  Pecora.  I  want  to  say  that,  to  be  exact,  in  1923  I  helped  draft 
a  bill  which  was  introduced  in  the  Xew  York  State  Legislature  seek- 
ing to  enact  that  very  principle.  The  bill  failed  of  enlictment  prin- 
cipally because  of  the  opposition  of  the  Xew  York  Stock  Exchange 
to  its  enactment.  I  was  then  in  the  district  attorney's  office,  and  we 
were  in  the  midst  of  this  bucket-shop  campaign,  and  we  sought  to 
have  legislation  of  that  sort  enacted  in  the  State  of  Xew  York.  The 
principal  opponents  of  the  bill,  which  passed  the  State  senate  and 
tailed  in  the  assembly,  was  the  Xew  York  Stock  Exchange. 

Senator  Gore.  Could  you  tell  us  how  far  the  laws  of  California 
supervising  the  exchanges  of  California  correspond  with  the  provi- 
sions in  this  bill?  What  are  the  points  of  resemblance  and 
difference? 

Mr.  Paul.  "Well,  I  should  say  that  the  corporate  securities  act  of 
the  State  of  California  in  its  provisions  governing  brokers  is  similar 
in  this  respect,  that  it  is  general;  it  confers  the  powers  of  super- 
vision upon  the  corporation  commission.  Our  securities  act  deals 
chiefly  with  the  issuance  of  securities  in  that  State  which  are  to  be 
sold  to  the  public.  I  should  say  just  from  pure  memor}'  that  the 
provisions  in  that  act  as  relate,  to  brokers  are  to  a  very  limited 
extent  specific.  That  is,  there  are  no  set  phrases,  such  as  a  broker 
may  or  may  not  do  this,  he  may  and  may  not  do  that.  It  merely 
licenses  him  as  such  with  our  securities  commissioner,  and  the  pre- 
sumption is  that  the  securities  commissioner  shall  take  such  steps  as 
in  his  judgment  may  be  necessary  to  protect  the  public  in  the  rela- 
tionship of  that  broker. 

Senator  Gore.  Does  it  give  the  commission  power  to  regulate 
margin  accounts? 

Mr.  Paul.  Xo,  sir. 

Senator  !McAdoo.  He  has  no  inquisitorial  power? 

Mr.  Paul.  Oh,  no. 

Senator  McAdoo.  Or  power  of  visitation  and  examination? 

Mr.  Paul.  He  or  his  representative  may  come  to  your  office  and 
examine  your  records. 

Senator  McAdoo.  With  respect  to  the  conduct  of  your  business. 

Mr.  Paul.  I  would  say  he  possibly  has  that  power,  although  he 
rarely  exercises  it. 

Senator  jSIcAdoo.  His  chief  function  is  with  res|Dect  to  complaints? 

Mr.  Paul.  That  is  right. 

Senator  McAdoo.  Due  to  the  fact  that  the  initial  issues  of  the 
corporation — either  stock  or  bonds — do  not  comply  with  the  require- 
ments of  our  statute.     Is  not  that  about  the  extent  of  his  authority? 
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Mr.  Paul.  Yes. 

Senator  McAdoo.  But  so  far  as  any  regulatory  power  over  the 
conduct  of  the  broker's  business  or  anything  of  that  sort  is 
concerned 

Mr.  Paul.  I  should  think  he  had  that  if  he  cared  to  invoke  it,  but 
it  is  more  of  a  police  power  in  that  when  occasion  arises  he  may 
exercise  it. 

Senator  McAdoo.  Upon  complaint;  but  I  mean  to  say  he  has  not 
general  inquisitorial  power  of  his  own  volition. 

The  Chairman.  He  can  revoke  licenses. 

Mr.  Paul.  Yes ;  after  hearing,  and  for  cause. 

Senator  Kean.  He  has  got  to  have  a  hearing,  and  it  must  be  for 
cause. 

Mr.  Paul.  Yes. 

Senator  Gore.  Does  it  fix  or  regulate  the  relationship  between  the 
amount  of  capital  and  the  amount  of  business  transacted  by  a  broker  ? 

Mr.  Paul.  No,  sir.  Furthermore,  in  California,  as  a  prerequisite 
for  a  license,  we  require  the  filing  of  a  surety  bond  in  the  amount  of 
$5,000. 

Senator  Gore.  What  are  the  stipulations  of  the  bond — to  do  what  ? 

Mr.  Paul.  To  protect  any  person  doin,g  business  with  that  broker 
in  the  amount  of  $5,000  against  fraud. 

Senator  McAdoo.  That  is  not  a  very  heavy  bond. 

Mr.  Paul.  If  I  may  continue  for  just  a  minute,  I  have  presented 
here  the  implication  that  because  we  are  carefully  surrounded  bj^ 
laws  in  California  the  conduct  of  our  business  has  been  on  a  high 
standard,  as  exhibited  by  my  own  statement  and  as  confirmed  by  our 
corporation  commissioner.  But  frankly  I  think  it  goes  deeper  than 
that.  I  have  heard  certain  expressions  here  in  the  hearing  as  it  has 
been  conducted  to  which  I  would  take  particular  exception  if  they 
were  intended  as  their  inference  might  have  led  you  to  believe. 

I  do  not  believe  any  man  can  exist  in  any  business  unless  his 
standards  of  ethics  and  business  conduct  are  generally  on  a  high 
level  or  a  high  plane.  I  do  not  know  of  any  broker  who  could  exist 
in  business  if  his  business  w^ere  predicated  upon  taking  advantage  at 
every  opportunity  of  his  customer.  Certainly,  that  is  the  basis  for 
the  contention  which  we  make  on  section  10.  I  certainl}'  could  not 
hope  to  get  the  brokera,ge  business  of  a  customer  of  mine  with  my 
right  hand  if  with  my  left  hand  I  was  dealing  with  him  unfairly  in 
the  so-called  "  investment  end  "  of  his  business.  Most  of  the  inen — 
of  whom  I  may  say,  in  all  humility,  I  am  presenting  myself  as  an 
example  here — deal  largely  on  a  personal  basis.  Our  clients  to  a 
great  extent  are  friends  who,  over  a  given  number  of  years,  have 
learned  to  trust  our  judgment,  in  spite  of  1929.  They  trust  our 
integrity  and  our  honesty,  and  they  come  to  us  more  or  less  as  .you 
would  go  to  a  physician,  with  their  financial  problems.  We  discuss 
all  phases  of  investment  with  that  type  of  person,  and  certainly  no 
investment  account  of  any  character  can  confine  itself  to  any  one 
class  of  securities,  any  more  than  a  Avell-balanced  meal  could  be  all 
dessert. 

Senator  Gore.  I  can  see  how  that  might  apply  to  regular  cus- 
tomers, the  so-called  "  bulls  and  bears."  How  about  these  ''  lambs  " 
that  just  wander  into  the  shambles  occasionally  and  never  get  out? 
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Mr.  Paul.  Can  you  produce  a  specimen  for  me,  sir?  I  think,  to 
a  great  extent,  the  brokers  were  "  lambs." 

Senator  Gore.  I  would  not  want  to  indulge  in  anything  personal 
here,  but  I  think  I  could  produce  1,000,000  corpses,  perhaps,  by 
going  back  to  1929,  if  that  is  specific  enough. 

Mr.  Paul.  That  is  rather  specific. 

Senator  Gore.  You  know  what  I  have  in  mind.  It  is  the  babe  in 
the  wilderness  that  sees  the  market  going  up  for  quite  a  while,  and 
he  sees  other  people  buying  stock  and  selling  it  for  more  than  they 
paid  for  it,  and  he  decides  that  he  will  gamble,  and  takes  a  chance; 
and  he  feels  that  he  will  win.  Have  you  any  requirements  with 
respect  to  margins  that  afford  him  a  sort  of  safeguard  against  him- 
self? 

Mr.  Paul.  May  I  approach  that  from  two  standpoints  ? 

Senator  Gore.  I  wish  you  would. 

Mr.  Paul.  Your  margin  I  will  discuss  after  I  present  another 
phase  of  that. 

Senator  Gore.  There  is  a  man  who  has  excited  the  sympathy  and 
pity  of  the  country,  and  who  has  aroused  this  movement,  largely. 

Mr.  Paul.  I  believe  there  is  great  danger  of  your  margin  theory, 
which  is  being  so  seriously  discussed,  defeating  its  very  purpose. 
I  have  been  engaged  in  this  business  since  1919 — very  obviously  I 
came  into  it  right  out  of  the  war — and,  frankly,  one  of  the  great 
problems  I  have  faced,  trying  to  be  a  conscientious  man  in  my  busi- 
ness, has  been  the  problem  of  the  pirates  and  bootleggers  that  have 
been  mentioned  here  who  are  beyond  the  pale  of  all  law.  You  can- 
not pass  laws  to  stop  those  fellows.  In  fact,  the  v  rvo  laws  you  enact, 
in  my  humble  opinion,  the  better  basis  they  will  have  to  operate 
upon,  because  it  begins  to  tie  the  hands  of  the  fellows  with  whom, 
possibly,  these  very  "  lambs  "  should  do  business. 

In  this  15  years  of  business  experience,  I  positively  shudder  at 
some  of  the  things  that  have  gone  on — not  excusing  the  broker,  as 
such,  now,  but  it  is  human  nature,  when  things  are  boiling,  that  this 
little  fellow  we  speak  about  begins  to  get  the  urge,  and  frankly, 
I  think  that  a  great  danger  has  always  existed,  and  might  exist  even 
more  under  terrifically  stringent  regulation,  to  force  that  fellow  into 
the  hands  of  the  very  fellow  who  would  make  no  effort  to  protect  him. 
I  question  whether  you  could  protect  that  man  through  a  margin 
requirement,  as  such,  because  if  you  limit  the  member  of  a  stock 
exchange,  over  whom  you  would  have,  through  your  regulation,  full 
control  in  his  relationship  to  this  "  lamb  ,  you  force  that  very 
fellow  to  seek  out  some  person  who  will  do  business  with  him.  And, 
with  no  disrespect  to  the  vast  number  of  honest  brokers  in  this 
country  who  are  not  members  of  stock  exchanges,  you  would  un- 
questionably force  that  man  into  the  hands  of  the  blue-sky  operator, 
who  would  not  even  leave  a  skeleton. 

Senator  Gore.  You  think  you  would  send  the  "  lamb  "  to  the  Wolf 
of  Wall  Street,  instead  of  the  "  bulls  and  bears  "  ? 

Mr.  Paul.  No;  I  do  not,  sir. 

Senator  McAdoo.  The  real  solution  is  to  prevent  the  propagation 
of  "  lambs  ",  is  it  not? 

Mr,  Paul.  Has  not  that  been  a  great  problem  since  the  earth  was 
, created  ? 


6774  STOCK   EXCHANGE   PRACTICES 

Senator  McAdoo.  If  we  could  do  that,  we  would  not  have  any- 
problem  so  far  as  they  are  concerned,  but  the  difficulty  is  that  in 
spite  of  any  law  or  regulation 

Senator  Barkley.  There  is  another  committee  considering  a  bill 
of  that  sort  in  the  Senate  now. 

Senator  MoAdoo.  Which  committee  is  that? 

Senator  Townsend.  Birth  Control  [laughter]. 

Senator  Gore.  We  will  have  to  apply  birth  control  to  these 
"  lambs." 

Senator  McAdoo.  Under  no  form  of  regulation  can  you  prevent 
people  from  making  unsound  investments.  Our  "  blue  sky  "  laws  are 
intended  to  provide  this  much  protection,  that  only  such  securities 
as  are  considered  good  by  the  corporation  commission  of  our  State 
will  be  permitted  to  be  sold  on  our  exchanges  or  otherwise,  but  we 
know  how  ineffective  even  those  laws  are  to  protect  people  who  have 
not  the  judgment  to  make  investments.  I  think  the  exchanges,  how- 
ever, do  need  more  regulation  than  they  have  had.  Take  your  own 
exchange  the  Los  Angeles  Stock  Exchange.  You  know  that  the 
regulations  there  were  so  insufficient  that  some  very  great  tragedies 
have  happened  in  our  own  community. 

Mr.  Paul.  That  is  right. 

Senator  McAdoo.  That  might  have  been  prevented  if  the  regula- 
tions had  been  more  stringent. 

Mr.  Paul.  That  is  right. 

Senator  McAdoo.  Even  if  they  had  been  as  stringent  as  those  of 
the  New  York  Stock  Exchange,  because  many  precautions  were  not 
in  your  regulations.  So  that  there  is  no  doubt  about  the  fact  that 
a  reasonable  measure  of  regulation  of  the  stock  exchanges  would  be 
greatly  in  the  public  interest,  but  the  question  is  to  find  out  what 
would  be  reasonable  as  well  as  practicable. 

Mr.  Paul.  I  think  that  is  true,  and  I  think  that  is  the  reason  we 
are  here. 

Senator  McAdoo,  We  are  trying  to  find  out. 

Mr.  Paul.  Yes. 

Senator  Barkley,  A  moment  ago  j^ou  said  there  are  a  vast  number 
of  perfectly  honest  brokers  who  are  not  members  of  any  exchange. 
Do  you  mean  that  they  have  no  connection  with  people  who  are 
members  of  exchanges?  How  can  they  transact  business?  It  costs 
a  lot  of  money  to  be  a  member  of  the  New  York  Stock  Exchange, 
and  probably  other  exchanges,  but  these  men  you  refer  to  as  being 
perfectly  honest  men  and  I  do  not  doubt  that  at  all — ^liave  connections 
with  people  who  are  members  of  exchanges,  do  they  not? 

Mr.  Paul.  Senator,  those  transactions  which  they  would  have  with 
their  customers  in  listed  securities,  they  would  execute  through  some 
member  of  a  stock  exchange,  and  probably  would  have  no  compensa- 
tion from  it. 

Senator  Gore.  No  what? 

Mr.  Paul.  They  would  receive  no  compensation  from  that,  because 
the  laws  of  the  exchanges  do  not  permit  the  splitting  of  commissions 
with  nonmembers,  and  they  would  conduct  that  business  to  a  degree 
incident  to  their  broader  business,  which,  in  the  case  of  the  type  of 
men  I  refer  to,  is  the  large  municipal  bond  houses,  the  investment 
houses,  the  investment  bankers,  so-called,  who  act  largely  as  dealers 
or  as  brokers  in  unlisted  securities. 
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Senator  Gore.  And  are  not  themselves  members. 

Mr.  Paul.  No  ;  they  are  not  members  of  any  stock  exchange,  and 
yet  they  are  a  very  important  unit. 

Senator  Gore.  Would  they  be  these  certified  brokers  yon  spoke  of 
a  while  ago,  that  are  not  licensed  ? 

Mr.  Paul.  Certified? 

Senator  Gore.  Yes. 

Senator  McAdoo.  Licensed. 

Mr.  Paul.  Licensed.  They  would  be  licensed  to  conduct  a  securi- 
ties business,  but  their  conduct  of  their  business  would  be  off  all  stock 
exchanges. 

Senator  Gore.  But  they  would  be  licensed  hj  the  State,  and  not 
by  the  exchange. 

Mr.  Paul.  That  is  right.  The  exchange  would  have  no  control 
over  them,  except  in  their  relationships  to  the  members. 

Senator  Barkley.  Are  there  enough  of  the  so-called  "  boot- 
leggers ",  to  which  reference  has  been  made,  in  the  country  to  affect 
materially,  one  way  or  the  other,  the  prices  of  stocks? 

Mr.  Paul.  Not  to  affect  the  prices  of  stocks.  Senator,  because  their 
activities  are  such  that  they  cannot  affect  the  prices  of  stocks,  but 
they  are  the  type  who  do  this — not  in  the  sense  of  the  old  bucket 
shop,  as  we  knew  it,  where  it  was  organized,  and  where  you  could 
go  in  and  more  or  less  make  a  bet,  but  they  are  the  type  of  fellows — 
let  me  interject  this.  The  exchanges  usually  control  the  type  of  ad- 
vertising which  they  will  permit  their  members  to  do.  We  do  not 
permit  them  to  go  out  with  flamboyant  advertisements,  advertising 
that  they  are  the  investnient  experts  of  the  wo?'^  .  for  various  rea- 
sons. The  other  type  of  man  I  refer  to  is  not  limited  by  any  such 
restriction,  either  by  law  or  as  a  member  of  an  organization.  The 
net  result  is  that  he  is  the  fellow  who  does  put  these  very  attractive 
ads  in  the  paper,  and  to  him  naturally  flock  the  very  "  lambs  "  that 
we  are  discussing. 

Senator  Barkley.  How  does  he  operate?  What  sort  of  stocks 
-does  he  sell,  and  through  what  agency? 

Mr.  Paul.  In  the  majority  of  cases,  he  does  not  ever  buy  or  sell  a 
stock.  We  have  had  them  in  California — and  I  am  glad  this  came 
up,  because  it  might  be  of  interest  to  you  in  your  consideration  of 
these  loan  situations.  We  have  liad  in  California  a  very  serious 
problem  in  the  so-called  loan  organizations  which  were  formed. 
They  would  offer  to  loan  you  more  than  your  bank  could  or  would 
loan  on  a  security.  Naturally  that  was  tempting,  and  they  usually 
offered  it  at  a  very  reasonable  rate  of  interest.  You  took  your  se- 
curity to  this  particular  organization,  and  they  did  advance  you,  we 
will  say,  80  percent  of  the  market  value,  and  then  they  immedi- 
ately proceeded  to  sell  the  stock,  in  the  hope,  first,  that  you  would 
never  come  back;  and  second,  that  if  you  did,  they  would  be  able 
to  pick  it  up  again  some  place.  That  is  a  very  difficult  thing  to 
control.  Those  fellows  advertise  their  heads  off,  and  they  attract 
the  very  person  who  has  no  other  means  to  protect  himself. 

Senator  Barkley.  In  their  individual  transactions  with  men  who 
are  hard  up  for  money,  they  might  work  a  fraud  upon  them. 

Mr.  Paul.  It  is  fraud,  of  course. 
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Senator  Barkley.  But  even  taking  all  such  transactions,  com- 
bined, throughout  the  country,  are  they  sufficient  to  affect  mate- 
rially, one  way  or  the  other,  the  prices  of  stocks  on  the  market  ? 

Mr.  PAUii.  They  have,  in  my  opinion,  probably  no  effect  on  the 
market  price  of  stocks,  but  it  comes  down,  in  my  opinion,  to  what  is 
the  essence  of  our  proposed  legislation  here.  It  seems  to  me  that 
the  great  thing  we  are  all  afi'aid  of  is  fraud,  individually,  and  my 
contention  is  that  by  far  and  large  the  vast  number  of  members  of 
the  stock  exchanges — whether  it  is  New  York  or  the  smaller  units — 
are  far  and  above  the  practice  of  fraud  in  the  daily  conduct  of  their 
business.  I  am  speaking  for  the  vast  majority.  Certainly  we  can 
pick  out  cases  of  fraud  by  individuals,  but  I  maintain  that  that  does 
not  mean  that  the  whole  moral  structure  of  all  brokers  should  be 
placed  on  that  plane. 

Senator  Gore.  You  spoke  a  few  minutes  ago  about  the  impossi- 
bility of  prohibiting  bootlegging  entirely.  I  saw  the  other  day  that 
lotteries  are  conducted  and  authorized  in  thirty  or  thirty-two  coun- 
tries in  the  world  and  that  the  current  business  in  this  country, 
nowithstanding  it  is  against  the  law,  amounts  to  quite  a  volume 
throughout  the  year.  That  typifies  what  you  have  in  mind,  does  it 
not? 

Mr.  Paul.  To  a  degree.  It  is  extremely  difficult  of  control.  I 
think,  along  the  lines  Senator  McAdoo  has  suggested,  we  presume 
we  must  have  regulation  of  exchanges,  and  I  think  that  the  problem 
that  you  gentleman  face  is  in  the  framing  of  that  regulation  so  as 
not  to  restrict  the  men  you  are  going  to  regulate  to  the  extent  where 
they  are  not  even  able  to  protect  themselves  or  the  public. 

Senator  Gore.  To  regulate  and  not  prohibit. 

Mr.  Paul.  That  is  right. 

Senator  Gore.  Do  you  have  any  rules  and  regulations  in  connec- 
tion with  jonv  exchange  that  are  not  in  force  on  the  New  York  Stock 
Exchange,  that  you  think  would  be  ad^dsable  to  apply  to  that  insti- 
tution ? 

Mr.  Paul.  I  have  a  great  deal  of  respect  for  the  experience  of  the 
New  York  Stock  Exchange,  upon  which  they  predicate  their  rules, 
and  we  have  in  large  measure  followed  very  closely  in  line  with  their 
rulings,  in  the  protection  of  our  exchange. 

Senator  Gore.  And  your  range  of  dealing  covers  pretty  much  the 
same  as  theirs  ? 

Mr.  Paul.  Yes ;  on  a  much  smaller  scale. 

Senator  Gore.  With  short  sales,  options,  puts,  calls,  privileges, 
and  so  forth  ? 

Mr.  Paul.  I  think  the  Pacific  coast  exchanges  have  had  little  diffi- 
culty with  the  so-called  "  option  "  or  "  pool ",  because,  if  they  have 
been  conducted,  they  have  been  conducted  on  a  much  smaller  scale, 
and  have  not  presented  a  problem  either  to  the  public  or  to  us  as  an 
exchange. 

Senator  Gore.  You  do  not  think,  as  the  result  of  3'our  experience, 
then,  you  have  made  any  improvements  that  might  well  be  applied 
to  the  New  York  Stock  Exchange  ? 

Mr.  Paul.  I  would  hesitate  very  much  to  say  that,  sir. 

Senator  Kean.  Do  you  figure  that  if  this  bill  were  enacted  into 
law  the  effect  of  it  would  be  to  curb  the  legitimate  business  on  the 
exchanges  and  promote  the  bucket-shop  business  ? 


I 


STOCK   EXCHAXGE   PEACTICES  6777 

Mr.  Paul.  I  do  very  much,  Senator,  and  in  that  respect  I  would 
like  to  draw  again  to  your  attention  this,  that  a  member  of  an  ex- 
change is  virtually  like  the  proverbial  goldfish.  Every  action  he 
takes  is  subject  to  very  close  scrutiny.  Every  transaction  he  has 
with  his  customer  can  be  traced  down  to  its  finest  detail.  As  con- 
trasted with  that,  the  other  lines  of  trading  cannot.  In  other  words, 
if  I  execute  an  order  for  a  customer  of  mine  on  a  stock  exchange,  I 
can  prove,  down  to  within  a  fraction  of  a  minute,  just  exactly  what  I 
did.  Contrary  to  that,  if  I  am  dealing  in  unlisted  security,  my  cus- 
tomer is  absolutely  at  mj  mercy  and  judgment,  trusting  that  I  may 
be  able  to  find  the  best  market,  and  when  I  report  that  market  to 
him,  he  has  no  other  check  except  my  word  for  it. 

Senator  E[ean.  And  if  this  law  were  enacted  it  is  your  opinion  that 
it  would  create  a  lot  of  bootleggers,  or,  in  other  words,  bucket  shops. 
In  a  bucket  shop  what  they  do  is  to  bet  against  your  judgment,  so 
that  if  you  give  them  an  order  to  buy  100  shares  of  stock,  they  do  not 
buy  100  shares  of  stock,  but  they  look  at  the  quotations  and  sell  you 
100  shares  of  stock  at  the  quotation,  or  about  the  quotation.  Is  not 
that  right? 

Mr.  Paul.  Of  course,  that  is  the  bucket  shop  as  we  knew  it. 

Senator  Kean.  Yes. 

Mr.  Paul.  Frankly,  I  think  there  is  no  question  that  if  the  regula- 
tion imposed  upon  members  of  national  securities  exchanges  were 
too  stringent  and  rigid,  it  would  invite  a  type  of  man  who  would 
say  to  this  small  fellow,  or  the  lamb,  "  You  come  and  trade  with 
me.  You  cannot  trade  with  a  member  of  the  New  York  Stock  Ex- 
change, but  I  will  take  care  of  you."  Quite  frankly,  I  believe  we 
will  all  concede  that  regardless  of  how  woolly  he  may  be,  at  least  if 
he  were  dealing  with  a  member  of  a  securities  exchange,  we  would 
have  some  control  over  that  particular  member. 

Senator  Kean.  Senator  Gore  thinks  that  the  Lord  tempers  the 
wind  to  the  shorn  lamb.    Is  that  right? 

Senator  Gore.  Yes;  unless  there  is  more  wind  than  lambs.  Sena- 
tor. 

The  Chairmax.  Mr.  Paul,  you  said  you  thought  that  it  wa>  in 
order  to  have  some  regulation  of  the  exchanges,  '\\niat  kind  of  regu- 
lations do  you  favor,  and  to  what  extent,  and  what  would  be  ac- 
complished by  tliem  ? 

Mr.  Paul.  That  would  be  rather  presumptuous  for  me  to  say.  be- 
cause that  would  invite  me  to  write  the  act. 

The  Chairman.  Not  necessarily;  but  I  am  trying  to  get  at  your 
idea. 

Mr.  Paul.  My  reaction  to  that,  to  express  it  as  briefly  as  possible, 
would  be  this.  Apparently  public  opinion  is  such  that  they  feel 
that  the  conduct  of  the  securities  business  should  be  more  su])ject  to 
review  and  control  by  the  Federal  Government.  I  am  not  so  sure 
but  that  such  control,  properly  exercised,  woidd  be  to  the  benefit 
of  the  business  itself.  Therefore  I  am  prepared  to  say  that  I  would 
not  be  undisposed  to  regulation,  where  that  regulation  was  such 
that  it  would  accomplish  the  desirable  purposes,  but,  at  tlie  >ame 
time,  not  strangle  the  business  it  attempts  to  regulate.  I  am  not 
meaning  to  generalize  too  much  by  that,  but  I  do  mean  this,  that 
I  think  it  is  impossible  for  any  group  to  sit  down  here  on  the  2d 
day  of  March  or  the  3d  day  of  March  1934,  and  place  in  a  statute 
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regulations  which,  6  months  from  now,  they  might  themselves  be 
very  sorry  are  there,  but  which  cannot  be  changed  because  of  their 
nature.  In  other  words,  I  am  arguing  for  a  degree  of  flexibility, 
even  regardless  of  the  amount  of  power  which  you  may  vest  in  any 
regulating  authority.  I  think  the  greatest  danger  in  an  act  such 
as  this  would  be  the  straight  up-and-down  lines  which  could  not 
be  erased  except  by  subsequent  action  similar  to  the  process  which 
created  it. 

Senator  Barkley.  You  mean  by  that  that  you  do  not  thinlc  the 
act  itself  ought  to  fix  any  metes  and  bounds  at  all,  but  just  leave 
it  to  somebody  else  to  fix  them  ? 

Mr.  Paul.  It  would  depend,  Senator,  upon  w^hat  particular  func- 
tions you  were  going  to  limit  by  any  definite  metes  and  bounds. 

Senator  Barkley.  You  told  us  what  kind  of  regulation  you  do  not 
want.    I  would  like  to  know  what  kind  you  would  be  in  favor  of. 

Mr.  Paul.  That  is  true.  It  seems  to  me  we  are  burdening  you 
with  repetition  of  these  outstanding  things  as  they  impress  us. 
Frankly,  I  very  definitely  feel  that  a  fixed,  definite  percentage  on 
the  margin  basis  might  be  extremely  dangerous,  I  do  not  care  how 
liberal  you  made  it,  or  how  severe  you  made  it.  It  is  impossible,  in 
my  opinion,  to  look  so  far  into  the  future  that  the  rigid  line  might 
not  be  subject  to  a  very  desirable  change. 

As  I  say,  in  connection  with  section  7,  I  cannot  agree  witli  Mr. 
Corcoran  that  that  capital  should  be  purely  cash.  I  think  that 
would  be  an  extreme  penalty  on  a  great  many  organizations.  I  think 
possibly  the  capital  requirements  for  business  may  be  entirely  too 
strict,  because  that  absolutely  penalizes  a  smaller  unit  in  my  business, 
which  is  perfectly  solvent,  and  has  remained  perfect!}^  solvent 
through  all  this  period,  by  placing  that  arbitrary  limit  upon  his 
business.  It  compels  him  to  operate  within  that  limit,  unless  he 
were  able  to  introduce  new  capital,  which,  we  will  all  grant,  at  least 
under  present  conditions,  would  be  difficult. 

Senator  Gore.  To  what  extent  would  you  liberalize  this  cash  re- 
quirement ? 

Mr.  Paul.  As  I  understand  it,  any  form  of  regulation  will  have 
to  be,  and  should  be  under  the  control  of  some  governmental  agency, 
and  it  would  seem  to  me  that  these  definite  lines  of  demarcation 
could  very  well  be  left  to  such  regulations  as  they  should  propose 
from  time  to  time. 

Senator  Gore.  What  is  the  custom  in  your  market  now  in  that 
regard — instead  of  cash,  what  ? 

Mr.  Paul.  Marketable  securities.  Mr.  Corcoran,  of  course,  men- 
tioned the  highest  grade.  United  States  Government  bonds.  Wq  do 
not  go  quite  so  far.  We  do  demand  that  they  be  absolutely  liquid,  in 
the  sense  that  they  must  not  be  local  securities  with  a  limited  mar- 
ket. We  take  every  case  upon  its  individual  situation.  We  penalize 
the  capital  statement  of  our  member  whenever  a  preponderance  of 
any  one  particular  security  appears  in  his  statement,  which  takes 
care  of  the  danger  of  the  underwriting  situation.  If  Ave  find,  for 
example,  a  member  of  our  exchange  who  is  concentrating  his  business 
in  any  one  particular  issue,  we  immediately  limit  him,  or  penalize 
him.  making  it  unprofitable,  or  rather  difficult,  for  him  to  go  ahead 
and  take  on  more  of  that  particular  type  of  business. 
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Senator  Gore.  Sort  of  mixing  his  motives. 

Mr.  Paul.  That  is  it.  Frankly,  I  think  that  under  no  circum- 
stances have  we  ever  permitted  beyond  20  times,  instead  of  10  times, 
as  stated  in  this  bill.  As  has  been  stated  by  others,  there  are  some 
securities — in  fact  many — which,  at  different  times,  we  would  give 
no  credit  to  at  all. 

The  Chaieman.  Do  you  have  any  difficulty  out  there,  or  any  prob- 
lem with  the  investment  bankers  sending  out  trained  solicitors  to 
place  securities  or  sell  them  to  the  public? 

Mr.  Paul.  In  the  sense  of  difficulty,  no.  Senator.  Of  course  the 
Securities  Act  went  a  long  way  to  take  care  of  that  uncontrolled 
solicitation  of  business,  and  the  misrepresentation  of  those  facts. 

The  Chairman.  Yes. 

Mr.  Paul.  Frankly,  I  can  see  exactly  what  Mr.  Corcoran  had  in 
mind  in  his  proposal  to  segregate,  but  I  consider  that  an  indictment 
on  character. 

The  Chairman.  Do  your  investment  security  people  send  out 
agents  to  sell  securities  to  individuals? 

Mr.  Paul.  To  a  certain  extent,  yes — not,  of  course,  nearly  to  the 
extent  it  had  been  done  in  the  past.  A  broker  does  not;  in  other 
words,  we  do  not  send  solicitors  out. 

The  Chairman.  There  is  some  evidence  before  this  committee  to 
the  effect  that  large  investment  houses  have  not  only  sent  out  these 
agents,  but  they  held  schools  and  trained  them  in  what  to  sell,  what 
to  say,  how  to  act,  and  how  to  conduct  themselves.  They  go  out 
among  the  people.  We  have  evidence  of  one  instance  where  a 
woman  had  $10,000  in  Liberty  bonds,  and  this  a^ent  persuaded  her 
to  take  some  stock  because  it  paid  7  percent.  She  took  the  stock, 
sold  her  Liberty  bonds,  and  now  she  has  nothing. 

Mr.  Paul.  Senator,  the  letter  I  offered  in  evidence  here  from  my 
own  corporation  commissioner  is  along  those  very  lines.  In  other 
words,  in  California,  at  least,  his  experience  has  been  that,  compared 
to  dealers  who  were  not  members  of  exchanges,  complaints  of  that 
nature  have  been  veiy  few. 

The  Chairman.  Are  there  any  other  questions  of  Mr.  Paul? 
Have  you  finished,  Mr.  Paul? 

Mr.  Paul.  Yes:  thank  you. 

The  Chairman.  We  are  very  much  obliged  to  you. 

STATEMENT    OF   RICHARD    WHITNEY,    PRESIDENT    NEW    YORK 
STOCK  EXCHANGE— Resumed 

The  Chairman.  Now,  Mr.  Whitney,  do  you  want  to  call  the 
specialist? 

Mr.  Whitney.  If  it  is  agreeable  to  the  committee,  sir,  I  would 
like  to  have  you  hear  Mr.  Kaymond  Sprague  and  Mr.  Paul  Adler, 
both  governors  of  the  exchange  and  both  active  specialists.  They 
will  endeavor  to  describe  the  functions  of  a  specialist,  and,  of  course, 
to  answer  any  questions  the  committee  may  put  to  them. 

The  Chairman.  Very  well.     We  will  hear  Mr.  Sprague. 

Senator  Adams.  Mr.  Whitney,  may  I  ask  you  a  question?  How 
does  a  man  become  a  specialist,  and  what  limitation  is  there  upon 
the  number  who  may  become  specialists  in  a  particular  stock  ? 
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Mr.  Whitney.  It  is  purely  voluntary,  sir,  and  there  is  no  limita- 
tion— voluntary  on  the  part  of  the  broker  who  is  a  member  of  the 
exchange. 

Senator  Adams.  Any  broker  who  saw  fit  to  set  himself  up  as  a 
specialist  in  United  States  Steel  might  do  so  ? 

Mr.  Whitney.  He  may  do  so,  and  may  solicit  orders  from  the 
other  members  of  the  exchange ;  yes,  sir. 

Senator  Goke.  And  nobody  else.  The  specialist  deals  with 
brokers. 

Mr.  Whitney.  He  deals  with  brokers  entirely,  as  such. 

Senator  Adams.  Is  the  surrender  of  his  right  to  deal  with  other 
people  a  matter  of  regulation  or  of  custom  ? 

Mr.  Whitney.  There  are  some  specialists  who  have  business  apart 
from  specializing,  but  when  acting  as  a  specialist  on  the  floor  of 
the  exchange,  except  in  scattered  instances,  all  of  their  orders  come 
from  other  members  of  the  exchange. 

Senator  Gore.  And  when  they  function  as  specialists,  that  is  uni- 
versally true,  is  that  the  idea  ? 

Mr.  Whitney.  No,  sir ;  there  are  instances  where  a  specialist  may 
do  a  commission  business  as  well,  and  where  his  customers  give  orders 
in  the  stocks  in  which  he  specializes.  There  would  be  that  dual 
situation. 

Senator  Gore.  Tliat  would  be  his  private  customers. 

Mr.  Whitney.  Yes ;  his  ])rivate  customers. 

Senator  Kean.  But,  Mr.  Whitney,  as  a  rule,  while  he  is  a  specialist 
he  makes  a  specialty  of  dealing  in  the  stocks  in  which  he  is  a 
specialist. 

Mr.  Whitney.  As  a  rule ;  yes. 

Senator  Gore.  There  is  no  essential  conflict  in  his  obligations  ? 

Mr.  Whitney.  I  do  not  think  so,  sir;  because  the  same  rules  of 
the  exchange  would  apply  to  him  in  so  dealing,  as  has  been  already 
explained  to  you. 

Senator  Adams.  How  many  specialists  do  you  have  ? 

Mr.  Whitney.  About  350,  sir ;  out  of  1,375  members. 

Mr.  Pecora.  How  many  books  do  they  handle? 

Mr.  Whitney.  Some  handle  only  one.  Some  may  handle  as  many 
as  50.  Mr.  Sprague  has  11,  and  he  is  alone.  Mr.  Alder,  with  eight 
brokers,  has  fifty-odd  stocks. 

Mr.  Pecora.  How  many  securities  are  covered  by  specialists' 
books  ? 

Mr.  Whitney.  When  I  say  "  book  "  that  means  one  stock. 

Mr.  Pecora.  You  mean  there  are  350  issues  that  are  handled  by 
specialists  ? 

Mr.  Whitney.  No. 

Mr.  Pecora.  How  many  issues  are  handled  by  specialists  ? 

Mr.  Whitney.  Twelve  hundred-odd  stock  issues  listed  on  the  ex- 
change, and  there  are  approximately  350  specialists. 

Mr.  Pecora.  But  how  many  of  the  1,200  issues  that  are  listed 
are  handled  by  specialists  ? 

Mr.  Whitney.  All  of  them. 

Senator  Adams.  But  there  is  a  larger  number  listed.  All  the  listed 
stocks  are  not  handled  by  specialists.  There  is  a  margin  of  listed 
stocks  that  are  not  included  within  any  of  the  specialists'  books. 
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Mr.  Whitney.  No,  sir.  They  are  all  handled  by  specialists. 
There  is  what  we  call  our  "  inactive  crowd  ",  where  the  very  inactive 
stocks  are  placed,  but  there,  again,  they  are  handled  by  the  specialists 
in  that  crowd. 

Senator  Barkley.  No  specialist  would  make  much  money  in  han- 
dling a  stock  nobody  wanted.  In  order  to  be  compensated,  he  must 
have  a  rather  active  stock,  must  he  not? 

Mr,  Whitxey.  Not  necessarily.  Senator  Barkley. 

Senator  Barkley.  If  he  is  working  on  a  commission,  as  was  testi- 
fied the  other  day,  it  seems  to  me  he  would  be  rather  discouraged  to 
become  a  specialist  for  a  stock  that  was  not  being  sold  or  bought 
to  any  great  extent. 

Mr.  Whitney.  Many  specialists,  sir,  are  very  much  discouraged 
in  that  way,  and  are  seeking  the  placing  of  stocks  by  the  committee 
of  arrangements  at  the  particular  post  where  he  has  been  in  the 
habit  of  transacting  his  business,  so  that  he  may  increase  that  possi- 
bility of  compensation. 

Senator  Gore.  Is  there  any  way  of  estimating  what  percentage  of 
the  daily  transactions  pass  through  specialists,  and  what  percentage 
goes  by  a  different  route? 

Mr.  Whitney.  I  think  Mr.  Pecora  has  some  figures  on  that. 

Mr.  Pecora.  What  is  that?     I  did  not  hear. 

Mr.  Whitney.  The  percentage  of  the  daily  business  that  passes 
through  the  hands  of  the  specialists. 

Mr.  Pecora.  We  have  data  on  that.  I  do  not  have  them  with  me. 
I  will  have  them  before  the  committee  here  on  Monday.  We  have 
gathered  data  that  would  indicate  that,  from  our  returns  to  the 
questionnaires  made  by  the  members  of  your  exchange. 

Senator  Gore.  Is  it  substantial  ? 

Mr.  Pecora.  The  task  of  recapitulating  the  data  and  tabulating 
it  has  been  so  tremendous  that  we  have  not  yet  finished  it,  but  we 
will  have  it  finished  by  Monday. 

Senator  Gore.  Is  it  substantial? 

Mr.  Pecora.  Oh,  yes;  it  is  quite  substantial. 

Mr.  Whitney.  It  is  substantial. 

Senator  Kean.  Mr.  Whitney,  suppose  you  have  an  order  on  three 
stocks.  A  broker  may  execute  two  of  those  orders  for  his  own  ac- 
count. The  third  order,  because  he  cannot  wait,  has  to  go  to  the 
other  posts,  and  he  gives  it  to  a  specialist.  That  is  the  way  the 
business  is  done. 

Mr.  Whitney.  You  mean  a  representative  of  a  commission  house 
has  three  orders  given  him  at  one  time,  and  possibly  he  may  be  able 
to  execute  two  by  himself,  and  the  other,  of  necessity,  he  has  to  hand 
to  the  specialist. 

Senator  Kean.  Yes. 

Mr.  Whitney.  There  are  some  commission  houses — I  think  I 
have  stated  this  to  you  before — that  give  all  of  their  business  to  spe- 
cialists and  to  floor  brokers,  and  their  representatives  do  not  attempt 
to  execute  any  of  their  orders  whatsoever.  They  act  more  as  messen- 
ger boys  than  anything  else. 

Senator  Gore.  Then  their  representatives  in  that  instance  would 
not  be  members  of  the  exchange. 

Mr.  Whitney.  Absolutely  members  of  the  exchange;  but  they 
feel  their  best  interest  is  served  bv  srivinof  all  their  orders  to  other 
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floor  brokers  and  specialists.    And  when  I  say  their  best  interest  I 
mean  that  of  their  customers. 

STATEMENT   OF  RAYMOND   SPRAGTJE,   NEW   YORK,   N.Y.,  A 
MEMBER  OF  THE  NEW  YORK  STOCK  EXCHANGE 

Mr.  Sprague.  Mr.  Chairman  and  gentlemen,  we  particularly  want 
to  talk  on  section  10,  just  because  of  its  drastic  provision.  This 
provision  destroys  the  specialist  dealer. 

Senator  Adams.  May  I  ask,  Mr.  Chairman,  who  the  witness  is? 

Mr.  Sprague.  Pardon  me.  My  name  is  Raymond  Sprague.  I 
have  given  my  name  to  the  reporter. 

Senator  Gore.  Would  you  mind,  Mr.  Sprague,  defining  and  de- 
scribing a  specialist  to  us — what  he  can  do,  and  what,  as  a  rule,  he 
does  do? 

The  Chairman.  I  suppose  he  will  get  to  that  in  a  minute,  Senator. 

Senator  Gore.  He  started  to  analyze  the  section.  Go  ahead  in 
your  own  way,  if  you  have  that  in  mind. 

Mr.  Sprague.  I  intended  to  do  that,  Senator,  as  I  came  to  it. 

The  Chairman.  State  your  name,  official  residence  and  occupation. 

Mr.  Sprague.  The  stenographer  has  it.  My  name  is  Raymond 
Sprague,  39  Broadway,  member  of  the  New  York  Stock  Exchange 
and  specialist. 

We  intend  to  take  up  section  10  of  the  bill  as  it  deals  with  the 
specialist  dealer.  This  provision  absolutely  puts  the  specialist  dealer 
out  of  business,  and  provides  no  adequate  substitute.  It  affects  us 
quite  directly,  but  I  believe  it  affects  the  public  more,  in  this  respect, 
than  it  affects  the  general  liquidity  of  the  market. 

The  bill  goes  further,  in  that  it  provides  that  the  specialist  may 
execute  none  other  than  fixed-limit  orders.  I  have  a  few  statistics, 
which  I  hurriedly  had  my  office  get  together,  asking  them  to  select  at 
random  from  the  files  the  volume  of  orders  received  on  given  dates, 
and  the  percentage  of  market  orders  in  that  respect. 

Senator  Gore.  How  is  that  ?     State  your  categories  again. 

Mr.  Sprague.  I  had  my  office  select  at  random  from  the  files, 
orders  of  specific  dates,  and  tabulate  those  orders,  showing  what 
percentage  were  market  orders,  as  related  to  limited  orders. 

Senator  Gore.  That  is  Greek  to  me,  Mr.  Sprague.  I  do  not  know 
what  you  are  talking  about.  I  wish  you  would  define  what  fixed- 
limit  orders  are. 

Mr.  Sprague.  I  will  define  orders  for  you.  Senator. 

Senator  Gore.  Yes. 

Mr.  Sprague.  Orders  are  in  three  general  classes:  Market  orders, 
which  are  such.  A  market  order  to  buy  is  an  order  to  buy  at  the  best 
price  obtainable.  An  order  to  sell  is  an  order  to  sell  at  the  best 
price  obtainable. 

Senator  Gore.  That  is  a  market  order? 

Mr.  Sprague.  That  is  a  market  order,  sir. 

The  Chairman.  Whose  orders?     Wliere  do  the  orders  come  from? 

Mr.  Sprague.  These  orders  come  from  the  public,  through  the 
commission  houses. 

The  Chairman.  Brokers? 

Mr.  Sprague.  And  brokers ;  yes,  sir. 
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Mr.  Pecora.  Are  you  speaking  now  of  orders  to  the  specialist? 

Mr.  Sprague.  I  am  describing  the  general  character  of  all  orders. 

The  second  are  what  we  call  limited  orders,  which,  in  effect,  say 
"  Buy  for  my  account  so  many  shares  of  stock,  at  a  price,  and  no 
more."    The  reverse  is  to  sell. 

Senator  Gore.  You  mean  not  above  that  price  ? 

Mr.  Sprague.  Not  above  that  price ;  yes,  sir. 

Mr.  Pecora.  That  is,  it  fixes  the  maximum  price  at  which  the 
customer  wants  to  buy  ? 

Mr.  Sprague.  Correct. 

Mr.  Pecora.  But  the  direction  to  the  broker  is  to  buy  at  any  lower 
price  if  possible. 

Mr.  Sprague.  Yes,  sir. 

Mr.  Pecora.  It  just  fixes  the  maximum  at  which  he  will  buy? 

Mr.  Sprague.  That  is  implied,  sir. 

The  other  side  is  the  sale  order  of  the  same  character,  which  sets 
the  limit  on  the  sale  side.  He  must  not  sell  below  the  limit,  but 
may  sell  above  if  he  can  do  so. 

The  third  order  is  the  stop  order.  The  buy  stop  order,  in  effect, 
says  "When  the  market  reaches  this  price,  buy  100  shares  at  the 
market — that  price  or  higher."     A  sell  stop  order 

Mr.  Pecora.  Buy  at  that  price  or  higher? 

Mr.  Sprague.  What  I  mean  by  that  is,  when  it  reaches  that  price 
or  higher.  It  takes  an  actual  sale  to  set  that  order  in  motion,  and 
that  order  then  becomes  a  market  order. 

Senator  Gore.  Are  your  prices  going  up  or  down,  or  either? 

Mr.  Sprague.  In  effect,  that  would  have  to  be  a  higher  price, 
Senator,  to  go  into  effect. 

Senator  Gore,  He  would  tell  you  to  buy  at  a  price  higher  than 
the  last  quotation  ? 

Mr.  Sprague.  Then  the  existing  market.  In  other  words,  may  I 
describe  just  an  ordinary  order  such  as  that.  Possibly  it  would 
clarify  it. 

Senator  Gore.  I  wish  you  would;  and  after  that,  I  want  to  get  at 
the  motive  of  the  man  who  gives  you  that  order. 

Mr.  Sprague.  The  market  in  a  given  stock  is  341/0  bid,  which 
means  that  is  the  price  that  would  be  paid.  One  hundred  shares  are 
offered  at  35,  which  means  it  will  be  sold  at  that  price.  We  term 
that  the  market — 341/4-35.    That  is  technical. 

A  stop  order  may  be  entered  to  buy  100  at  36  stop,  which  means 
that  when  the  stock  sells  at  or  above  that  price,  it  immediately 
becomes  a  market  order. 

Senator,  to  answer  your  question,  that  might  be  for  two  purposes; 
one.  to  limit  the  loss  on  a  short  sale 

Senator  Gore.  I  can  see  that, 

Mr.  Sprague.  And  the  other  might  be  that  the  customer  might 
feel  that  if  the  stock  reached  that  price  it  would  sell  higher,  but  he 
was  not  interested  in  the  current  market. 

Senator  Gore.  He  is  just  an  optimist,  isn't  he? 

Mr.  Sprague.  Does  that  explain  to  you,  Senator,  the  character  of  it  ? 
Senator  Gore.  Yes;  I  think  it  does.    That  is  involved,  sometimes, 
in  these  spreads,  is  it  not  ?    I  do  not  want  to  divert  you, 

175541 — 34— PT  15 24 


6784  STOCK   EXCHANGE    PRACTICES 

Mr.  Sprague.  On  the  other  side,  the  order  to  sell  stock  is  a  pro- 
tective order,  where  the  customer  desires  to  limit  his  loss  and  wants 
protection  at  that  point.    In  other  words,  he  says 

Senator  Gore.  When  he  had  sold  short  and  did  not  want  to  ride 
down  ? 

Mr.  Sprague.  He  was  lon^-  in  that  case,  and  he  did  not  want  to 
take  a  chance. 

Senator  Gore.  He  did  not  want  to  get  out  and  carry  a  loss.  That 
is  the  way  they  do  on  the  grain  and  cotton  exchanges,  I  know. 

Mr.  Sprague,  May  I  proceed  with  the  tabulation  of  the  percent- 
ages, Mr.  Chairman? 

The  Chairman.  Yes. 

Mr.  Sprague.  On  October  23  we  had  a  total  of  930  orders 

Senator  Gore.  Last  October? 

Mr.  Sprague.  Yes,  sir.  These  were  selected  at  random.  My  in- 
structions were  to  go  through  the  file  and  select  at  random  and  pick 
one  large  day  out  so  we  could  get  a,  comparison  of  the  difference. 
This  day  showed  930  orders  of  which  27  were  market  orders.  That 
is  approximately  3  percent. 

On  October  20,  1933,  we  received  999  orders,  of  which  44  were 
market  orders;  approximately  4  percent. 

On  November  21,  1933,  we  received  968  orders,  of  which  23  were 
market  orders;  practically  2  percent. 

On  November  22  we  received  581  orders  of  which  19  were  market ; 
approximately  3  percent. 

Senator  Gore.  Was  that  on  a  Saturday? 

Mr.  Sprague.  I  have  no  record  of  that  here,  sir. 

The  Chairman.  What  were  the  other  orders  that  were  not  market 
orders  ? 

Mr.  Sprague.  They  were  limited  orders,  sir,  limited  as  to  price. 

Senator  Townsend.  Do  you  have  the  percentage  there  as  to  buy 
and  sell? 

Mr.  Sprague.  No,  sir. 

Senator  Barklet.  Was  that  a  fair  average  normal  business  day? 

Mr.  Sprague.  These  were  normal  days,  sir. 

Senator  Barkley.  Was  that  a  fair  average  over  a  year  as  to  the 
percentage  of  market  orders  as  compared  with  limited  orders? 

Mr.  Sprague.  I  have  no  adequate  means  of  checking  that,  Senator. 
These  were  selected  at  random. 

Senator  Gore.  You  do  not  show  how  many  limited  orders  or  stop 
orders  there  were? 

Mr.  Sprague.  No,  sir.  These  are  all  characterized  as  market 
orders  as  against  limited  orders 

Senator  Barkley.  What  is  the  object  of  selecting  a  few  at  random 
unless  it  enables  you  to  use  it  as  an  average? 

Mr.  Sprague.  These  were  selected  at  random  because  I  wanted  to 
show  a  general  picture. 

Senator  Barkley.  A  general  i:)icture  would  call  for  a  general 
average. 

Mr.  Sprague.  What  I  am  attempting  to  show  you  is  that  these 
average  days  as  against  a  day  larger  than  the  average  would  have 
an  effect,  where  the  provision  is  made 

Senator  Barkley.  Is  tlie  i)('r('entage  any  greater  on  a  bigger  da}'' 
than  on  a  smaller  day? 
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Mr.  Spragde.  Yes,  sir;  that  is  what  I  intended  to  show.  There 
are  3  other  days  where  the  percentages  are  3  percent,  lyo,  and 
3  percent. 

On  July  21, 1933,  which  was  an  active  day,  we  received  1,676  orders. 
There  were  335  market  orders.    The  percentage  there  was  20  percent. 

Senator  Adams.  Was  that  a  day  of  rising  or  falling? 

Mr.  Sprague.  I  believe  that  was  a  day  of  falling  prices. 

Senator  Adams.  Do  you  get  more  market  orders  on  a  day  of  falling 
prices  than  you  do  on  a  day  of  rising  prices  ? 

Mr.  Sprague.  I  believe  the  percentage  would  be  about  the  same. 
In  other  words,  when  we  have  an  emergency  market  and  the  orders 
are  sent  to  you  directly,  the  brokers  give  them  to  you  because  they 
are  hard  of  execution. 

Senator  Adams.  In  a  time  of  a  falling  market  you  have  those  who 
are  lending  money  on  securities,  and  margins  not  being  supplied 
those  stocks  are  thrown  on  the  market,  are  they  not?  Are  they 
thrown  on  ordinarily  as  market  orders  or  as  limited  orders? 

Mr.  Sprague.  You  would  have  a  greater  percentage  of  orders  made 
at  the  market  in  a  day  such  as  that,  either  on  a  rising  or  a  falling 
market. 

Senator  Gore.  They  are  taking  to  cover. 

Senator  Adams.  Is  it  the  practice  of  a  bank  or  one  who  is  loaning 
upon  market  securities,  when  they  are  forced  to  foreclose  or  sell, 
to  turn  them  in  to  sell  at  the  market  or  to  fix  the  price? 

Mr.  Si'KAGUE.  That,  sir,  we  have  no  way  of  telling. 

Senator  Adams.  You  have  been  there  a  long  while,  and  I  thought 
you  could  possibly  answer  that, 

Mr.  Sprague.  I  would  assume  at  most  times,  if  the  orders  were 
not  in  the  form  of  stock  orders,  they  would  be  at  the  market. 

Senator  Adams.  Would  not  that  tend  to  increase  the  percentage 
of  market  orders  on  those  days  of  decline  when  they  were  fore- 
-closing  on  securities? 

Mr.  Sprague.  Yes ;  but  I  think  the  same  thing  is  true,  Senator, 
where  you  have  market  orders  originating  from  customers  who  do 
not  like  the  looks  of  the  market  and  want  to  get  out.  It  is  not  a 
question  so  much  of  margin  as  it  is  their  feeling  that  they  want  to 
sell  and  be  free. 

Senator  Gore.  Before  the  margin  is  gone? 

Mr.  Sprague.  For  protection  purposes.  I  say  I  cannot  identify 
what  would  come  from  banks  or  what  would  come  from  margin 
requirements.  It  is  a  question  of  their  selling  because  of  the  feeling 
that  they  want  to  get  out  of  the  market. 

I  cite  that  because  the  provision  of  the  bill  states  that  specialists 
should  only  handle  fixed-limit  orders.  It  shows  that  in  times  of 
stress  and  bad  markets  the  specialists  perform  a  fimction  that  the 
other  broker  cannot  perform,  b}'  handling  market  orders.  It  is  a 
physical  impossibility  in  many  cases  for  brokers  to  handle  the  orders 
themselves. 

Mr.  Pecora.  If  that  phrase  were  changed  to  '*  limited-price  orders  " 
instead  of  "  fixed-price  orders ",  would  that  relieve  the  hardship 
of  which  you  speak? 

Mr.  Sprague.  I  do  not  think  that  would  change  it,  Mr.  Pecora, 
because  vou  still  have  limited  orders.     Whether  vou  sav  fixed  orders 
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or  limited  orders,  it  means  practically  the  same  thing,  and  it  would 
prevent  the  commission  houses  from  adequately  performing  the 
function  which  they  do  perform;  that  is,  giving  service  to  the 
public. 

Mr.  Pecora.  What  limitation,  if  any,  would  you  put  in  the  statute  ? 

Mr.  Sprague.  I  do  not  think  you  can 

Mr.  Pecora.  You  would  not  put  any  limitation  in  ? 

Mr.  Spragtje.  I  do  not  think  you  can;  sir. 

Senator  Gore.  You  think  you  would  likely  do  more  harm  than 
good  if  you  did  ? 

Mr.  Sprague.  Yes;  I  think  it  would  be  a  very  dangerous  thing  to 
do,  because  it  puts  a  limit  on  your  operation  at  a  time  when  it  is 
needed. 

The  Chairman.  You  do  not  think  there  ought  to  be  any  provi- 
sion with  reference  to  specialists  at  all  ? 

Mr.  Sprague.  Well,  sir,  my  feeling  is  that  we  probably  may  not 
be  perfect,  but  we  are  doing  the  best  we  can,  and  we  certainly 
believe  we  should  not  be  rigidly  forced  out  of  the  business  without 
an  adaquate  examination  and  a  thorough  survey,  which  I  do  not 
believe  can  be  done  in  a  few  months.  I  believe  statistics  are  cold; 
that  you  cannot  take  statistics  and  make  them  live.  The  time  at 
which  a  specialist  really  performs  a  function  is  in  a  time  of  emer- 
gency when  called  upon  to  fill  a  breach. 

The  Chairman.  Are  there  no  abuses  at  all  with  reference  to  spe- 
cialists ?    Don't  they  become  traders  and  all  that  sort  of  thing  ? 

Mr.  Sprague.  I  believe  we  have  to  go  on  the  assumption  that  men 
are  honest,  Mr.  Chairman. 

Senator  Barkley.  If  we  could  do  that  we  could  repeal  all  criminal 
laws  throughout  the  country. 

Mr.  Sprague.  They  do  not  prevent  crime. 

Senator  Barkley.  But  you  would  not  repeal  them  on  that  account, 
would  you? 

Mr.  Sprague.  No. 

Senator  Gore.  I  was  wondering  if  it  would  be  wise  to  put  a  pro- 
vision in  that  the  specialist  should  be  honest? 

Mr.  Sprague.  The  rules  of  the  exchange  do  limit  us  in  our  tradings. 

Senator  Gore.  You  say  there  are  times  when  the  specialist  steps 
in  and  closes  the  breach,  or  words  to  that  effect.  Describe  that 
operation,  please.    That  is  what  I  want  to  get  at. 

Mr.  Sprague.  You  find  many  days,  sir,  of  emergency  where  many 
selling  orders  pour  into  the  market  and  the  market  will  not  take 
those  orders.  There  is  not  sufficient  buying  power  to  absorb  those 
selling  orders.  We  do  step  into  the  breach  in  that  case  and  we  do 
purchase  stocks  when  we  cannot  get  the  public  to  buy ;  we  cannot  get 
anybody  but  a  speculator  to  buy. 

Senator  Gore.  You  take  over  those  selling  orders ;  you  buy  stock  ? 

Mr.  Sprague.  At  a  fair  price;  yes. 

Senator  Gore.  Let  me  ask  you  this — because  I  am  100  percent 
ignorant  on  this  business.  Suppose  steel  is  selling  at  50  and  I  wire 
you  or  give  you  an  order  to  buy  steel  at  49,  and  Senator  Barkley 
gives  an  order  to  you  to  sell  steel  at  51.  Does  that  create  a  situation 
M'here  you  function,  and,  if  so.  what  do  you  do? 

Mr.  Sprague.  That  might  be  answered  in  tliis  way,  Senator.  A* 
I  understand  it,  you  liave  given  me  an  order  to  buy  at  49? 
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Senator  Gore.  Yes.  I  tliink  maybe  Steel  will  go  up,  but  I  do  not 
want  to  pay  50 ;  I  am  trying  to  buy  a  little  below  the  last  quotation. 
Senator  Barkley  thinks  he  can  unload  at  51.  I  thought  maybe  that 
was  one  of  those  breaches  where  you  kind  of  work  the  situation  out 
and  serve  both  of  us.     Of  course,  you  could  not  do  both. 

Senator  Barkley.  That  situation  itself  creates  a  market. 

Mr.  Sprague.  Yes ;  so  there  is  no  problem. 

Senator  Adams.  You  might  put  the  man  Avho  sent  the  stock  in  to 
be  sold  at  the  market,  at  a  point  where  his  stock,  normally  running 
at  $30  a  share  in  the  absence  of  a  market,  would  be  left  at  the  mercy 
of  the  speculator  later  to  offer  $10,  and  that  would  be  the  onW  market. 

Mr.  Sprague.  Maybe  I  can  make  it  a  little  clearer  by  a  practical 
example. 

Senator  Gore.  I  want  you  to  do  that;  but  just  before  you  do.  let 
me  ask  3'ou  this :  Further  orders  would  have  to  drift  in  between  those 
margins  in  order  for  j'ou  to  function  in  that  situation,  would  thev 

Senator  Towxsend.  No;  because  one  is  to  buy  and  the  other  is 
to  sell. 

Mr.  Sprague.  I  do  not  quite  get  tliat  clear.  You  have  a  limited 
order  to  buy  at  49  and  a  limited  ordei-  to  sell  at  51.  In  the  absence 
of  any  other  orders  that  creates  a  market. 

Senator  Gore.  That  is  what  I  say.  and  further  orders  would  have 
to  come  in  in  order  for  you  to  perform  any  function  at  all? 

Mr.  Sprague.  That  is  right,  sir. 

Senator  Gore.  And  they  would  have  to  be  market  orders? 

Mr.  Sprague.  They  might  come  at  limits  in  between,  or  they  might 
be  market  orders. 

Senator  Barkley.  As  long  as  ytiu  liave  onh"  got  those  two  orders 
you  do  not  do  anything  at  all:  you  could  not? 

Mr.  Sprague.  I  might  choose  to  make  a  market  in  between  by 
bidding  491^  on  my  own  account 

Senator  Barkley.  But  that  still  would  not  execute  cither  the  49 
or  the  51  order? 

Mr.  Sprague.  Xo.  sir:  it  would  not. 

Senator  Gore.  In  some  cases  you  do  that? 

Mr.  Sprague.  Many  times  mc  create  a  market. 

Senator  Gore.  I  want  to  get  at  what  you  might  do  and  what  you 
sometimes  do  do. 

Mr,  Sprague.  It  is  a  very  simple  case  to  explain. 

The  Chairman.  In  that  case  could  you  not,  as  a  specialist,  buy  at 
49  from  Senator  Barkley? 

Senator  Barkley.  Not  if  I  put  iix  an  order  at  51. 

Mr.  Sprague.  No,  sir;  I  could  not  buy.  The  rules  provide  specifi- 
cally that  Avhile  in  possession  of  a  market  order  to  buy  I  cannot  buy 
for  my  own  account. 

Senator  Gore.  Tliat  is  one  of  the  points  that  I  was  trying  to 
bring  out. 

Mr.  Sprague.  I  cannot  bu}^  for  my  own  account  until  I  have  filled 
that  order.  On  the  reverse  I  cannot,  while  in  possession  of  an  order 
to  sell  at  the  market,  sell  for  my  own  account  any  securities  until  I 
have  filled  the  order  in  hand.  It  also  is  provided  that  I  cannot,  while 
in  possession  of  an  order  to  buy  at  a  limited  price,  buy  for  my  own 
account  at  that  price  without  first  filling  the  orders  I  have  in  hand. 
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On  the  reverse  side  I  cannot  sell  for  my  own  account  at  a  limited 
price  until  I  have  already  sold  my  orders  at  that  price. 

Senator  Bulklet.  Does  anyone  know  you  were  in  possession  of  it 
a  given  time,  or  is  it  all  a  matter  of  your  own  conscience  to  observe 
that  rule? 

Mr.  Sprague.  I  would  say  that  is  more  or  less  my  duty. 

Senator  Bulkley.  It  is  your  duty,  but  in  the  enforcement  of  it 
do  you  rely  wholly  on  your  conscience  or  is  there  any  way  of  check- 
ing it  up  ? 

Mr.  Spkague.  I  am  impelled  to  trade  at  fair  prices.  I  do  not  dis- 
close my  book ;  I  can  disclose  my  market,  but  not  my  book.  In  other 
words,  if  I  have  a  market  of  49^/2-50  and  I  wanted  200  shares  at 
49%  and  300  offered  at  50,  I  do  not  disclose  what  is  above  or  what 
is  below  those  prices. 

Senator  Bulklet.  I  am  not  talking  about  a  disclosure ;  I  am  talk- 
ing about  this  question,  that  if  you  have,  for  instance,  an  order  to 
sell  at  49  and  to  buy  at  50,  you  have  a  margin  in  there,  and  you 
could  not  accept  either  one  of  those  for  your  own  account,  according 
to  the  rule? 

Mr.  Sprague.  No,  sir. 

Senator  Bulklet.  But  does  anybody  else  know  that  you  have 
those  orders  at  that  time  ? 

Mr.  Sprague.  Nobody  knows,  because  there  will  be  a  transaction 
that  will  take  place  on  those  orders 

Senator  Bulklet.  You  understand  that  this  is  not  personal  at 
all,  but  what  I  mean  is  this,  that  if  anyone  should  want  to  make  a 
personal  profit  out  of  a  situation  like  that,  could  he  not  do  it  without 
being  detected  ? 

Mr.  Sprague.  No. 

Senator  Bulklet.  Why  not? 

Mr.  Sprague.  Because  the  sale  you  make  is  public.  It  is  printed 
on  a  ticket.  It  goes  out,  and  that  is  the  price  at  which  the  contract 
is  made.  A  man  wanting  to  buy  at  50  while  another  man  wants  to 
sell,  at  49  must  meet  at  some  point  between  those  two  prices.  I  can- 
not intervene  either  personally  or  for  any  account  in  the  transaction. 

Senator  Bulklet.  Suppose  you  should  do  it:  how  would  you  get 
caught  ?    What  would  be  the  process  of  your  getting  caught  ? 

Mr.  Sprague.  You  could  not  do  it,  because  of  the  fact  that  it  is  a 
public  transaction,  and  the  man  having  an  order  to  buy  at  50  and 
seeing  the  transaction  on  the  tape  at  49^^  would  claim  that  price 
as  his  price. 

Senator  Bulklet.  If  he  happened  to  be  looking  at  the  ticker  at 
the  moment.  But,  of  course,  the  majority  of  them  send  in  from 
somewhere  else,  and  they  do  not  know  at  what  moment  the  orders 
are  executed. 

Mr.  Sprague.  I  would  like  to  explain  that  a  little  bit. 

Senator  Bulklet.  Yes;  I  would  like  to  have  you. 

Mr.  Spkagi  E.  The  houses  themselves  have  set  up  forces  to  check 
on  that.  They  check  those  transactions  both  as  to  time  and  as  to 
place. 

Senator  Bulklet.  You  mean  that  the  broker  through  whom  you 
received  your  order  would  be  watching  you? 

Mr.  Sprague.  Correct,  sir.  The  broker  is  the  guardian  of  his  cus- 
tomer's account,  and  he  sets  up  that  function.    If  the  customer 
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happens  to  be  sitting  in  the  office,  he  also  can  check  it;  but  the 
function  itself  is  under  the  supervision  of  the  house,  and  it  in  turn 
must  see  that  the  customer  receives  a  fair  price.  So  the  transaction, 
if  made  under  50.  would  entitle  the  buyer  to  stock  at  that  price. 
Likewise,  if  made  above  49,  the  seller  would  be  entitled  to  it  at 
that  price.  So  the  contracts  would  meet  at  a  price  which  would  be 
determined  by  the  market. 

Senator  Bulkley.  Is  there  a  record  of  the  precise  time  at  which 
all  these  transactions  take  place  ? 

Mr.  Sprague.  Yes,  sir;  there  is  a  time  record.  Most  houses  have 
that  facility,  and  it  is  quite  generally  used. 

Senator  Townsend.  Is  there  any  record  on  your  book  of  the  time 
you  receive  the  order  ? 

Mr.  Sprague.  No,  sir;  we  have  no  time  record. 

Senator  Gore.  Keverting  to  my  illustration,  Mr.  Sprague,  when 
steel  was  selling  at  50  I  ordered  you  to  buy  at  49,  and  Senator 
Barkley  ordered  you  to  sell  at  51.  You  cannot  buy  on  your  own 
account  while  my  order  is  unexecuted  ? 

Mr.  Sprague.  At  49,  sir ;  right. 

Senator  Gore.  And  you  cannot  sell  at  51  while  Senator  Barkley's 
order  is  unexecuted  ? 

Mr.  Sprague.  No,  sir. 

Senator  Gore.  What  can  you  do  ? 

Mr.  Sprague.  I  might  try  between  tlioso  limits  to  make  an  order 
for  my  own  account  at  prices  in  between.     I  might  bid  491/0  or  501/2. 

Senator  Adams.  But  you  are  limited  to  that  narrow  space  there? 

Mr.  Sprague.  Yes,  sir.  I  cannot  trade  or  execute  an  order  for 
my  own  account  which  would  interfere  with  those  orders. 

Senator  Barkley.  You  could  execute  an  order  for  your  own  ac- 
count at  a  definite  figure,  could  you  not?  Or  are  you  limited  to 
executing  market  orders?  You  know  what  the  market  is  all  the 
time.  If  you  have  an  order  to  buy  stock  at  the  market  or  sell  at  the 
market,  until  you  have  executed  those  orders  you  cannot  buy  or  sell 
at  the  market  in  your  own  name,  can  you  ? 

Mr.  Sprague.  I  might  buy  in  the  event  that  a  seller  came  in 

Senator  Barkley.  If  a  seller  came  in.  then  he  would  sell  to  the 
man  who  had  given  you  a  market  order  to  buy.  would  he  not? 

Mr.  Sprague.  The  procedure  in  that  case  would  be  that  your  buy- 
ing order  and  selling  order  would  meet  at  tlie  price  of  the  next  sale. 

Senator  B/Vrkley.  The}'  would  cancel  each  other? 

Senator  Gore.  Is  that  what  is  called  a  "'  cross-transaction  "? 

Mr.  Sprague.  That  is  a  cross  transaction.  Everything  being  equal 
and  no  other  orders  in  the  market,  you  would  bid  at  a  price  which 
would  be  fair.  If  anotlier  order  or  orders  enter  into  the  transaction, 
they  would  be  the  determining  factor  in  the  price. 

Senator  Barkley.  What  percentage  of  3'our  compensation  is  de- 
rived from  your  duties  as  a  specialist  as  compared  with  your  personal 
transactions  ? 

Mr.  Sprague.  I  do  not  know  that  I  could  give  you  that  in  percent- 
age figures.  I  would  make  more  money  in  trading  than  I  would  in 
commissions;  but  I  would  also  qualify  that  by  saying  that  more 
money  is  made  by  buying  stocks  and  carrying  them  through  a 
period. 
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Senator  Adams.  You  may  lose  on  your  own  transactions,  whereas 
a  commission  transaction  is  a  profit  to  you  ? 

Mr.  Spkague.  Yes,  sir.  We  very  often  lose.  I  can  carry  them  over 
a  period  or  determine  that  I  would  make  the  market  in  between. 
The  function  that  I  would  like  to  outline  is  that  by  drawino;  the 
market  together  and  buying  for  my  own  account  I  have  stabilized 
and  sustained  the  market  and  I  do  perform  a  function  that  benefits 
the  buyer  and  the  seller. 

Senator  Gore.  I  have  understood  that  to  be  one  of  the  functions, 
but  I  was  trying  to  see  how  it  happened. 

Mr.  Sprague.  In  this  way,  sir.  Using  the  example  you  gave  me, 
that  of  orders  at  49-51.  I  could  quote  my  market  at  491/2-501/^.  A 
seller  might  come  into  the  market  and  sell  to  me  at  491/2.  If  my  bid 
was  not  there  he  would  have  to  sell  at  49.  After  having  bought  a 
hundred  at  49^/^  I  then  could  close  my  market  so  that  a  subsequent 
buyer  then  would  buy  at  50  instead  of  51.  and  in  that  way  I  have 
benefited  both  the  buyer  and  the  seller  to  the  extent  of  a  better 
market. 

Senator  Gore.  If  your  order  to  buy  exceeded  your  order  to  sell  by 
300  shares  you  would  cancel  them  out  as  far  as  they  were  crossorders, 
and  then  vou  would  have  the  rest,  left  on  vour  hands  one  way  or  the 
other? 

Mr.  Sprague.  No,  Senator.  If  I  had  300  to  buy  and  only  100  to 
sell  I  could  sell  200  for  my  own  account,  thereby  drawing  in  all 
orders  at  the  same  price 

Senator  Gore.  How  is  that? 

Mr.  Sprague.  I  say,  if  I  had  300  to  buy  and  only  100  to  sell  at  the 
current  market,  I  could  sell  200  additional  for  my  own  account  and 
satisfy  all  customers;  but  if  I  had  three  single  hundreds  to  buy  at 
the  market  and  only  100  to'  sell  at  a  price  reflected  by  a  fair  market 
I  could  not  buy  100  for  one  account  without  having  claims  from  both 
other  accounts  for  stock  at  tlie  same  price. 

Senator  Barklet.  How  do  you  get  to  be  a  specialist  ? 

Mr.  Sprague.  I,  sir? 

Senator  Barkley.  Anybody. 

Mr.  Sprague.  I  would  say  it  is  mostly  a  matter  of  choice. 

Senator  Barklet.  Choice  of  yourself  or  somebody  else? 

Mr.  Sprague.  Choice  of  myself.  Mr.  Whitney  said  that  a  spe- 
cialist could  set  himself  up  in  business.  We  have  had  two  other 
cases  of  that  type.  One  is  a  request  type,  which  would  be  that  if  the 
commission  house  felt  that  a  fair  market  was  not  being  maintained — 
and  that  very  often  happens  because  a  specialist  does  not  trade  for 
his  own  account — they  would  ask  some  broker  to  open  a  book  in 
particular  stocks  so  they  might  give  him  their  orders. 

Senator  Barklet.  Do  specialists  have  to  be  members  of  the  ex- 
change ? 

Mr.  Sprague.  Yes,  sir. 

Senator  Barkley.  So  you  cannot  walk  in  and  go  to  specializing  ? 

Mr.  Sprague.  You  cannot,  sir.  May  I  qualify  myself  a  little  bit? 
I  am  in  my  thirty-third  year  in  Wall  Street.  I  started  when  I  was 
14. 

Senator  Goldsborough.  Do  I  gather  from  your  evidence  that  you 
do  not  think  this  act  ought  to  prescribe  anything  in  regard  to 
specialists  ? 
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Mr.  Sprague.  I  would  not  be  as  broad  as  that.  I  would  say  that 
I  do  not  think  that  the  law  should  be  so  rigid  that  it  would  drive 
the  present  system  out  of  business  entirely.  I  am  not  afraid  of 
regulation,  but  I  want  you  to  look  at  our  case. 

Senator  Goldsborough.  Have  you  any  suggestion  that  you  want 
to  make  as  to  what  ought  to  be  included  in  the  act  in  reference  to 
regulating  specialists  ? 

Mr.  Sprague.  Frankly,  I  have  no  suggestions  to  make.  We  are 
progressing  as  we  go  along.  There  are  things  that  develop,  and  it 
is  a  series  of  evolutionary  moves.  My  feeling  in  this  is  that  by  this 
rigid  regulation  you  are  depriving  the  public  of  a  better  market. 
If  you  drive  the  dealer  out  you  are  going  to  put  the  public  at  the 
mercy  of  a  market  that  does  not  exist  in  many  cases. 

Senator  Goldsborough.  And  it  is  for  that  reason  that  you  think 
the  act  ought  not  to  have  any  such  regulation  ? 

Mr.  Sprague.  I  do  not  think  it  should  be  rigid,  sir.  I  am  per- 
fectly willing  to  go  over  a  period  of  time  and  let  you  examine  into 
our  case  and  see  what  we  do,  and  get  statistics,  but  not  to  take 
statistics  over  a  short  period  of  time  and  attempt  by  those  statistics 
to  tell  whether  the  specialist  performs  his  duty  or  not.  You  cannot 
set  up  a  rule  of  thumb  on  this. 

Senator  Barkley.  Being  a  specialist,  and  objecting  to  this  pro- 
vision, would  you  undertake  to  submit  one  to  the  committee  for  its 
consideration  ? 

Mr.  Sprague.  A  provision,  sir? 

Senator  Barkley.  Yes. 

Mr.  Sprague.  I  do  not  know  of  an}-  at  the  moment  in  my  mind. 

Senator  Barkley.  You  say  you  are  not  afraid  of  regulation,  and 
you  would  not  go  so  far  as  to  say  you  object  to  any  regulation.  How 
far  would  you  be  willing  to  go  in  regulation? 

Mr.  Sprague.  I  do  not  pretend  to  say  that  we  are  perfect.  I  think 
we  have  gone  as  far  as  we  can  go  along  the  lines  as  they  develop. 
We  are  perfectly  willing  to  sit  down  and  go  over  these  various  fea- 
tures over  a  length  of  time  so  that  the  thing  can  be  studied  from  an 
impartial  point  of  view  and  then  see  whether  there  are  abuses  that 
can  be  regulated. 

Senator  Barkley.  Of  course  it  is  difficult  for  you  or  for  anybody 
up  in  New  York  to  sit  down  with  this  committee  over  a  period  of 
time  and  work  out  some  provision  that  might  be  acceptable.  We 
have  the  bill  before  us  for  consideration,  and  inasmuch  as  you  object 
to  what  this  bill  provides,  and  j^ou  state  that  you  are  willing  to  be 
regulated,  I  was  wondering  if  you  could  submit  something  in  a 
concrete  form  that  would  meet  your  ideas. 

Senator  Goldsborough.  Your  thought  is  that  you  might  submit 
an  amendment  to  section  10? 

Mr.  Sprague.  What  I  object  to  is  that  its  rigidity  drives  us  out  of 
business. 

Senator  Barkley.  Can  you  suggest  some  let-up  on  the  rigidity  so 
it  would  not  drive  you  out  of  business  ? 

Mr.  Sprague.  We  would  like  to  take  the  matter  under  considera- 
tion and  see  if  we  can  furnish  you  with  a  suggestion. 

Senator  Barkley.  All  right! 

Mr.  Adler.  May  I  make  a  statement,  Mr.  Chairman  ? 

The  Chairman.  Yes. 
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STATEMENT  OF  PAUL  ABLER,  NEW  YORK,  N.Y. 

The  Chairman.  Will  you  state  your  name  so  the  reporter  will 
know  who  is  talking. 

Mr.  Adler.  Paul  Adler ;  15  Broad  Street,  New  York. 

Mr.  Pecora.  Will  you  further  identify  yourself  by  reference  to 
your  business  ? 

Mr.  Adler.  My  business  is  that  of  a  specialist. 

Mr.  Pecora.  You  are  a  member  of  the  New  York  Stock  Exchange? 

Mr.  Adler.  Yes,  sir.  I  have  seven  partners,  all  members  of  the 
New  York  Stock  Exchange,  and  we  deal  and  specialize  in  about  50 
issues. 

Mr.  Pecora.  That  is,  you  and  your  partners  combined? 

Mr.  Adler.  Myself  and  my  partners. 

Senator  Barklet.  They  are  all  specialists,  too? 

Mr.  Adler.  Yes,  sir. 

Mr.  Pecora.  All  floor  operators? 

Mr.  Adler.  We  do  trading  on  the  floor  of  the  exchange. 

Mr.  Pecora.  Will  you  give  your  firm  name  ? 

Mr.  Adler.  Adler,  Coleman  &  Co. 

I  think  J\Ir.  Pecora's  suggestion  was  a  good  one,  to  take  over  a 
period  of  time  the  amount  of  stock  dealt  in  by  a  specialist  for  his 
own  account,  also  the  stock  handled  for  the  account  of  others,  and  I 
think  we  could  go  over  this  matter  and  come  back  with  a  construc- 
tive suggestion.    Certainly  we  would  try  to. 

The  important  part  of  section  10,  as  you  have  heard  it  explained  by 
others,  is  taking  a  liquid  market  out.  In  other  words,  the  fewer 
the  dealers  and  traders  in  any  one  thing  the  harder  it  is  for  the 
customer,  a  member  of  the  public,  to  obtain  a  fair  and  reasonable 
market  immediately.  I  speak  for  the  traders  on  the  floor  plus  the 
specialists.  Twenty-five  years  ago  a  trading  specialist  was  more  or 
less  unknown.  Over  a  period  of  the  last  25  years,  not  only  by  the 
desire  of  specialists  to  trade,  but  at  the  request  of  commission  houses 
who  are  our  customers,  the  trading  specialist  and  the  trading  and 
dealing  specialist  firm  has  come  into  being.  He  has  come  into 
being  more  or  less  from  a  natural  demand.  For  me  to  say  that  we 
should  trade  as  a  natural  demand  psosibly  might  be  out  of  order. 
There  is  a  gentleman  here  representing  one  of  the  big  international 
commission  houses  who  is  most  emaphatic  in  saying  that  he  believes 
it  furthers,  aids,  and  abets  his  business,  which  is  taking  care  of 
his  customers,  to  have  specialists  every  ready  to  deal  and  take  up  the 
slack  in  the  market  as  they  might  occur. 

Senator  Gore.  All  of  the  1,200  or  1,300  stocks  listed  are  appor- 
tioned out  among  25  or  30  posts  ? 

Mr.  Adler.  Yes,  sir.  At  post  30,  which  is  an  inactive  post,  there 
are  probably  200  or  300  stocks.  There  are  several  stocks  which  are 
vei-y  actively  dealt  in.    They  are  taken  care  of  by  one  firm  of  people. 

Senator  Gore.  Very  few  people  would  care  to  be  hitched  to  that 
post? 

Mr.  Adler.  No;  it  is  good  business.  The  commission  is  a  little 
higher. 

Would  you  care  to  hear  Mr.  Moore,  who  is  a  representative  of  a 
banking  house  that  I  mentioned,  and   who  might  give  you  one 
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short  case  where  a  specialist  enabled  him  to  execute  an  order  for 
their  foreign  account?     I  think  it  is  a  rather  interesting  one. 

The  Chaikmax.  The  primary  function  of  a  specialist  is  to  act  on 
commission  for  another  house? 

Mr.  Adler.  Yes. 

The  Chairman.  He  is  an  agent;  that  is  his  primary  function. 
When  he  goes  to  trading  for  himself  he  i,s  acting  in  a  diiferent 
capacity  altogether.    Do  you  do  both? 

Mr.  Adler.  Yes,  sir. 

The  Chairman.  That  seems  to  be  the  question  here,  whether  one 
man  can  act  for  others  in  1  minute  and  then  act  for  himself  at 
the  same  time  or  in  the  next  minute. 

Mr.  Adler.  I  think  a  veiy  good  illustration  of  this  is  to  hear  a 
representative  of  a  commission  house  who  can  tell  you  and  let  you 
judge  of  that  situation. 

Mr.  Spraoue.  I  think  that  would  be  a  good  idea,  because  it  brings 
out  a  point  in  question. 

Senator  Barkley.  Have  you  finished  all  that  j^ou  wish  to  say? 

Mr.  Sprague.  No.  sir;  I  have  a  few  more  remarks,  sir. 

Senator  Townsend.  I  think  Mr.  Sprague  should  be  allowed  to 
finish. 

Senator  Barkley.  Are  we  going  to  have  an  afternoon  session,  Mr. 
Chairman  ? 

The  Chairman.  Yes.  There  are  several  other  people  yet  to  be 
heard. 

Senator  Goldsborough.  Can  we  not  have  Mr.  Sprague  finish? 

Mr.  Sprague.  The  suggestion  was  to  introduce  Mr.  Moore  as  part 
of  the  corroboration  of  the  general  picture. 

The  Chairman.  If  you  ])refer  to  finish,  go  ahead. 

Mr.  SpRd\GUE.  I  would  like  to.  sir.  I  thinlv  the  question  of  liability 
is  very  important  in  any  general  consideration.  I  do  not  think  it  is 
generally  known  that  the  specalist  has  a  direct  liability  for  every 
order  he  handles.  In  other  words,  I  am  paid,  roughly,  $2.50  per 
htmdred  shares  for  the  execution  of  an  order.  For  the  execution 
of  that  order  I  am  absolutely  responsible  to  that  customer.  I  am 
also  liable  under  contract  for  the  making  good  of  the  customer's 
order.  In  other  words,  if  I  accept  an  order  from  a  commission  house 
to  sell  100  shares  of  stock,  and  that  house  should  fail,  I  must  assume 
that  contract.  That  is  my  liability.  The  same  thing  is  true  of  a 
limited  order.  We  have  had  many  orders  in  very  strenuous  times, 
of  large  size.  We  cannot  pass  over  by  general  disclosure  the  liability 
which  attaches  itself  to  us  on  a  contract.  I  cannot  give  up  the  name 
of  a  coinmisison  house  and  by  passing  that  name  off  pass  my  liability 
with  it.    I  am  held  accountable  foi-  any  contract  I  make. 

I  think  that  has  been  very  much  misunderstood,  because  in  most 
cases  we  have  been  described  as  parasites  who  just  simply  sit  there 
and  take  all  that  comes  with  no  responsibility^ 

We  also  have  no  monopoly  of  orders.  We  receive  a  certain  per- 
centage of  orders.  Most  of  the  orders  that  we  receive  are  orders 
that  cannot  be  readily  executed  by  brokers.  Brokers  who  can 
execute  orders  do  so.  It  is  a  matter,  then,  as  to  whether  we  are  to 
get  them  because  of  the  fact  that  the  orders  are  away  from  the  market 
and  cannot  be  handled  by  the  broker,  or  that  the  emergency  in  the 
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market  is  such  that  they  cannot  fairly  execute  the  orders  and  must 
leave  them  with  us. 

We  have  heard  many  times  the  fact  described  that  we  can  tell  by 
our  books  what  the  market  is  going  to  do,  what  the  stock  will  do; 
that  we  have  the  whole  picture  in  front  of  us  and  know  exactly 
what  is  going  to  happen.  That,  sir,  is  a  fallacy;  that  is  untrue.  I 
have  a  book  of  a  corporation  having  4,932,000  shares  outstanding. 
This  is  an  actual  book  of  a  day.  The  total  orders  on  the  book  with 
a  price  range  of  38  to  57,  were  31,500  shares;  that  is,  in  the  entire 
day's  orders  within  that  price  range. 

Mr.  Pecora.  Wliat  stock  was  that? 

Mr.  Sprague.  That,  sir,  was  Sears,  Roebuck,  which  is  a  fairly 
active  stock. 

Senator  Gore.  It  fluctuated  that  much  ? 

Mr.  Sprague.  Yes,  sir;  that  was  the  price  range  of  orders  on  the 
book,  between  38  and  57.  There  were  in  all  31,500  shares  of  stock 
entered  on  that  day. 

Senator  Gore.  What  day  was  that? 

Mr.  Sprague.  That  was  last  Monday,  sir. 

Senator  Barkley.  You  mean  38  was  the  last  price  at  Avhicli  any- 
body wanted  to  buy  and  57  was  the  last  price  at  which  anybody 
wanted  to  sell  ? 

Mr.  Sprague.  I  quoted  the  price  range  because  I  am  not  sure 
whether  there  were  more  orders  below  that  price  and  more  above  57. 
In  this  book  which  I  would  like  to  leave  with  you,  book  B,  there  are 
490,367  shares  of  stock,  and  the  total  orders  on  that  entire  day  were 
4,900  shares.     That  was  all  the  orders  on  the  book. 

Senator  Barkley.  What  stock  was  that? 

Mr.  Sprague.  Book  B  was  New  York,  New  Haven  &  Hartford 
Railroad  Co.  preferred  stock.  Book  C,  which  is  Postal  Telegraph  & 
Cable  preferred  stock,  which  is  the  only  stock  of  that  company  listed, 
has  305,295  shares  outstanding,  and  the  total  orders  on  the  book  were 
4,900  shares. 

I  think  if  you  will  examine  those  books  they  will  not  tell  you  much 
as  to  what  the  market  is  going  to  do,  but  the  character  of  the  market. 

Another  prefer;"ed  stock  whicli  I  have — the  total  outstanding  stock 
is  186,453  shares  and  the  total  orders  on  my  book  were  600  shares. 

Senator  Gore.  What  is  the  point  3'ou  are  making?  I  happened 
to  be  out  for  a  moment.     I  am  sorry. 

Mr.  Sprague.  The  point  I  am  making  is  that  we  have  been  charged 
with  a  monopoly  of  orders  and  therefore  are  in  a  position  to  know 
exactly  what  the  stock  is  going  to  do  and  that  therefore  Ave  can 
govern  our  trading  and  make  money;  that  we  have  access  to  infor- 
mation that  nobody  else  can  get. 

Senator  Gore.  T^hat  figure  of  600  represents  your  orders? 

Mr.  Sprague.  It  represents  tlie  total  orders  in  that  stock  on  that 
day,  out  of  an  issue  of  186.453  shares. 

Senator  Gore.  Wlien  you  say  "total  orders",  you  mean  the  total 
orders  that  came  in  ? 

Mr.  Sprague.  The  total  orders  on  my  book  for  the  entire  day. 

Senator  Gore.  Do  you  have  any  record  of  how  many  shares  turned 
that  day  ? 

Mr.  Sprague.  Yes,  sir;  100;  and  I  purchased  them. 
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Senator  Barkley.  Most  limited  orders  to  buy  are  below  the  mar- 
ket, are  they  not? 

Mr.  Sprague.  They  may  be  below  or  thej^  may  be  above,  depend- 
ing on  the  market. 

Senator  Barklet.  Of  course  if  they  are  above  and  the  market  goes 
up.  they  would  be  executed.  If  they  are  below  when  it  goes  up,  they 
will  not  be  ? 

Mr.  Sprague.  Eight. 

Senator  Barkley.  And  the  more  market  orders  come  in  on  a  rising 
market  the  less  likely  limited  orders  below  the  market  are  to  be 
executed  ? 

Mr.  Sprague.  That  is  right. 

Senator  Barkley.  And  the  same  on  a  declining  market? 

Mr.  Sprague.  Yes,  sir. 

Mr.  Adler.  I  wanted  to  further  say,  in  answer  to  your  question, 
that  while  we  know  when  we  handle  these  orders  that  we  have  a  cer- 
tain number  of  orders,  as  Mr.  Sprague  explained  to  you  we  do  not 
i^now  what  the  other  holders  of  the  stock  intend  to  do  or  will  do 
when  the  stock  goes  up  or  down.  While  we  might  see  very  few  sale 
orders  in  sight,  we  do  not  know  what  will  happen  or  what  some  stock- 
holder might  make  up  his  mind  to  do  if  the  stock  advances.  We 
might  have  500  or  600  to  sell  and  we  have  no  way  of  telling  or  decid- 
ing Avhat  some  stockholder  might  do  who  may  possibly  have  10  or 
50  or  100  shares  of  the  stock. 

Senator  Fletcher,  in  answer  to  your  question  about  the  dual  ca- 
pacitj^  may  I  state  that  we  have  tried  in  every  conceivable  way  to 
conduct  our  business  properly,  and  there  have  been  put  into  effect 
very  stringent  rules  to  make  sure  that  no  advantage  is  taken  by  a 
specialist  in  his  dual  capacity.  Certainly  suggestions  along  that 
line  would  be  helpful.  It  has  already  been  done  by  the  exchange 
authorities,  and  I  know  Mr.  Pecora  knows  the  rules  as  well  as  I 
do.  and  that  they  are  very  strict  and  thorough  rules  protecting 
the  public,  not  a  specialist  acting  in  a  dual  capacity. 

The  Chairman.  I  cannot  quite  understand  how  it  can  properly 
be  claimed  that  the  specialist  under  this  act  would  have  to  go  out 
of  business  simply  because  he  is  prohibited  from  trading.  Why 
cannot  that  be  separated  and  still  preserve  the  specialist? 

Mr.  Adler.  I  can  answer  that  in  this  way,  that  a  specialist  does 
a  certain  volume  of  business  in  these  inactive  stocks,  and  it  would 
be  very  difficult,  I  think,  to  find  a  specialist  who  would  be  able  to 
cover  these  stocks.  The  public,  therefore,  would  not  get  the  markets 
as  promptly.  That  might  not  be  so  very  important.  But  the  errors 
that  can  creep  in  and  the  liability  are  important.  Mr.  Sprague  has 
an  example  here,  Senator  Fletcher,  where  he  executed  an  order 
on  a  commission  basis  for  100  shares  of  stock.  An  error  was  made  in 
that — and  I  will  let  Mr.  Sprague  take  it  up  from  this  point  to 
show  you  how  that  Avorked  out  and  how  it  would  be  economically 
unsound  for  a  specialist  to  take  those  risks  which  he  must  take  in 
acting  under  his  duty  where  he  is  only  trading  on  a  commission. 
I  think  Mr.  Sprague  has  a  very  good  example  of  what  happened 
to  him  on  100  shares  of  a  stock. 

Mr.  Pecora.  Does  not  every  broker  take  a  risk  of  liability  of 
error  in  executing;  an  order  ? 
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Mr.  Adler,  Yes ;  but  he  only  executes  one  order  at  a  time,  whereas 
a  specialist  in  an  active  time  might  be  forced  to  handle  a  dozen  or 
twenty  orders  and  work  at  a  much  more  rapid  pace  than  any  broker 
does  that  has  an  individual  order. 

Mr.  Pecora.  He  can  get  other  brokers  to  help  out  in  times  of  activ- 
ity of  that  sort. 

Mr.  Adler.  He  does  that. 

Mr.  Sprague.  Mr.  Chairman,  this  is  an  actual  case  and  explains, 
I  think,  very  well,  why  it  would  be  hard  to  obtain  specialists  in 
stocks  of  that  character. 

On  July  26 — this  was  in  1932 — I  sold  in  error  100  shares  of  stock 
at  36,  preferred  stock.  That  order  was  a  clerical  error  left  in  my 
book  that  should  have  been  canceled.  By  the  time  we  had  run  down 
and  found  the  error,  which  was  done  promptly,  the  report  had  been 
cabled  of  the  purchase.  Necessarily  we  had  to  make  good  on  the 
contract  and  sell  100  shares  at  36.  We  were  able  to  cover  that  trans- 
action on  August  1  at  44^^,  which  was  a  net  loss  of  $850  plus 
expenses  accrued. 

The  shares  traded  in  of  that  stock  for  the  entire  year  were  10,200. 
That  is  on  the  average  of  about  100  shares  per  3  business  day^. 
Total  commissions,  if  I  had  had  half  of  those  would  be  $255  for 
the  entire  year.  If  I  had  commissions  on  the  entire  transactions 
and  represented  both  buyer  and  seller,  my  commissions  would  have 
amounted  to  $510.  So  the  net  result  of  the  error  was  about  $340  out 
of  the  entire  3^ear.     It  is  hard  to  get  men  who  will  take  that  chance. 

Mr.  Pecora.  What  contention  that  you  are  seeking  to  make  does 
that  sustain? 

Mr.  Sprague.  The  risk  of  accepting  orders  in  stocks  where  the 
commissions  are  so  scarce,  without  the  ability  to  trade  which  the  bill 
denies  to  specialists  would  cause  us  to  pause  appreciably  before  ac- 
cepting that  risk. 

Senator  Gore.  Just  what  mistake  did  you  make  ?  I  did  not  quite 
follow  you. 

Mr.  Sprague.  We  sold  100  shares  of  stock  in  error,  through  a  cler- 
ical error. 

Senator  Gore.  At  36? 

Mr.  Sprague.  Yes,  sir;  and  we  had  to  cover  that  transaction  at 
441/2,  which  was  a  net  loss  of  $850. 

Senator  Gore.  I  was  called  out  a  minute  ago  and  did  not  quite 
finish  my  interrogation,  so  I  want  to  ask  you  this.  Suppose  you  had 
an  order  to  sell  500  shares  of  United  States  Steel  at  the  market,  and 
an  order  to  buy  300  shares.  I  believe  you  stated  that  3'ou  have  to 
execute  the  order  as  a  whole. 

Mr.  Sprague.  If  the  orders  were  separate  orders.  If  there  was 
one  order,  we  take  that  into  consideration.  You  are  talking  of  five 
single  hundred-share  orders? 

Senator  Gore.  Here  is  what  I  have  in  mind.  John  Doe  orders 
you  to  buy  500  shares  of  steel.  Richard  Roe  orders  you  at  the  same 
time  to  sell  300  shares.  As  I  understand  you,  if  you  fill  those  orders 
to  buy  500  shares  you  have  got  to  supply  200  shares  in  addition  to  the 
300  that  Richard  Roe  authorizes  j^ou  to  sell. 

Mr.  Sprague.  That  would  not  necessarily  follow. 

Senator  Gore.  That  is  what  I  want  to  find  out. 


STOCK  EXCHANGE  PEACTICES  6797 

Mr.  Spragtte.  Where  the  orders  are  of  the  character  you  have  de- 
scribed— where  the  order  was  500  shares  for  one  man  and  300  shares 
for  the  other,  then  we  would  execute  the  300-share  order  and  attempt 
to  execute  the  other  200  thereafter.  If,  on  the  other  hand,  you  had 
five  separate  orders  to  sell  and  three  separate  orders  to  buy,  then 
each  of  the  sellers  and  each  of  the  buyers  would  expect  the  next  sales 
price,  and  it  would  be  necessary  for  you  to  find  a  buyer  for  the 
other  200. 

Senator  Goke.  Or  else  buy  them  yourself  as  a  specialist  ? 

Mr.  Sprague.  That  is  correct. 

Senator  Gore.  It  looks  to  me  like  there  is  one  function  that  the 
specialist  really  performs  in  carrying  the  market  on. 

Mr.  Sprague.  Yes,  sir.  Mr.  Chairman,  I  have  a  telegram  from  the 
San  Francisco  Exchange  citing  their  experience  in  trying  to  operate 
without  a  specialist.  There  is  also  a  letter  from  the  Los  Angeles 
Exchange  which  confirms  that. 

Senator  Gore.  They  all  tried  it? 

Mr.  Sprague.  They  tried  without  and  found  it  was  impossible  to 
do  business.  I  have  letters  from  representative  commission  houses 
in  New  York  citing  facts,  and  I  would  like  at  this  time,  if  you  will 
hear  him,  to  have  Mr.  Moore  state  personally  to  the  committee  his 
experience. 

The  Chairman.  Very  well. 

STATEMENT  OF  HARRY  H.  MOORE,  PARTNER  IN  THE  FIRM  OF 
HALLGARTEN  &  CO.,  NEW  YORK,  NY. 

The  Ciiairmax.  Please  state  your  name,  address,  and  business  for 
the  record. 

Mr.  MooRE.  My  name  is  Harry  H.  jSIoore,  44  Pine  Street,  New 
York.  I  am  a  member  of  the  New  York  Stock  Exchange  and  a 
partner  in  the  firm  of  Hallgarten  4c  Co..  which,  by  the  way,  has  been 
in  business  for  over  75  years. 

I  have  never  been  a  trader  or  a  specialist.  l)ut  for  25  years  a  com- 
mission broker  for  the  customers  of  my  firm,  wlio  are  the  jjublic.  I 
have  been  impressed  by  the  value  of  trading  at  the  posts  in  that  it 
unquestionably  facilitates  the  search  for  best  prices  for  customers.  I 
have  observed  over  the  years  that  tlie  rules  of  the  stock  exchange 
governing  specialists'  trading  progressively  improved  until  today  I 
am  convinced  that  whenever  a  specialist  trades  for  his  own  account 
lie  confers  a  benefit  upon  either  a  public  buyer  or  seller;  frequently 
both. 

I  have  executed  selling  orders  in  panics  when  my  heart  was 
gladdened  by  a  specialist's  bid  to  cover  previously  established  short 
positions,  or  because  of  willingness  to  assume  a  long  one  at  a  price 
level  higher  than  the  public.  I  have,  in  rampant  bull  movements, 
bought  stock  for  my  customers  cheaper  than  the  selling  public  was 
willing  to  sell.  These  are  not  casual  experiences  but  the  rule  at 
such  times;  and  I  believe  the  commission  broker  owes  it  to  the 
situation  to  testify  to  the  value  of  the  practice. 

I  cite  two  personal  experiences  of  very  recent  days,  one  to  show 
the  detriment  in  its  absence  and  the  other  to  prove  the  value  to  the 
public  in  its  presence. 
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From  Switzerland  I  received  an  order  to  buy  a  somewhat  inactive 
stock,  1.000  shares  at  80.  The  previous  sale  on  the  same  day  was 
73.  The  specialist's  book  had  for  sale  100  at  76,  100  at  79,  and  100 
at  80 

Senator  Gore.  They  had  sold  it  at  that? 

Mr.  MooRE.  It  had  sold,  Senator,  at  73  just  before  I  came  in,  and 
he  had  one  in  his  book  which  he  was  willing  to  sell,  a  public  order, 
at  76,  another  at  79,  and  another  at  80.  This  specialist  would  not 
trade.  I  asked  him  to.  It  required  2  days  to  fill  the  order,  with  the 
last  and  bulk  of  the  stock  being  bought  at  80,  When  I  finished  the 
book  bid  was  70 — $10  below  my  last  purchase.  Had  a  selling  order 
similar  to  my  buying  order  happened  to  follow,  the  stock  would 
have  sold  down  to  60  and  a  20-point  over-all  range  established 
because  a  specialist  would  not  trade. 

Incidentally,  I  notice  that  stock  today  or  yesterday  was  60  bid, 
offered  at  78 — a  typical  example  of  a  market  without  trading  and 
the  wide  range  at  which  the  public  must  sell  or  buy  its  stocks  with- 
out trading. 

Mr.  Pecora.  Is  that  a  usually  inactive  stock — the  one  you  have 
reference  to  ? 

Mr.  MoORE.  It  is  a  usually  inactive  stock ;  yes,  sir. 

Mr.  Pecora.  And  a  wide  spread  is  observed  in  all  inactive  stocks, 
is  it  not?  It  is  not  exceptional  to  a  particular  issue  such  as  you  are 
referring  to  ? 

Mr.  MooRE.  I  should  say  it  is  exceptional,  Mr.  Pecora,  because 
when  an  inactive  stock  is  in  the  hands  of  a  trading  specialist  he  does 
not  allow  that  condition  to  exist;  he  makes  a  closer  market. 

The  Chairman.  What  service  did  the  specialist  render  that  was  of 
any  particular  value  there? 

Mr.  MooRE.  None,  Senator,  in  this  case.  I  am  saying  that  this  is 
a  case  where  I  did  not  have  the  benefit  of  his  services  by  his  trading 
being  injected. 

Mr.  Pecora.  He  did  not  trade  simply  as  a  matter  of  personal 
disposition  ? 

Mr.  MooRE.  Correct.  It  was  certainly  harrowing  to  me  as  I  re* 
fleeted  that  each  one  point  of  increased  cost  to  my  customer  was 
$1,000,  and  I  verily  believe  that  had  I  met  a  trading  specialist  I 
would  have  saved  my  customer  at  least  $5,000.  It  was  also  distress- 
ing to  realize  that  I  must  leave  the  book  with  a  bid  10  points  below 
my  last  purchase. 

Senator  Gore.  You  say  the  stock  closed  at  70  ? 

Mr.  Moore.  Eighty,  Senator,  I  paid  for  the  last  stock,  and  then 
the  best  bid  when  I  finished  my  thousand-share  order  was  70. 

Senator  Gore.  Did  you  sell  at  70? 

Mr.  Moore.  I  did.  I  bought  my  stock  at  80.  When  I  finished 
there  was  only  a  bid  of  70  for  the  next  seller  who  might  come  in. 

Critics  of  the  practice  will  say  that  this  specialist  benefited  his 
customers  by  not  offering  to  trade  below  their  price 

Mr.  Pecora.  May  I  interrupt  at  this  moment  to  ask  you  a  ques- 
tion? You  say  you  are  a  member  of  the  excliange,  and,  of  course, 
you  are  familiar  with  its  rules.  You  know  that  a  specialist  today 
is  under  no  duty  to  trade  or  make  a  market.  AVhen  he  does  it,  he 
does  it  as  an  act  of  volition  and  personal  disposition  on  his  part? 
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Mr.  Moore.  Correct.  I  am  not  trying  to  prove  that  this  specialist 
violated  any  particular  rules  of  the  exchange  by  not  trading. 

Mr.  Pecora.  No  ;  I  see  the  point  you  are  trying  to  make ;  but  so 
long  as  a  specialist  under  the  existing  system  has  no  duty  to  make 
the  market  or  to  supjDort  the  market,  the  same  thing  that  you  are 
referring  us  to  might  happen  at  any  time  with  any  specialist  in 
any  stock? 

Mr,  MooRE.  Correct. 

Mr.  Pecora.  It  all  depends  upon  the  whim,  caprice,  or  the  will  of 
the  specialist? 

Mr,  Moore.  Yes,  sir. 

Senator  Gore.  Is  it  your  theory  that  his  presence  minimizes  the 
risk  ? 

Mr.  Moore.  When  a  specialist  does  trade  he  benefits  the  com- 
mission broker  and  his  customer. 

Mr.  Pecora.  Do  you  think  he  trades  at  a  disadvantage  to  himself 
as  a  rule? 

Mr.  Moore,  I  think  he  endeavors  not  to,  but  quite  frequently  they 
trade  at  a  disadvantage  to  themselves. 

May  I  present  the  other  case  ? 

Mr,  Adler.  May  I  just  add  one  thing?  I  can  safely  say  for  the 
specialists  that  they  do  feel  it  their  duty.  They  are  not  forced  to 
trade,  but  they  do  feel  it  their  duty  to  their  customers,  who  are  com- 
mission houses,  to  sustain  and  keej)  as  close  a  market  as  possible, 
sometimes  to  their  great  disadvantage,  and  sometimes  being  forced 
into  that  position  to  do  their  duty  to  their  customers.  I  could  cite 
numerous  instances  at  openings  or  in  fast  markets  one  way  or  the 
other,  where  we  have  felt  it  our  duty  to  step  into  a  breach  whether 
it  was  profitable  or  not. 

Mr.  Pecora.  Those  instances  where  a  specialist  steps  into  the 
breach  and  has  found  it  unprofitable  to  do  so  are  comparatively  rare, 
are  they  not  ? 

Mr.  Adler.  Well,  they  are  not  so  rare. 

Mr.  Pecora,  They  are  not  nearly  so  frequent  as  cases  where, 
through  the  medium  of  trading  on  your  own  account,  it  was  at  a 
profit  to  yourself  ? 

Mr,  Adler.  I  just  want  to  bring  out  the  point  that  we  do  feel  it  a 
duty  to  our  customers  at  all  times,  if  possible,  to  sustain  and  keep  a 
good  market. 

Mr.  Pecora.  Mr.  Moore,  whose  appearance  has  been  urged  by  you, 
is  telling  this  committee  of  instances  where  a  specialist  ran  away 
from  the  stock  to  the  disadvantage  of  Mr,  Moore's  customers, 

Mr,  Adler,  Exactly. 

Mr.  Pecora.  I  do  not  see  the  force,  then,  of  Mr,  Moore's  argument 
here  to  sustain  the  point  that  you  are  seeking  to  make. 

Mr.  Adler.  I  think  Mr.  Moore  is  trying  to  shoAV  that  if  this  spe- 
cialist had  traded  it  would  have  been  better  for  the  whole  market 
in  general  on  that  particular  issue. 

Mr.  Pecora.  So  long  as  the  specialist  is  not  under  compulsion  to 
trade,  the  same  thing  may  happen  over  and  over  and  over  again? 

Mr.  Adler.  Exactly. 

Mr.  MooRE.  That  is  correct,  Mr.  Pecora. 

175541— 34— PT  15- 25 
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By  contrast  I  want  to  cite  here  an  instance  in  which  a  specialist 
did  trade,  hoping  by  the  two  instances  to  show  the  value  of  trading 
as  against  the  damage  of  not  trading. 

Mr.  Pecora.  But,  Mr.  Moore,  it  is  your  candid  belief  that  if 
specialists  were  placed  under  the  compulsion  of  supporting  the  mar- 
ket they  would  be  so  eager  to  trade  for  their  own  account  in  any  and 
all  circumstances  ? 

Mr.  Moore.  I  am  unable  to  say  that.  That  is  a  voluntary  matter, 
and  I  presume  it  would  be  decided  by  each  individual  according  to 
his  capital  and  his  inclination. 

Mr.  Pecora.  And  according  to  his  interests? 

Mr.  MooRE.  And  according  to  his  interests. 

Mr.  Pecora.  His  self-interest? 

Mr.  Moore.  His  self-interest.  A  specialist  trades  as  a  matter  of 
profit. 

Mr.  Pecora.  Exactly. 

Mr.  MooRE.  There  is  no  question  about  that.  We  claim  that  his 
trading  is  done  as  a  matter  of  profit. 

A  second  instance  which  occurred  in  a  fairly  active,  medium- 
priced  stock,  at  an  opening  just  the  other  day,  w^as  this.  The  closing 
sale  the  previous  session  was  29%-  There  were  brokers  present  with 
orders  to  buy  1,500  at  the  market,  and  the  orders  on  the  book  of  the 
specialist  could  only  supply  all  of  these  at  3414 

Senator  Gore.  What  w^as  the  price  ? 

Mr.  Moore.  The  stock  had  closed  at  2878  the  night  before. 
This  was  the  opening.  No  price  had  yet  been  established  for  the 
following  day.  There  were  brokers  present  w4io  wished  to  buy  at 
the  market  1,500  shares,  and  the  specialist  could  only  supply  all  of 
these  1,500  shares  at  a  price  of  341/2,  which  would  have  been  4% 
higher  than  the  previous  day's  closing,  and  would  have  been  a  very 
severe  fluctuation  on  a  price  of  30,  well  over  10  percent. 

After  calling  for  governors'  advice  and  receiving  approval,  the 
specialist  sold  1,500  shares  for  his  own  account  at  31,  thus  establish- 
ing a  price  of  only  1%  above  the  previous  close,  and  in  the  following 
hour,  with  the  purchasing  power  he  thus  established,  he  maintained  a 
market  at  30%  low  and  a  high  of  31,  and  into  that  market  came  nu- 
merous buyers  and  sellers  in  100-share  lots  of  stock.  So  in  that  time 
1,700  more  shares  were  traded  in  within  the  hour  in  that  narrow 
range. 

Mr.  Pecora.  What  was  the  result  to  the  specialist  ? 

Mr.  Moore.  His  personal  profit  or  loss  result? 

Mr.  Pecora.  Yes. 

The  Chairman.  What  did  he  make  or  lose  ? 

Mr.  MooRE.  I  could  not  answer  that  because  I  don't  know.  He 
had  1,300  shares  that  he  was  long  on.  That  was  the  inventory  that 
he  had  accumulated. 

Mr.  Pecora.  For  his  own  account  ? 

Mr.  Moore.  Yes,  sir,  in  trading  in  previous  days,  and  200  shares 
he  did  not  have  to  supply.  He  had  to  go  short  200  shares.  I  pre- 
sume on  the  200  shares  that  he  went  short  and  which  he  covered 
at  30%  he  got  $75  gross,  for  his  expenses  had  to  be  deducted.  What 
he  made  on  his  long  inventory  I  don't  know,  because  I  don't  know 
the  cost. 
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I  was  there  and  saw  this  and  was  sufficiently  pleased  at  the  mod- 
eration of  the  overnight  price  change  and  the  aftermath  of  an 
orderly  stabilized  market  to  make  these  notes  of  the  incident. 

In  this  instance  the  specialist  benefited  all  public  buyers  and 
created  a  splendid  after-market.  He  could  only  have  benefited  his 
booksellers  by  creating  disorder.  The  balance  of  the  result  was 
beneficent,  just  as  in  the  other  case  the  result  of  the  specialist  not 
trading  was  damaging. 

I  think  the  public  lacks  education  as  to  the  value  to  it  of  the 
trading  of  a  specialist.  The  customer  or  public  buyer  seldom  knows 
that  his  purchase  has  cost  him  less  because  of  it.  or  the  public  seller 
that  he  receives  more  because  of  it.  The  buying  public,  Avhose  lim- 
ited orders  are  overbid,  usually  denounces  the  specialist  because  his 
order  is  not  executed — overlooking  that  in  free  and  moving  markets 
the  overbidding  is  as  likely  as  not  to  arise  from  other  public  buyers 
as  from  the  specialist ;  and  always  in  its  criticism  the  public  ignores 
the  fact  that  the  sellers,  who  are  an  equally  important  part  of  the 
public,  are  benefited  by  receiving  higher  prices.  The  selfishness  of 
human  nature  limits  his  api)raisal  to  his  own  disappointment,  and 
the  other  side  of  the  picture  holds  no  interest  for  him. 

It  is  educational  to  recall  tlie  transition  from  the  ruthless,  com- 
petitive trading  specialist  of  my  early  experiences,  who  gleefully 
exploited  the  anxious  commission  broker,  bent  on  faithful  perform- 
ance of  service,  to  the  cooperative,  helpful  trading  specialist. 

Trading  by  the  specialist  is  a  voluntary  matter.  Most  specialists 
indulge  in  its  practice  and  are  willing  to  risk  their  capital  for  this 
pui'pose.  Here  and  there  one  will  not.  and  in  such  cases  the  dis- 
advantage to  the  i)ublic  :>tand^  out  distinctly.  One  almost  is  inclined 
to  wish  that  it  were  conqjulsory  foi'  all  sj)ecialists  to  so  perform. 

Today  the  specialist's  concept  of  service  is  as  keen  as  that  of  the 
customer's  specific  agent,  the  commis-sion  broker.  The  specialist's 
limitations  are  written  large  in  .the  law  of  the  New  York  Stock 
Exchange,  and  he  has  responded  willingly  to  the  present-day 
philos()})hy  of  public  service  which  inspired  their  adoption. 

1  thank  you.  Mr.  Chairman. 

Senator  Gore.  I  want  to  ask  a  question  of  Mr.  Sprague. 

STATEMENT  OF  RAYMOND  SPRAGUE— Resumed 

Senator  Gore.  Mr.  Sprague,  you  were  talking  awhile  ago  about 
these  orders  to  buy  above  the  market.  You  said  a  customer  might 
give  an  order  to  buy  above  the  market  figure,  and  if  the  stock  was 
active  enough  it  might  go  higher? 

Mr.  Sprague.  Yes,  sir. 

Senator  Gore.  I  can  see  hoAv  that  might  operate ;  but  we  have  had 
testimony  here  as  to  the  operation  of  pools  and  syndicates  who  are 
undoubtedly  calculating  on  that  very  instinct  of  human  nature  and 
who  apparently  run  the  price  up  just  to  catch  those  fellows  who  are 
lying  in  wait  to  buy  on  the  activity  of  the  stock.  In  other  words, 
these  pools  create  activity  and  signs  of  activity  and  they  might  bid 
the  stock  up.  Would  there  be  any  serious  impairment  of  the  free- 
dom of  the  market  if  we  were  to  put  a  stop  to  those  fellows  who 
calculate  on  that  trend  of  the  market?  I  can  see  how  innocently 
John  Doe  and  Richard  Roe  might  give  you  an  order  to  buy  Steel  at 
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51  when  it  was  selling  at  50.  On  the  other  hand,  I  can  see  how  a 
group  such  as  we  have  had  testimony  here  concerning  might  take 
advantage  of  that  very  disposition  to  carry  on  the  operations  of  these 
pools  and  syndicates.  It  looks  to  me  like  it  would  stop  mischief  if 
we  prevent  that. 

Mr.  Sprague.  Senator,  to  answer  that,  that  order  might  have  been 
placed  by  a  man  who  had  sold  his  stock  out  and  did  not  want  to 
lose  it ;  he  intended  to  replace  it  at  a  higher  or  lower  value.  In  other 
words,  he  had  a  hundred  shares  of  stock  that  he  was  in  possession  of 
and  he  decided  to  take  his  profit  at  the  time  with  the  idea  that  he 
would  replace  it  at  a  lower  figure.  He  might  then  feel  that  he 
would  want  the  stock  back  either  at  a  higher  or  lower  figure 

Senator  Gore.  Figuring  he  had  made  a  mistake? 

Mr.  Sprague.  Yes.  I  would  say  that  those  orders  are  fairly  rare 
in  my  experience. 

Senator  Gore.  Would  it  not  be  better  to  let  him  take  the  conse- 
quences of  his  mistake  than  to  let  a  customer  serve  a  sinister  motive, 
if  such  there  be — and  I  think  there  are  at  times  in  those  who  are 
engineering  these  pools  and  syndicates  and  just  lying  in  wait  for 
just  such  fellows  as  that. 

Mr.  Sprague.  I  would  hate  to  outlaw  a  man's  right  in  that  respect. 

Senator  Gore.  To  pay  more  for  a  thing  than  it  is  worth  ?  Is  that 
any  serious  impairment  of  a  man's  constitutional,  inalienable  right — 
to  prevent  him  from  paying  more  for  a  thing  than  is  necessary  ? 

Mr.  Sprague.  He  does  not  pay  more  for  it  until  it  arrives  at  that 
price. 

Senator  Gore.  If  he  can  buy  it  at  50  when  he  placed  the  order,  and 
the  order  is  not  executed  on  his  direction  until  it  reaches  51,  it  looks 
to  me  like  you  are  letting  the  lambs  be  fed  to  the  wolves. 

Mr.  Sprague.  I  never  had  a  wolf  on  my  side.  Senator. 

Senator  Gore.  You  know  there  have  been  such  enterprises  in  the 
past.    You  do  not  profess  to  be  ignorant  of  that? 

Mr.  Sprague.  I  have  not  read  all  of  this  testimony,  but  I  believe 
that  is  a  fact. 

Senator  Gore.  That  is,  you  believe  there  are  pools  and  syndicates? 

Mr.  Sprague.  Oh,  yes. 

Senator  Gore.  You  have  a  rule  now,  do  you  not,  or  you  did  have, 
that  you  cannot  make  a  short  sale  at  less  than  the  last  preceding 
long? 

Mr.  Sprague.  That  is  correct. 

Senator  Gore.  Is  not  the  point  in  that  to  keep  a  fellow  from 
selling?  Suppose  steel  is  selling  at  50  and  a  short  operator  comes 
in.    You  would  not  let  him  sell  for  less  than  50? 

Mr.  Sprague.  That  is,  to  maintain  a  long? 

Senator  Gore.  You  would  not  let  him  sell  at  49  ? 

Mr.  Sprague.  No,  sir. 

Senator  Gore.  Why  not,  if  you  let  a  fellow  buy  above  the  market? 
I  think  it  is  a  good  rule,  as  little  as  I  know  about  it.  That  is  still 
the  rule,  is  it  not? 

Mr.  Sprague.  Yes,  sir;  it  is. 

Senator  Gore.  I  can  see  that  it  prevents  just  hammering  the  price 
down  like  a  triphammer,  and  I  do  not  see  why  it  would  not  work 
as  a  protection  against  some  of  tiie  abuses  that  undoubtedly  do  exist 
and  some  that  ought  to  be  corrected  and  cut  out  and  some  of  the 
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abuses  that  you  people  ought  to  help  cut  out.  It  seems  to  me  that 
it  should  work  both  ways.  If  a  man  wants  to  sell  stock  for  less  than 
he  can  get  for  it.  I  think  you  ought  to  stop  him  from  doing  that. 
If  he  wants  to  pay  more  for  a  stock  than  he  can  buy  it  at.  I  think 
it  ought  to  operate  there,  I  am  speaking  without  knowing  all  the 
intricacies  of  this  business,  but  that  is  the  way  it  looks  to  me  at  the 
moment. 

Mr.  Adler.  a  man  that  owns  stock  may  sell  it  below  the  last  sale. 
A  man  who  wants  to  purchase  can  buy  it  above  the  last  sale  if  he 
chooses. 

Senator  Gore.  I  understand  that.  You  can  make  a  long  sale  at 
half  what  it  is  selling  at.  of  course ;  but  a  man's  motive  of  self  inter- 
est will  protect  him  against  that.  I  think  when  a  man  offers  to  buy 
at  above  the  market  price  he  may  have  a  perfectly  legitimate  motive, 
as  you  say,  figuring  if  it  goes  that  high  it  will  go  on  up;  but  he 
might  have  some  other  motive  that  would  not  be  justified  or  justi- 
fiable. 

The  Chairmax.  It  is  half  ])ast  one,  now,  gentlemen,  and  we  will 
take  a  recess  until  half  past  2. 

(Whereupon,  at  1:30  p.m..  a  recess  was  taken  until  '2:30  p.m.  of 
the  same  day.) 

afternoon  session 

The  committee  resumed  at  li :  30  p.iu.  on  the  expiration  of  the 
recess. 

The  Chairman.  The  committee  will  come  to  order,  please.  Mr. 
Sprague,  I  think  Mr.  Pecora  wants  to  ask  you  a  few  questions. 

Mr.  Sprague.  All  riglit. 

STATEMENT  OF  RAYMOND  SPRAGUE.  NEW  YORK  CITY,  MEMBER 
OF  THE  NEW  YORK  STOCK  EXCHANGE  AND  A  SPECIAIIST— 
Resumed  ^ 

Mr.  Pecora.  Ml'.  Sprague.  is  it  jiossible  for  a  specialist  to  ascer- 
tain the  trend  of  the  market  in  the  security  in  which  he  is  special- 
izing by  the  orderis  on  his  books? 

Mr.  Sprague.  Mr.  Pecora,  to  answer  that  question  I  would  say 
that  the  orders  on  the  books  of  a  specialist  do  not  indicate  in  general 
the  trend;  that  the  phenomenon  of  the  market  is  very  often  that  it 
rises  through  the  volume  of  the  stock  and  declines  through  the 
volume  of  bids.  In  that  respect  I  would  say  that  the  book  offers 
no  trend. 

Mr.  Pecora.  Take  in  the  ordinary  market,  would  the  specialist 
be  able  to  judge  the  trend  of  the  market  from  the  orders  on  his 
books  ? 

Mr.  Sprague.  I  would  say  in  that  respect,  not  from  the  orders  on 
his  books  but  from  the  general  trend  of  the  general  market. 

Mr.  Pecora.  Do  you  mean  that 

The  Chairman  (interposing).  Wouldn't  the  orders  on  his  books, 
being  orders  to  sell  or  to  buy  so  many  shares,  respectively,  indicate 
somewhat  the  market  trend? 

Mr.  Sprague.  To  explain  that,  Mr.  Chairman :  In  rising  markets 
we  very  often  find  the  volume  of  the  selling  orders  is  greater  than 
the  volume  of  the  buying  orders  on  our  books;  and  in  a  declining 
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market  the  volume  of  the  buying  orders  is  greater  than  the  volume 
of  the  selling  orders  on  our  books. 

The  Chairman.  But  that  is  not  usually  the  case,  is  it? 

Mr.  Sprague.  That  is  quite  often  the  case.  I  would  say  that  in 
a  majority  of  the  times  you  would  find  that  true.  Now,  the  reason 
for  that  is  that  we  have  mostly  limited  orders  on  our  books  to  sell, 
whereas  the  orders  that  show  the  trend  of  the  market  are  orders 
executed  by  other  brokers.  So  that  the  volume  of  the  orders  on  our 
books  usually  are  heavier  on  the  selling  side  in  a  rising  market,  and 
heavier  on  the  buying  side  in  a  declining  market.  Those  orders  are 
placed  to  purchase  below  the  market,  or  placed  to  sell  above  the 
market.  Thev  have  been  limited  as  to  their  price  at  which  to  buy  or 
sell.         ■  ^ 

The  Chairman.  According  to  that  a  specialist  would  have  to  do 
just  the  contrary  to  what  his  book  indicated. 

Mr.  Sprague.  Very  often  that  is  true. 

Mr.  Pecora.  Mr.  Sprague,  you  know  Mr.  Charles  Wright,  don't 
you  ? 

Mr.  Sfrague.  I  know  Mr.  Wright  to  speak  to  him. 

Mr.  Pecora.  At  least  you  know  he  is  a  specialist. 

Mr.  Sprague.  Yes,  sir. 

Mr.  Pecora.  On  the  floor  of  the  New  York  Stock  Exchange. 

Mr.  Sprague.  Yes,  sir. 

Mr.  Pecora.  And  a  very  active  one. 

Mr.  Sprague.  I  presume  so.  although  I  have  no  personal  knowledge 
of  it  myself. 

Mr.  Pecora.  Well,  now,  he  has  given  testiniony  before  this  com- 
mittee within  the  last  2  weeks,  and  I  will  read  to  you  a  portion  of 
his  testimony  on  that  point,  and  am  going  to  ask  you  how  far  you 
would  confirm  what  he  testified  to : 

Mr.  Pecora.  And  with  thnt  information — 

That  is.  information  obtained  from  knowledge  of  the  buying  and 
selling  orders  on  his  books : 

And  witli  that  information  are  you  not  in  a  better  position  to  determine  wiiat 
tlie  tiend  of  the  market  is  going  to  be? 

Mr.  Wright.  No,  sir. 

Mr.  PPX'ORA.  Why  does  not  that   information   i;ive  you   that  advantage? 

Mr.  Wright.  I  just  tohl  you. 

I\[r.  Pecora.  Because  the  trend  of  the  market  is  the  other  way? 

Mr.  Wright.  Because  the  trend  of  the  market  is  opposite  to  what  the  book  is. 

Mr.  Pecora.  Doesn't  that  give  you  knowledge  of  the  trend  of  tlie  market  if  it 
runs  opposite  from  tlie  trading  indicated  by  the  buying  and  selling  orders  on 
your  book? 

Mr.  Wright.  Yes;  you  could  say  it  did. 

Mr.  Pecora.  Is  not  that  an  advantage? 

Mr.  Wright.  Sometimes,  sometimes  not. 

Mr.  Pecora.  When  is  it  an  advantage  and  when  is  it  a  disadvantage? 

Mr.  Wright.  That  I  cannot  answer.  I  would  have  to  have  a  book  in 
actual  operation  to  be  able  to  tell  you. 

Mr.  Pecora.  From  your  general  knowledge  and  experience  can  you  not 
tell  us  without  having  a  concrete  case  1)efore  you? 

^Ir.  Wright.  No.  sir;  I  could  not  describe  it. 

Mr.  Pecora.  It  is  an  advantage  to  one  trading  in  the  market  to  know  what 
the  trend  of  the  market  is  likely  to  be,  is  it  not? 

;Mr.  Wright.  It  certainly  is. 

Mr.  Pecora.  That  is  always  an  advantage,  is  it  not? 

Mr.  Wright.  Yes. 
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Mr.  Pecora.  You  always  have  that  advantage  from  the  knowledge  you  have 
as  a  specialist,  do  you  not? 

Mr.  Wright.  If  I  always  had  that  advantage,  I  would  not  ever  lose  money : 
and  I  very  frequently  lose  money. 

Mr.  Peoora.  It  might  not  be  an  advantage  which  conclusively  would  enable 
you  to  make  money  every  time  on  a  trade,  but  it  is  always  an  advantage,  is 
it  not,  to  have  that  knowledge? 

Mr.  Wright.  Yes,  sir ;  if  you  have  it. 

Mr.  Pecora.  And  the  specialist  has  got  it? 

Mr.  Wright.  At  times. 

Mr.  Pecora.  Has  he  not  always  got  it? 

Mr.  Wright.  No,  sir.  Lots  of  times  your  books  will  bare  and  you  don't 
have  bids  and  offers  on  the  stock.     What  advantage  is  the  book  then? 

Mr.  Pecora.  Then  he  probably  would  not  trade;  is  not  that  so? 

Ivlr.  Wright.  Yes. 

Now,  that  is  the  substance  of  the  testimony  given  by  Mr.  Wright 
with  regard  to  whether  or  not  a  specialist,  because  of  the  knowledge 
he  has  of  the  orders  on  his  books  to  buy  or  sell  stock  that  he  spe- 
cializes in,  can  judge  the  general  trend  of  the  market,  or  of  that 
particular  issue  he  is  dealing  in.  Would  you  differ  from  the  opinion 
Mr.  Wright  has  expressed  before  this  committee  in  the  answers  he 
made  to  the  questions  I  have  just  read  to  you? 

Mr.  Sprague.  I  would  differ  in  this  respect:  That  I  do  trade 
when  there  are  no  bids.  I  do  trade  when  there  are  no  offers.  As 
far  as  the  trend  itself  is  concerned 

Mr.  Pecora  (interposing).  When  you  do  it  under  those  circum- 
stances what  is  your  purpose  in  doing  it? 

Mr.  Sprague.  I  create  a  market  to  an  extent.  I  back  my  judg- 
ment to  that  extent,  to  the  extent  that  I  am  wrong  for  the  time 
being  but  I  am  right  for  the  long  time. 

Mr.  Pecora.  That  is  usually  done  at  the  ojx^ning,  isn't  it? 

Mr.  Sprague.  Oh,  no.  I  very  often  have  had  a  book  in  an  active 
stock,  such  as  Sears-Roebuck,  where  my  nearest  bid  would  be  a  point 
and  a  half  away  from  the  offer. 

Mr.  Pecora.  Mv.  Wright  was'  asked  these  other  questions,  to 
which  he  made  these  answers : 

Mr.  Pkcora.  Are  there  times  when,  due  to  market  conditions,  a  specialist 
makes  the  market  for  the  stock? 

Mr.  Wright.  Yes.  sir. 

Mr.  Pecora.  Under  what  circumstances  is  the  specialist  called  upon  to 
do  that? 

Mr.  Wright.  When  there  are  no  l)ids  or  no  offers  of  stock. 

Mr.  Pecora.  How  does  the  specialist  make  the  market  in  that  situation? 

Mr.  Wright.  He  does  it  under  the  supervision  of  a  governor  of  the  exchange. 

Mr.  Sprague.  I  do  not  think  that  question  was  clear.  Mr.  Pecora. 

Mr.  Pecora.  AVell,  he  answered  it. 

Mr.  Sprague.  Well,  I  would  say  that  I  do  not  think  his  answer 
is  correct,  and  for  this  reason :  That  he  says  when  there  are  no  bids 
or  offers  he  makes  the  market  under  the  supervision  of  a  governor 
of  the  exchange.  What  he  was  referring  to  there,  if  I  gather  it 
correctly  from  his  testimony,  is  that  when,  in  the  absence  of  bids, 
he  very  often  is  called  upon  to  buy  stock,  that  in  that  case  a  governor 
of  the  exchange  supervises  it,  and  sees  that  the  price  is  fair.  But 
it  is  an  extraordinary  case. 

Mr.  Pecora.  When  a  specialist  trades  for  his  own  account  for 
the  purpose  of  making  a  market  or  keeping  the  market  close,  does 
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he  do  it  as  a  rule  under  circumstances  that  will  tell  him  in  advance 
he  is  going  to  lose  by  the  operation  ? 

Mr.  Sprague.  I  do  not  think  you  can  say  he  will  do  it  in  advance 
with  knowledge  that  he  will  lose  by  the  transaction.  But  he  takes 
a  chance  of  losing.  He  also  is  using  his  judgment  as  to  whether 
he  will  make  a  profit.  It  may  be  that  he,  in  order  to  keep  his 
market  closer  and  more  orderly,  will  quote  his  market  closer  and  be 
closer. 

Mr.  Pecora.  Were  you  ever  a  participant  in  anj'^  pool  or  joint 
account  in  a  stock  in  which  you  were  specializing? 

Mr.  Sprague.  I  have  never  been  a  participant  in  any  joint  account, 
syndicate,  or  pool  in  my  own  stocks,  nor  have  I  been  such  participant 
in  any  other  stock.     I  think  they  are  rare. 

Mr.  Pecora.  You  think  they  are  what? 

Mr.  Sprague.  On  the  part  of  specialists  I  think  that  is  rare. 

Mr.  Pecora.  What  Avas  that  word? 

Mr.  Sprague.  Rare. 

Mr.  Pecora.  Well,  there  has  been  considerable  testimony  pre- 
sented to  this  commitee  to  show  that  specialists  have  participated 
in  pool  operations  for  their  own  account. 

Mr.  Sprague.  In  their  own  stock? 

Mr.  Pecora.  In  their  stock;  yes,  sir. 

Mr.  Sprague.  Well,  I  have  absolutely  no  knowledge  of  it,  and 
my  impression  was  that  that  was  the  exception  and  not  the  rule.  It 
is  rather  the  exception. 

Mr.  Pecora.  It  is  what? 

Mr.  Sprague.  The  exception. 

Senator  Walcott.  And  in  connection  with  directors  of  the  cor- 
poration in  whose  stock  they  were  dealing? 

Mr.  Pecora.  Yes;  Senator  Walcott,  circumstances  of  that  sort 
have  only  recently  been  brought  to  the  notice  of  this  committee  in 
sworn  testimony  and  documentary  evidence. 

Mr.  Sprague.  May  I  say  that  I  have  been  specializing  since  1918, 
and  I  worked  with  specialists  from  1912  on  up  to  1918;  and  I  have 
traded  as  a  firm  and  as  an  individual,  and  I  have  never  had  any  such 
connection,  and  have  never  seen  anybody  in  my  stocks  have  such 
connection. 

Mr.  Pecora.  Well,  you  yourself  have  heard  of  instances  where 
specialists  were  jDarticipants  in  pool  accounts  trading  in  their  stock, 
haven't  you? 

Mr.  Sprague.  I  have  heard  that  recently. 

Mr.  Pecora.  Did  you  hear  it  only  recently? 

Mr.  Sprague.  I  have  never  heard  anything  I  could  verify  to  that 
extent  until  recently.  I  have  heard  eonnnon  gossip  to  that  effect, 
but  I  have  no  absolute  information. 

Mr.  Pecora.  Have  you  heard  that  gossip  on  the  floor  of  the 
exchange  ? 

Mr.  Sprague.  I  have  heard  that  gossip,  I  do  not  know  whether  on 
the  floor  or  off  the  floor,  years  ago. 

Mr.  Pecora.  I  mean  in  recent  years. 

Mr.  Sprague.  I  would  say  that  all  that  has  come  to  my  knowledge 
recently  has  been  the  testimony  that  you  have  had  here. 

Mr.  Pecora.  Don't  you  remember  the  testimony  this  committee 
heard  in  1932  ?     Take  for  instance  the  radio  pool. 
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Mr,  Sprague.  That  is  what  I  refer  to. 

Mr,  Pecora,  In  which  Mr,  Meehan  was  a  participant. 

Mr,  Sprague,  That  is  what  I  am  referring  to,  both  the  Meehan 
and  the  Wright  testimony, 

Mr.  Pecora.  The  Meelian  testimony  was  given  here  in  1932,  or 
rather  testimony  with  regard  to  that  particular  pool  operation;  and 
Mr.  Wright's  testimony  and  Mr.  Day's  testimony  were  given  here 
only  within  the  last  two  weeks. 

Mr.  Sprague.  Well,  I  am  referring  to  the 

Mr.  Pecora  (continuing).  The  testimony  with  regard  to  Mr.  Mee- 
han's  pool  related  to  pool  operations  back  in  1928  and  1929.  The 
testimony  recently  given  by  Mr.  Wright  and  Mr.  Day  related  to 
pool  operations  in  the  summer  of  1933. 

Mr.  Sprague.  I  have  heard  many  times  that  a  pool  was  operating 
here  or  there,  but  I  never  had  any  evidence  of  it. 

Mr.  Pecora.  And  you  did  not  go  out  to  seek  the  evidence,  did 
you? 

Mr.  Sprague.  I  did  not. 

Mr.  Pecora.  You  did  not  go  out  and  try  to  confirm  the  gossip  you 
heard,  did  you? 

Mr.  Sprague.  I  did  not, 

Mr,  Pecora.  What  do  you  think  is  the  extent  to  which  a  specialist 
trades  as  compared  with  the  general  or  public  trend  in  his  stock? 
What  would  be  a  fair  average  or  proportion? 

Mr.  Sprague.  I  would  be  unable  to  answer  that  question  directly. 

Mr.  Pecora.  Then  answer  it  from  your  own  experience. 

Mr.  Sprague.  I  would  say  that  it  varies  with  the  activity  of  the 
market. 

Mr,  Pecora.  What  would  be  the  proportion  in  your  case? 

Mr.  Sprague.  Well,  really  I  could  not  give  you  that  except  gen- 
erally.   I  might  say  15  or  20  or  25  percent, 

Mr,  Pecora,  That  is,  from  15  to  25  percent  of  the  trading, 

Mr.  Spr.\gue.  I  would  say  so;  yes,  sir, 

Mr.  Pecora.  That  is  it  in  stock  as  to  which  you  handled  the  book? 
That  is,  it  is  done  by  you  as  specialist  for  your  own  account? 

Mr.  Sprague.  You  are  asking  me  a  question  I  have  no  knowledge 
of.     I  am  merely  guessing. 

Mr.  Pecora.  I  mean  in  your  cavse. 

Mr.  Sprague.  I  am  unable  to  give  you  the  facts.     I  am  guessing. 

Mr,  Pecora.  Your  guess  ought  to  be  pretty  good  because  based 
upon  your  own  experience. 

Mr.  Sprague.  I  do  not  know,  because  I  have  not  sought  that  data. 

Mr,  Pecora,  Couldn't  you  tell  from  your  experience  based  on  your 
daily  operations  over  a  number  of  years,  about  what  proportion  of 
the  trading  you,  as  a  specialist,  do  for  your  own  account  as  compared 
to  the  entire  trading  in  the  security  for  the  public  account? 

Mr,  Sprague,  I  actually  could  figure  it  out  for  you  if  I  went  to 
the  book  and  got  the  figures.    I  could  not  guess  at  it. 

Mr.  Pecora.  I  am  not  asking  3^ou  to  tell  me  exactly  but  to  give  me 
an  approximation. 

Mr.  Sprague.  I  would  not  want  to  give  you  an  approximation.  I 
would  rather  give  you  the  facts. 


6808  STOCK    EXCHANGE   PRACTICES 

Mr.  Pecora.  Give  us  an  approximation  if  you  can,  and  then  if  you 
want  to  supplement  it  with  the  actual  figures  after  you  have  an 
opportunity  to  gather  them  meanwhile,  do  it. 

Mr.  Sprague.  I  would  rather  gave  you  the  actual  figures  than  to 
guess  at  it.  In  the  matter  of  inactive  stocks  I  might  participate 
to  a  much  larger  extent,  because  in  that  case  I  am  needed.  I  can  give 
you  an  instance  of  the  other  day  where  there  were  traded  in  600 
shares  and  I  purchased  300  shares,  and  that  would  be  a  50-percent 
participation.    In  some  recent 

Mr.  Pecora  (interposing).  I  am  asking  you  for  the  average  based 
upon  your  experience  as  a  specialist.  I  am  not  seeking  to  pin  you 
down  to  isolated  transactions  but  am  trying  to  get  your  general 
average. 

Mr.  Sprague.  I  am  Irj^ing  to  give  yon  that  without  making  a 
statement  to  that  effect.  I  would  rather  get  the  actual  figures  and 
tell  them  to  you  than  to  guess  at  it,  which  I  do  not  think  is  a  fair 
way  to  get  it. 

Mr.  Pecora.  Well,  your  guess  would  not  be  a  guess  based  upon  no 
knowledge,  would  it?  It  would  be  a  guess  based  upon  your  full 
transactions  over  a  period  of  years. 

Mr.  Sprague.  Not  necessarily. 

Mr.  Pecora.  Couldn't  you  tell  this  committee,  generall}^  or  ap- 
proximately, the  percentage  of  the  entire  trading  that  is  represented 
by  the  trades  you  make  for  your  own  account  in  the  stocks  of  which 
you  handle  the  books  as  specialist  ? 

Mr.  Sprague.  I  have  told  you  I  cannot  guess  at  it. 

Mr.  Pecora.  I  do  not  want  3'OU  to  guess,  but  to  give  us  your  best 
approximation,  and  if  you  Avant  to  call  it  a  guess,  all  right,  we  will 
take  it  as  a  guess. 

Mr.  Sprague.  I  have  given  it  to  you  as  15  to  25  percent. 

Mr.  Pecora.  You  said  from  15  to  25  percent  of  the  trades. 

Mr.  Sprague.  Yes,  sir;  that  is  a  guess.     I  do  not  know. 

Mr.  Pecora.  If  you  find  subsequently  that  you  have  made  a  wild 
guess,  give  us  the  exact  figures  and  we  will  let  the  record  show 
them. 

Mr.  Sprague.  How  long  would  you  like  that  to  cover  altogether? 

Mr.  Pecora.  Oh,  I  do  not  want  to  put  you  to  any  particular  trouble 
about  it.    Anything  that  you  think  will'  operate  to — 

Mr.  Sprague  (interposing).  It  does  vary,  you  knoAv. 

Mr.  Pecora  (continuing).  Anything  that  you  think  will  operate 
to  indicate  a  fair  average. 

Mr.  Sprague.  All  right. 

Mr.  Pecora.  Mr.  Sprague,  how  long  have  you  been  on  the  stock 
exchange  ? 

Mr.  Sprague.  Since  1918. 

Mr.  Pecora.  Would  you  say  that  the  trading  you  have  done  for 
your  own  account  in  the  long  run  proved  profitable  to  you  ? 

Mr.  Sprague.  I  would  say  so,  but  I  Avould  qualify  that  by  saying 
that  in  my  instance  in  a  great  many  stages  of  stocks  I  have  taken  a 
position  and  stayed  with  those  i)ositions,  and  I  believe  there  is  where 
the  money  is,  and  not  in  in-and-out  trading.  I  might  also  say  in 
reference  to  that,  in  the  case  of  many  stocks  I  might  buy  other 
securities  on  the  same  basis,  either  for  short  or  long:  rang-e. 
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Mr.  Pecora.  What  advantage  does  the   specialist  see   in   giving 
support  to  a  falling  market? 

Mr.  Sprague.  The  answer  to  that  question  is  this:  Now.  I  am  not 
trying  to  place  myself  in  the  position  of  being  a  public  benefactor, 

but 

Mr.  Pecora  (interposing).  I  am  glad  to  hear  you  say  that,  because 
I  am  afraid  the  impression  has  been  created  here  by  statements  of 
those  who  attempted  to  paint  the  specialist  in  just  that  role. 
Mr.  Sprague.  Well,  now,  you  didn't  let  me  finish  my  answer. 
Mr.  Pecora.  Go  ahead. 

Mr.  Sprague.  I  say  I  do  not  wish  to  put  myself  on  record  as 
being  a  })ublic  benefactor,  but  give  me  a  selfish  motive  and  I  create 
a  better  market  in  my  stocks  so  that  people  will  invest  or  speculate 
in  my  stocks.  In  that  way  a  man  can  buy  or  sell  with  knowledge 
that  there  will  be  a  market  that  he  can  buy  or  sell  in.  And  I  think 
to  that  extent  it  is  an  advantage  to  the  investor  just  as  well  as  it  is 
to  speculator,  because  when  an  investor  seeks  stocks  for  investment 
j)urp()ses  the  first  thing  he  looks  at  is  marketability,  liquidity,  how  he 
is  going  to  be  able  to  get  out -once  he  gets  in.  And  whether  he  is 
a  si)e('ulator  or  an  investor  that  is  a  factor. 

Air.  Pecora.  And  by  prompting  the  liquidity  of  the  market  in 
that  way  you  are  making  it  easier  and  more  attractive  for  the  public 
to  step  in  and  either  invest  or  speculate. 

Mr.  Sprague.  Well.  I  would  say  that  I  would  not  be  making  it 
easier,  but  tliey  do  it.  It  does  nuike  for  a  liijuid  market,  so  they 
can  buy  and  sell  if  necessary  (»r  thought  desirable. 

Mr.  Pecora.  xVnd  tliat  makes  it  more  attractive  to  the  average 
investor  or  speculator  to  go  into  the  market? 

Mr.  Sprague.  It  supports  the  market  to  such  an  extent  that  they 
may  feci  they  will  have  a  follow-up  market  in  even  tlicy  want  to 
sell  their  stock. 

Mr.  Pecora.  And  that  encourages  them  to  go  into  the  market. 
Mr.  Sprague.  I  would  not  say  that  would  encourage  tliem.     I  do 
not  think  they  need  any  encouragement. 

Mr.  Pecora.  The  arguments  made  here  repeatedly  in  favor  of 
liquidity  would  suggest  that  li(iuidity  is  desirable,  because  it  enables 
an  individual  at  any  time  to  go  into  the  market  and  either  buy  or 
sell  the  security  he  is  interested  in, 

INIr.  Spra(;ue.  Yes.  sir;  but  you  are  talking  now  about  the  dif- 
ference between  liijuidity  and  encouragement. 

Mr.  Pecora.  AVell.  as  liijuidity  decreases  don't  you  tliink  s})ecu- 
lation  or  even  investment  may  decrease? 

Mr.  Spragik.  It  might  l)e  very  much  to  the  damage  of  the  cus- 
tomer who  had  already  invested  in  those  securities.  There  are  apt 
to  be  a  lot  of  people  in  them  and  they  are  entitled  to  a  fair  market 
if  you  can  make  it  for  them. 

Mr.  Pecora.  And  wouldn"t  there  be  a  fair  market  if  the  .specialist 
were  not  i^ermitted  to  buy  or  sell  for  his  own  account? 
Mr.  Sprague.  In  many  cases  I  am  afraid  not. 

Mr.  Pecora.  Wouldn't  tlie  market  in  those  cases  be  a  market  made 
by  the  public  trading  itself  i 

'  Mr.  Sprague.  I  think  in  that  event  it  might  be  a  very,  very  poor 
market,  because  at  times  an  owner  of  stock  wants  to  sell  his  security. 
He  is  very  much  damaged  in  that  by  reason  of  absence  of  a  market. 
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Mr.  Pecora.  That  is  not  likely  to  be  true  in  the  ca.se  of  securities 
more  or  less  actively  traded  in,  is  it? 

Mr.  Spkague.  At  times  inactive  stocks  of  one  day  are  active  stocks 
of  another  day.    They  vary  accordingly. 

Mr.  Pecora.  Well,  now,  there  are  certain  stocks  listed  on  the 
stock  exchange  that  are  generally  recognized  throughout  the  year 
as  active  stocks,  aren't  there? 

Mr.  Sprague.  Yes,  sir. 

Mr.  Pecora.  As  compared  witli  other  stocks  on  the  list  that  are 
Generally  recognized  throughout  the  year  as  being  inactive  stocks. 

Mr.  SraAGUE.  There  is  also  a  third  class,  semiactive  stocks,  which 
are  very  important,  and  they  are  stocks  which  need  the  protection 
of  a  fair  and  decent  market. 

Mr.  Pecora.  Now,  to  what  extent  does  the  specialist  stand  by  the 
market,  even  in  the  case  of  active  stocks,  when  there  is  a  period  of 
considerable  activity  that  may  disturb  prices? 

Mr.  Sprague.  Not  having  had  what  you  might  call  an  active  stock 
it  is  hard  for  me  to  answer  you  in  behalf  of  such  a  stock.  But  I 
would  say  that  trades  in  that  stock  mean  that  he  narrows  the  quo- 
tations so  that  there  is  a  better  market,  a  more  liquid  market,  for 
the  purpose  of  anybody  availing  himself  of  it  who  is  willing  to 
buy  or  sell. 

Mr.  Pecora.  Doesn't  the  specialist  as  a  rule,  even  in  the  case  of  an 
active  stock,  run  away  from  the  support  of  the  market  when  he 
thinks  he  is  going  to  be  hurt  by  standing  by  ? 

Mr.  Sprague.  No,  sir.  In  answer  to  that  question  I  will  say  that 
I  have  seen  many  cases  where  men  did  not  run  away  but  stood  there 
and  took  it  and  we  had  to  do  it  in  1929. 

Mr.  Pecora.  To  what  extent  in  1929  ? 

Mr.  Sprague.  To  a  great  extent. 

Mr.  Pecora.  To  what  extent,  if  any? 

Mr.  Sprague.  I  can  cite  my  own  instance,  where  I  stood  by  and 
took  blocks  of  stock  with  no  bids  on  my  book,  and  stabilized  my 
market. 

Mr.  Pecora.  How  long  did  you  stand  by? 

Mr.  Sprague.  It  was  plenty  long  enough  in  one  particular  day. 

Mr.  Pecora.  How  long  did  you  gtand  by? 

Mr.  Sprague.  One  day  at  the  very  height  of  it. 

Mr.  Pecora.  Because  ]Mr.  Wright  told  us  about  his  standing  by 
and  getting  murdered  on  July  18,  last,  in  American  Commercial 
Alcohol  Corporation  stock,  and  yet  upon  further  inquiry  he  frankly 
admitted  that  after  he  was  nnirdered  he  was  left  with  a  net  profit  of 
$138,000. 

Mr.  Sprague.  Well,  I  was  not  murdered,  but  I  stood  by  and  sta- 
bilized the  market  when  there  were  no  bids. 

Mr.  Pecora.  Just  one  minute. 

Mr.  Sprague.  Mr.  Pecora,  perhaps  you  would  like  to  look  at  a 
book. 

Mr.  Pecora.  Mr.  Wright  showed  us  his  book  in  American  Com- 
mercial Alcohol  Corporation  stock. 

Mr.  Sprague.  But  this  is  a  little  bit  different  I  am  afraid. 

Mr.  Pecora.  What  issue  is  that? 

Mr.  Sprague.  This  is  the  Curtiss-Wright.  and  shows  the  volume  of 
orders  at  various  times.    The  book  I  am  handing  you  is  Mr.  Adler's 
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and  he  probably  would  explain  it  to  you.  That  will  give  you  an 
idea  of  a  book  of  that  type.  There  are  several  other  books  here  of 
various  types  if  you  would  like  to  look  at  them  for  the  purpose  of 
getting  an  idea  of  what  the  book  means  to  you. 

Mr.  Pecora.  Well,  I  w^ill  be  glad  to  listen  to  any  exposition  Mr, 
Adler  may  want  to  make  of  this  as  a  sample  book. 

Mr.  Adler.  I  should  like  to  suggest  in  answer  to  your  earlier 
questions  as  to  whether  a  specialist  by  looking  at  his  book  makes  up 
his  mind  which  way  the  stock  is  going,  that  this  is  what  we  call  a 
A'olume  book,  and  the  bids  are  to  be  found  on  the  left  side.  Would 
you  like  to  see  one  of  these.  Senator  Walcott  ? 

Mr.  Walcott.  I  shall  be  glad  to  look  at  it. 

Mr.  Sprague.  And  we  liave  others  if  any  other  members  of  the 
connnittee  wish  to  look  at  them. 

Mr.  Pecora.  Go  ahead,  Mr.  Adler. 

Mr,  Adler.  If  we  may  develop  this  a  little — and  it  will  only  take 
a  few  minutes — I  should  like  to  show  you  a  very  interesting  point, 
where  we  inject  a  bid.  In  this  type  of  stock  it  practically  takes  care 
of  itself  on  the  book  [pointing  on  book].  This  is  what  we  call  the 
real  volume  stock,  ancl  when  it  gets  down  to  a  level  of  this  sort  you 
will  see  on  the  bid  side  possibly  a  couple  of  thousand  shares  wanted 
at  4^/s  and  a  very  small  amount  offered  at  41/4  and  4%,  and  then  the 
volume  again  starts  on  the  next  page  at  41/.,  4%,  and  4%.  I  frankly 
tell  you  that  the  specialist  trading  in  a  situation  of  this  sort  does 
not  hinder  or  help  the  situation.  It  is  a  more  or  less  automatic  job; 
in  fact,  we  call  these  book  markets.    Now.  I  have  here 

Mr.  Pecora  (interposing).  Well.  now.  on  this  book  that  you  have 
shown  us  and  which  we  are  using  as  a  sample,  do  the  entries  indi- 
cate that  the  specialist  is  trading  for  his  own  account? 

Mr.  Adler.  There  is  no  entry  here  to  indicate  that  at  all.  Per- 
^onally  I  Avouldn't  do  that,  trade  for  my  own  account.  I  watch  the 
action  of  the  stock  and  the  activity  of  people  who  buy  a  block  or  a 
small  amount,  and  stay  with  it.  You  see,  I  cannot  trade  in  this 
stock  under  the  rules  of  the  New  York  Stock  Exchange.  The  stock 
is  4ys  hid  by  customers  and  offered  at  414,  and  all  sales  at  those 
])rices  are  done  for  those  customers,  for  others.  I  am  prohibited 
from  dealing  in  that  stock  unless  I  buy  4^4  stock. 

Mr.  Pecora.  Give  us  an  example  of  what  you  say,  under  what 
circumstances  you  would  trade  or  have  traded. 

Mr.  Adler.  I  will  be  very  glad  to  do  so. 

Mr.  Pecora.  Have  you  such  a  book  here  ? 

Mr.  Adler.  I  should  like  first  to  give  you  an  actual  example  of  a 
trade  that  I  made  last  week,  and  I  can  also  give  you  an  example  of  a 
trading  account  under  the  same  conditions  where  I  made  a  profit. 
Last  week  the  market  in  AVilson  &  Co.  preferred  was  73  bid  and 
offered  at  741/4,  and  the  last  sale  was  741^. 

Mr.  Pecora.  Is  that  one  of  the  stocks  on  the  list 

Mr.  Adler  (interposing).  In  which  I  specialize. 

Mr.  Pecora.  You  characterize  as  an  active  stock? 

Mr.  Adler.  No,  that  is  in  the  semi  active  class.  That  is  the  class 
where  the  specialist's  trading  really  counts  for  more. 

A  broker  walked  in  from  a  firm  and  said,  "  I  have  1,300  shares  of 
this  stock  to  sell  at  the  market."  And  I  said,  "  Well,  there  is  a 
hundred  wanted  at  73  and  a  hundred  at  72  and  a  couple  of  hundred 
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at  TO.''  He  said,  ''  Well,  I  don't  want  to  sell  tlieni  there."  I  said, 
"■  I  will  give  you  731/2  for  the  1,300  shares."  He  said  to  me,  "  1 
don't  want  to  sell  it  down  a  dollar  or  a  half  dollar  without  conferring 
with  my  customer."  I  said,  "  By  all  means,  go  back  to  your  tele- 
phone. Tell  your  customer  that  your  specialist  will  buy  his  entire 
block  at  73^  if  he  wants  to  sell  them." 

He  went  back  to  his  phone.  As  it  happened,  he  told  me  the  order 
was  from  Australia,  but  the  office  partner  had  instructions  to  handle 
it,  and  the  office  partner,  after  deliberating,  sold  the  1,300  shares  to 
me  at  73 1/^. 

Xow.  the  interesting  part  of  that  is,  Mr.  Pecora,  that  if  I  had  not 
made  that  bid  and  he  had  sold  the  stock  in  the  open  market  he 
might  have  sold  it  down  to  68.  As  it  subsequently  developed,  I  got 
rid  of  100  shares  of  this  lot  which  I  had  purchased  at  741/^.  Then 
some  other  broker  came  in  and  sold  a  couple  of  hundred  at  73.  Then 
I  had  to  buy  a  couple  of  hundred  at  72.  Then  it  sold  at  71.  And 
the  next  morning  there  was  600  for  sale  at  70,  which  I  bought,  after 
conferring  in  the  same  manner  with  the  broker. 

Now%  luckily,  the  next  day  this  stock  rallied  to  between  73  and  74 
and  I  was  able  to  liquidate  some  stock.  As  it  happened,  the  follow- 
ing day  an  announcement  came  out  in  the  morning  paper  that  the 
packing  stocks,  or  the  packers,  were  luider  observation  or  scrutiny 
by  a  Government  committee,  and  they  broke  badly.  But  I  frankly, 
had  gotten  out  of  some  of  my  stock.  The  packing  companies  were 
under  inquiry.  In  that  case  I  really  frankly  think  we  nuide  a  lib- 
eral bid.  The  customer  was  very  satisfied.  He  had  all  opportunity 
to  make  up  his  mind  whether  he  wanted  to  sell  it  or  not.  He  might 
have  come  back  to  me  and  said,  "  No ;  I  don't  want  to  sell  you  that 
stock.  You  handle  that  order  for  me."  Then,  as  luck  might  have 
had  it,  I  might  have  sold  the  stock  at  74i  •>  or  7434,  or  I  might  have 
been  forced  to  sell  it  all  the  way  down  if  the  market  happened  to 
break  or  that  particular  stock  had  started  down. 

Mr.  Pecora.  That  is  a  chance  that  everybody  takes? 

Mr.  Adler.  That  is  a  perfectly  legitimate  chance  with  an  order. 
However,  by  my  making  this  bid  at  that  moment  it  satisfied  that 
customer. 

Now,  there  is  just  one  more  instance  I  would  like  to  give  you  of 
an  interesting  happening. 

Mr.  Pecora.  Before  you  give  that  instance,  would  you  say,  Mr. 
Adler,  that  such  an  act  on  the  part  of  the  specialist  enables  the 
keeping  of  a  closer  market? 

Mr.  Adler.  I  think  so,  Mr.  Pecora. 

Mr.  Pecora.  A  narrower  spread  between  bid  and  asked? 

Mr.  Adler.  I  think  it  does  two  important  things,  and  I  do  not  like 
to  appear  one-sided  on  the  thing. 

Mr.  Pecora.  That  is  one  of  the  important  things  you  advocate 
for  it  ? 

Mr.  Adler.  Yes. 

Mr.  Pecora.  Doesn't  that  have  a  tendency  to  encourage  pei'sons 
to  speculate  ? 

Mr.  Adler.  I  would  not  call  that  encouragement.  That  is,  a  man 
that  holds  1,300  shares  of  Wilson  preferred  stock — naturally  an 
investment — and  my  making  that  bid  at  that  time  enabled  this  man 
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to  switch  his  entire  investment.  He  might  have  wanted  to  sell  that 
and  buy  something  else,  and  his  buying  might  have  been  contingent 
on  his  getting  a  fair  price  for  that  stock. 

Mr.  Pecora.  a  general  effect  flowing  from  such  operations  on  the 
part  of  the  specialist,  resulting  as  it  does  in  the  making  of  a  nar- 
rower or  closer  market,  is  an  incentive  to  speculation  on  the  part  of 
the  public,  isn't  it  ? 

Mr.  Adler.  I  would  say  it  performs  a  function  that  an  investor — 
an  investor,  as  this  case  show^ed — had  a  chance  to  get  out  when  he 
felt  like  it.  In  other  words,  it  created  a  very  good  market  for  the 
investment. 

Mr.  Pecora.  By  the  preserving  of  narrow  markets  or  a  close 
spread  between  bid  and  asked  prices  encouragement  is  given  to  the 
general  public  to  take  a  chance  on  speculation  if  they  are  specu- 
latively inclined,  doesn't  it? 

Mr.  Adler.  I  always  had  a  theory  on  that,  definite  one,  that  an 
investor  when  he  sells  something  is  not  very  much  interested  whether 
he  sells  it  to  a  speculator  or  a  specialist  or  anybody  else. 
Mr.  Pecora.  He  is  only  interested  in  the  price  he  gets? 
Mr.  Adler.  And  the  fact  that  tlie  market  is  there  is  made  either 
by  another  investor  or  a  specialist  or  a  speculator.  And  we  will 
say  that  the  speculator  or  the  investor  is  attracted  to  a  stock  where 
there  is  a  better  market.  I  think  not  only  for  the  speculator;  it  goes 
for  all  three  classes. 

Mr.  Pecora.  The  better  nuirket  would  include  the  feature  of  a 
narrower  spread  between  bid  and  asked  prices? 

Mr.  Adler.  That  is  what  we  term  as  a  good  market. 
Mr.  Pecora,  Yes. 

Mr.  Adler.  And  that  is  what  the  commission  houses  require  of  us. 
Mr.  Pecora.  So  that  by  keeping  a  narrow  market  or  keeping  the 
market  close  in  these  stocks  that  you  handle  you  encourage  persons 
to  trade  in  those  stocks,  don't  you  ? 

Mr.  Adler.  Well 

Mr.  Pecora.  Whether  that  be  your  purpose  or  not.  that  is  the 
effect  of  maintaining  a  close  market,  isn't  it? 

Mr.  Adler.  I  don't  think  it  would  encourage  speculation  in  that 
stock. 

Mr,  Pecora.  Doesn't  it  encourage  trading  in  the  stock? 
Mr.  Adler.  Well,  our  theory  is  this:  I  am  a  specialist  in  a  tobacco 
stock,  and  I  say  if  I  make  a  good  close  market  in  that  stock  the 
investor  or  the  trading  public  will  buy  or  sell  that  propert,y  much 
more  readily  than  trading  in  something  that  has  a  terriffically  wide 
spread, 

Mr.  Pecora.  Exactly.  That  is  just  the  point  I  am  seeking  to  make, 
Mr.  Adler,  and  that  is  a  necessary  result  wliich  flows  from  the  mak- 
ing of  a  close  market  or  keeping  within  as  narrow  a  range  as  possible, 
the  spread  between  bid  and  asked  prices,  isn't  it? 

Mr.  Adler.  I  think  it  would  i)enalize  a  buyer  or  a  seller  if  I  did 
not  make  it  as  close  as  possible.    Don't  you  ? 

Mr.  Pecora.  I  do.  Certainly.  That  is  just  the  point  I  am  seeking 
to  make,  that  one  of  the  results  directly  flowing  from  the  function 
of  the  specialist,  this  useful  function  that  you  refer  to  of  the  spe- 
cialist, trading  in  a  manner  for  his  own  account  that  enables  him  to 
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make  a  close  market,  is  that  the  market  is  made  more  attractive  to 
the  average  specuLator  to  trade  in  that  stock. 

Mr.  Abler.  Well,  couldn't  we  say  average  speculator  or  investor? 

Mr.  Pecora.  Or  investor;  yes. 

Mr.  Adler.  Yes ;  I  think  an  investor. 

Mr.  Pecora.  Yes;  the  trader. 

Mr.  Adler.  I  would  not  want  to  say  that  we  make  a  market  close 
for  the  average  speculator.  I  think  it  is  very  important  when  I 
make  a  close  market  if  possible  in  American  Tobacco  preferred, 
which  I  do  whenever  I  can;  I  think  that  is  important  from  an  invest- 
ment angle. 

Mr.  Pecora.  And  don't  you  think  that  adds  to  the  amount  of 
trading  that  the  public  indulges  in  in  that  security  ? 

Mr.  Adler.  In  that  particular  security?     Yes,  I  do. 

Mr.  Pecora.  Yes.  That  results  in  more  business  for  the  broker 
and  more  commissions? 

Mr.  Adler.  Yes. 

Senator  Walcott.  Although  it  might  be  an  entirely  investment 
market  or  investment  stock? 

Mr.  Pecora.  Yes. 

Mr.  Adler.  Entirely  an  investment  stock,  because  most  of  my 
activity  I  think  comes  in  the  less  active  issues  which  are  more  of  an 
investment  type.     But  I  am  a  specialist  in  quite  a  number. 

Let  me  explain  to  you  one  thing  that  happened,  as  I  remember 
it  very  distinctly.  In  the  last  clay  of  the  panic  in  1929,  which  is 
one  of  the  proud  moments  of  our  career  as  specialists  and  our  firm, 
we  had  1,500  shares  of  American  Tobacco  preferred  to  sell  at  the 
market  in  single  lots  at  quarter  of  3,  and  the  best  bid  was  either 
par  or  $95  a  share,  with  the  last  sale  115. 

Now,  you  and  I  know  very  well  that  when  American  Tobacco  pre- 
ferred comes  on  the  market  that  is  the  best  stock — or  in  my  opinion 
one  of  the  finest  preferred  stocks  there  is. 

Mr.  Pecora.  You  will  probably  get  more  orders  tomorrow. 
[Laughter.] 

Mr.  Adler.  My  partner  is  sitting  here,  and  I  said  to  him  at  that 
time,  I  said,  "  I  am  not  going  to  let  this  stock  sell  clown  to  par." 
And  we  sent  a  message  to  each  one  of  the  brokers  that  had  given  us 
this  order,  that  had  entrusted  this  order  to  us,  that  we  would  guar- 
anty them  the  bid  price.  Now,  I  don't  remember  whether  bid  was 
par  or  95.    We  said  we  would  guarantee  them  the  bid  price  overnight. 

In  other  words,  if  that  stock  had  opened  at  80  the  next  morning, 
I  was  bound  to  take  1,500  shares  at  95,  and  that  is  actual  fact.  We 
guaranteed  them  the  bid  price  overnight. 

The  next  morning  every  order  was  in  there  again  to  sell  at  the 
market,  and  a  gentleman  walked  in  with  1,500  shares  of  American 
Tobacco  preferred  to  buy  at  115,  and  I  am  not  quite  sure  of  the  frac- 
tion at  which  I  sold  him  this  stock,  but  it  was  between  114  and  115, 
ond  in  opening  at  that  figure  I  had  a  couple  of  hundred  more  to  sell, 
which  I  took  for  my  own  account  and  gambled  my  way  out  of. 

And  what  I  think  is  one  of  the  important  functions  is  to  protect 
a  stock  in  that  way.  Now,  I  dare  say  I  cannot  afford  to  do  that  every 
day,  but  that  is  one  of  the  ones  that  I  remember  very  well. 

The  Chairman.  He  wanted  95  and  sold  at  114? 
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Mr.  Adler.  I  did  not  buy  it  at  all.  I  did  not  let  stock  sell.  I  did 
not  trade  in  the  stock  for  mj^  own  account  at  all.  I  took  a  chance  on 
losin<r  some  money,  not  much,  but  held  that  sale  up  overnight  until 
the  market  recovered  to  an  extent  to  execute  those  orders  properly — 
at  least  what  I  thought  was  properly. 

That  might  happen,  Mr.  Pecora,  a  dozen,  fifty,  or  a  hundred  times 
a  day  in  a  small  wa}',  where  there  is  no  bid  for  a  stock  and  I  will 
quote  this  stock  62,  63,  and  I  will  guarantee  a  man  6*2  for  his  stock. 
That  is  what  is  termed  "  stopping  a  hundred ''  for  a  man.  In  other 
words,  I  guarantee  him  a  62  price  and  maybe  I  sell  it  at  621/2  or 
three  quarters  and  maybe  I  don't. 

Now,  frankly,  I  do  not  do  that  every  minute  of  the  time.  But  one 
of  my  duties  as  a  s]jecialist  is,  if  possible,  to  maintain  a  fair  market 
for  my  customers,  because  if  I  do  not.  I  am  going  to  have  competi- 
tion the  next  week  and  he  is  going  to  get  the  business.  That  is  one 
of  the  ways  I  have  to  trade  to  keep  my  business  together, 

Mr.  Pecora.  That  is  to  build  up  a  good  will  i 

Mr.  Adler.  Exactly.    That  is  advertising  account. 

Mr.  Pecora.  Just  as  a  department  store  or  any  store  will  offer 
a  special  sale  of  a  commodity  or  give  an  ai'ticle  of  merchantlise  to 
you  even  below  the  cost  price? 

Mr.  xVdler.  Yes;  but  I  cannot  cut  the  rates. 

Senator  'J'ownsend.  Sujjpose  you  liad  had  an  order  to  buy  Ameri- 
can T()bacc(;  at  tlie  nuirket  the  next  morning? 

Mr.  Ai)lf:r.  Supposing  I  liad  had  an  order  to  buy  it  at  the  market  ? 

Senator  Townsexd.  Yes,  the  1,500  shares;  sup])ose  you  had  had  an 
order  to  buy  1,500  shares  at  the  market.  What  would  have  been 
your  course? 

Mr.  Adler.   Suj)posing  I  had  had  that  order  ^ 

Senator  Tow.xsend.   Yes;  or  that  some  broker  had  given  it  to  you. 

Mr.  Adler.  Some  broker  has  given  me  an  order  to  buy  1,500  at 
the  market  while  I  had  1,500  shares  to  sell  of  the  other  brokers? 

Senator  Townsend.  Yes. 

Mr.  Adler.  I  would  have  to  arrive  at  a  fair  price.  I  might  do 
that  in  consultation  with  anotlier  governor  of  the  stock  excliange 
to  ari'ive  at  a  fair  price  where  both  of  my  clients  are  going  to  be 
perfectly  well  satisfied.  The  fair  pi-ice  would  be  basetl  on  the  other 
orders  in  the  stock.  In  other  words,  if  the  stock  had  developed 
where  there  was  stock  wanted  at  110  and  offered  at  115,  after  con- 
ferring with  my  partuers  and  possibly  another  governor  of  the  ex- 
change, I  might  open  that  stock  at  113  or  112yo,  some  figure  to  arrive 
at  where  both  people  are  perfectly  well  satisfied,  because  they  are 
both  my  clients  and  they  both  pay  me  the  identical  commission. 

May  I  just  add  one  thing  before  I  forget  it,  Mr.  Pecora? 

Mr.  Pecora.  Yes. 

Mr.  Adler.  And  explain  it  to  the  gentlemen  of  the  c(mijnittee. 
That  is  that  any  unusual  movement  in  one  of  the  stocks — for  in- 
stance, before  a  stock  is  allowed  to  break  perhaps  3  or  5  points  a 
member  of  the  Business  Conduct  Committee  is  usually  sent  for,  the 
situation  gone  over,  and  then  the  specialist  is  told,  "  Well,  j^ou  may 
trade  at  that  price  because  the  situation  demands  it."  But  in  all 
unusual  occasions  one  of  the  Business  Conduct  Committee  or  one  of 
some  other  committee  must  be  sent  for  to  confirm  that  price.  In 
fact,  I  as  a  governor  of  the  exchange,  send  for  a  member  of  the 
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Business  Conduct  Committee  myself  on  rare  occasions  when  I  have 
an  unusual  price  movement  in  the  stock. 

Mr.  Pecora.  And  by  the  way,  Mr.  Adler,  in  view  of  the  fact  that 
you  have  mentioned  that  subject,  how  many  of  the  governors  of 
the  stock  exchange  are  also  specialists? 

Mr.  Adler.  I  think  7. 

Mr.  Pecora.  Only  7? 

Mr.  Adler.  I  think  that  is  the  count.     I  am  not  sure. 

Mr.  Pecora.  Seven  out  of  the  40  ? 

Mr,  Adler.  Maybe  it  is — it  is  either  7  or  10.  Someone  mentioned 
to  me  that  there  were  7  not  long  ago,  but  I  know — or  at  least  I  am 
very  well  certain — that  there  are  not  over  10.  I  think  the  nu- 
ber  is  7. 

Mr.  Pecora.  I  have  heard  the  number  placed  at  15. 

Mr.  Adler.  Well,  if  I  had  a  Stock  Exchange  directory  I  could 
verify  it  very  quickly,  if  there  is  one  in  the  house.  I  can  find  that 
out  for  you  before  I  leave. 

Mr.  Pecora.  In  what  proportion  of  cases  where  you  trade  for 
your  OAvn  account  for  any  purpose  whatsoever,  either  to  support  the 
market  or  to  create  a  market  or  to  maintain  a  close  market,  have  you 
incurred  losses  in  the  trading  as  compared  with  the  number  of  cases 
where  your  trading  is  at  a  profit  to  yourself? 

Mr.  Adler.  I  do  not  think  the  number  of  times  we  take  losses  is 
as  against  the  number  of  times  we  take  profits. 

Mr.  Pecora.  Give  us  that,  and  then  you  can  make  any  explanation 
you  want  of  that  or  bring  in  any  collateral  matter  that  you  may 
want  to  bring  in. 

Mr.  Adler.  I  could  not  really  tell  the  number  of,  we  will  say.  the 
winning  trades. 

Mr.  Pecora.  The  proportion,  I  mean. 

Mr.  Adler.  The  proportion? 

Mr.  Pecora.  The  general  proportion. 

Mr.  Adler.  But  I  know  the  theory  of  our  trading  is  this,  that 
if  we  are  wrong  get  out,  and  if  we  are  right  stay  in.  So,  I  might 
make  4  trades  out  of  5  that  are  losing  trades,  and  on  the  fifth  one 
I  might  possibly  show  a  profit  on  the  whole  thing. 

Mr.  Pecora.  Then  let  me  put  it  this  way :  Taking  the  trading  for 
each  day  as  a  unit,  in  what  proportion  of  your  daily  tradings  do 
your  trades  for  your  own  account  show  profits,  as  against  the  pro- 
lx)rtion  in  which  they  show  losses? 

Mr.  Adler.  I  never  really — I  know  we  have  done  nicely  at  times. 
For  instance,  from  last  July  on  I  could  not  get  right  for  months. 
[Laughter.]  I  was  in  about  16  businesses  all  at  once.  I  got  very 
optimistic,  and  I  am  still  optimistic. 

Mr.  Pecora.  Did  you  get  right  by  the  end  of  the  year? 

Mr.  Adler.  Well,  I  find  that  this  rally  or  improvement  in  general 
prices  has  helped  us  be  right  to  a  certain  extent,  but  I  am  an 
optimist  and  I  am  going  to  stick  to  my  story,  and  I  am  going  to 
kee])  those  stocks. 

Mr.  Pecora.  Could  you  give  the  committee  any  enlightenment 
along  the  lines  I  have  asked  for  based  upon  your  own  personal 
experience  ? 

Mr.  Adler.  On  the  actual  number  of  profits  made  during  the  day 
against  losses?     I  can  euess  at  it. 
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Mr.  Pecora.  No;  I  mean  takinw  each  day's  trading  as  a  unit,  not 
each  trade  during  the  day  but  the  entire  trading  each  day  as  a  sepa- 
rate unit.  On  how  many  days  does  the  trading  that  you  engage  in 
for  your  own  account  result  in  a  profit  to  you  throughout  the  busi- 
ness year,  as  compared  to  the  number  of  days  that  your  trading 
results  in  a  loss  to  you  i 

Mr.  Abler.  I  think  we  make  money  3  out  of  5  days.  I  wish  it 
was  bigger. 

Mr.  Pecora.  And  at  the  end  of  the  year  you  are  always  on  the 
right  side  of  tlie  ledger^ 

Mr.  Adler.  We  have  been  so  far. 

Mr.  Pecora.  You  would  not  say  that  is  true  of  the  general  public 
trader,  would  you? 

Mr.  Adler.  Well,  it  is  a  peculiar  thing,  Mr.  Pecora.  I  have  done 
very  well  as  a  business.  It  is  a  business  with  us.  It  is  not  a  trading 
business.  In  my  own  personal  investment  which  we  made  with  the 
money  that  we  had  earned  I  did  exactly  what  everybody  else  did. 
I  lost  a  very  handsome  fortune  in  the  best  stocks  in  the  world.  I  had 
the  finest  looking  list  that  I  had  ever  seen,  and  I  did  just  what 
everyone  else  did;  I  kept  them  too  long.     I  got  ''murdered." 

Senator  Walcott.  That  was  from  1929^ 

Mr.  Adler.  We  will  say  I  started  to  invest — I  have  been  in  busi- 
ness for  2")  years.  I  have  been  a  member  of  the  stock  excliange 
since  1917. 

Mr.  Pecora.  You  have  incurred  lieavy  losses  in  common  with 
most  persons  in  the  market  when  you  took  i:  line  of  stocks  for  a  long 
period  of  time? 

Mr.  Adler.  This  is  both  in  my  time  and  as  a  personal  investment? 

Mr.  Pi'XORA.  Ye,s. 

Mr.  Adler.  Yey,  sir.  We  have  incurred  heavy  losses  in  our  daily 
trading. 

Mr.  Pecora.  But  your  transactioiLs  as  a  specialist,  undertaken  for 
purposes  of  giving  su{)port  to  the  market  or  creating  a  market,  and 
so  forth,  result  in  profits  to  you  from  the  beginning  to  the  end  of 
the  year  as  a  whole? 

Mr,  Adler.  I  think  our  main  profits  are  made  from  the  beginning 
to  the  end  of  the  year  as  a  whole  in  being  right  or  wrong  on  the 
market,  not  on  the  specialist  jobbing.  In  other  words,  I  am  prob- 
ably going  to  be  right  this  year  because  I  have  got  stocks. 

Mr.  Pecora.  There  is  a  directory  of  the  stock  exchange. 

Mr.  Sprague  (examining  directory).  I  am  checking  it,  Mr.  Pecora. 
It  shows  seven  to  my  count.     I  am  just  going  through  it  again. 

Mr.  Adler.  May  1  check  it  ? 

Mr.  Sprague.  iTes;  you  check  it. 

(Mr.  Adler  proceeded  to  check  the  directory.) 

The  Chairman.  Then  your  business  as  a  specialist  is  a  perfectly 
safe  business?  You  run  no  risks  there,  and  the  commissions  are 
fairly  good  pay? 

Mr.  Sprague.  I  would  not  say  we  run  no  risk. 

Mr.  Adler.  Our  risks  are  terrific  at  times,  not  every  day.  It  is  a 
legitimate  business  man's  risk.  My  risks  in  1929  in  the  panic, 
frankly,  I  did  not  know  whether  I  was  broke  or  not,  I  admit,  about 
7  nights  in  a  week.  Because,  as  Mr.  Sprague  explained  this  morning, 
when  I  bought  a  block  of  stock  for  another  customer,  for  another 
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house,  if  the  other  house  failed  and  could  not  take  it  in  I  must,  and 
during  1929  for  those  few  weeks  that  was  quite  a  worry,  because  I 
did  have  some  very  tine  supporting  orders  and  some  very  tine  buying 
orders.  Executing  them  from  those  people  at  $2.50  a  hundred  and 
having  to  guarantee  the  contract,  in  those  days,  or  in  days  like  last 
July,  when  we  did  not  know  what  was  happening,  that  is  a  big 
order. 

Mr.  Pecora.  I  may  say,  Mr.  Chairman,  that  we  will  have  some 
eAddence  to  present  to  the  committee  that  has  been  culled  from  the 
returns  to  the  questionnaires  that  we  sent  out  to  members  of  the  New 
York  Stock  Exchange  that  will  show  in  their  own  figures  the  out- 
come to  the  members  of  the  exchange  of  their  owm  trading. 

Mr.  Adler.  May  I  add  that  in  our  particular  business  we  have  a 
couple  of  side  lines.  I  do  not  do  any  margin  business  in  our  firm 
whatsoever,  but  we  have  what  we  call  an  arbitrage  department,  and 
we  do  a  little  in  the  commodity  markets  for  our  own  account. 

Mr.  Pecora.  Mr.  Adler,  while  j^ou  are  here  I  want  to  ask  you  if 
you  care  to  discuss  with  this  committee  or  tell  this  committee  your 
views  concerning  stop-loss  orders? 

Mr.  Adler.  Stop-loss  orders  as  far  as  a  broker  is  concerned  are 
very  difficult  orders  to  execute  and  to  give  satisfaction  on.  Why? 
A  sell  stop  order  when  it  is  elected  and  becomes  a  market  order  is  a 
sell  order  in  a  weak  market.  The  market  must  be  weak  or  the  order 
would  not  be  elected,  as  we  call  it.  Therefore,  you  have  a  sell  order 
in  a  weak  market.  To  execute  a  sell  order  in  a  weak  market  w.ith 
any  degree  of  proficiency  is  a  very  difficult  thing  to  do. 

Mr.  Pecora.  What  is  the  effect  on  the  trend  of  the  execution  of, 
say,  a  substantial  volume  of  stop-loss  orders  ? 

Mr.  Adler.  It  might  develop  at  times,  at  rare  times,  into  a  serious 
situation.  I  can  answer  that  in  this  way,  though :  At  the  present 
time  there  are  very  few  stop  orders.  In  fact,  I  have  a  list  here,  if 
you  don't  mind  my  referring  to  a  note,  because  I  thought  you  might 
be  interested  in  that  particular  thing.  In  Curtiss-Wright  I  have 
orders  to  buy  on  my  book,  which  you  have  in  front  of  you,  82,000 
shares.  I  have  sell  orders  for  118,000  shares.  And  my  total  stop 
orders  on  the  buy  side  are  200  shares,  and  my  total  sell  stop  orders 
are  1,100  shares.  So  you  can  see  that  the  percentage  of  stop  orders 
is  not  big. 

In  Tobacco  B,  in  which  I  have  bids  of  6,300  shares  total  in  the 
book,  as  against  offers  of  8,500  shares,  I  have  100  shares  to  buy  on 
stop  and  400  shares  to  sell  on  stop  in  the  entire  book. 

I  will  frankly  say  that  at  times  a  large  volume  of  stop  orders  in 
a  stock  can  seriously  disturb  that  market,  but  as  a  general  rule — 
and  I  think  that  our  ideas  are  to  do  this  for  general  times  and 
not  for  one  specific  day  out  of  a  hundred — the  stop  orders  are  not 
an  important  factor. 

And  I  tell  you  one  thing,  though,  that  they  are  very  difficult  orders 
for  a  specialist  to  execute  with  any  degree  of  success. 

Senator  Walcott.  Suppose  a  broker  goes  to  you  as  a  specialist 
and  you  are  willing,  Avhich  is  against  the  laws  of  the  stock  exchange, 
but  you  are  willing  to  give  him  the  picture  that  you  haA^e  just  given 
us  now.  A  broker  knows  pretty  well  what  to  do  in  the  way  of 
executing  orders  buy  or  sell  for  the  next  24  hours,  because  you  are 
going  to  clear  up  that  situation  if  you  can. 


STOCK    EXCHANGE    PRACTICES  6819 

Mr.  Abler.  I  have  always  been  a  stanch  advocate  of  not  giving 
out  the  books. 

Senator  Walcott.  Exactly;  but  I  wanted  to  emphasize  that  here, 
because  he  has  given  you  a  perfect  picture  as  to  what  to  do  if  you 
are  going  to  speculate  in  that  stock  after  tomorrow.  For  instance, 
if  that  were  today's  picture,  you  would  know  exactly  what  to  do 
tomorrow  if  you  got  the  inside  secret  from  the  specialist. 

Mr.  Pecora.  That  information  is  possessed  by  the  specialist,  neces- 
sarily, from  the  fact  that  he  maintains  a  book. 

Senator  Walcott.  It  is  always  possessed  by  him.  but  it  should 
never  be  divulged  to  an  outside  broker. 

Mr.  Pecora.  There  is  a  provision  in  this  bill  to  that  effect. 

Senator  Walcott.  I  wanted  to  bring  that  out.  though,  because 
there  is  a  perfect  picture. 

Mr.  Adler.  Here  is  the  book  on  the  J.  C.  Penney  Co.  at  the  close 
of  business  February  26.  1984.  When  that  stock  opens  on  February 
27,  the  next  day.  there  might  be  a  brand  new  picture  in  there.  In 
other  words.  I  might  have  all  kinds  of  orders  to  buy  and  sell,  de- 
pending possibly  ui)on  what  general  news  had  come  out,  or  what 
particular  news  has  come  out  on  this  stock. 

Senator  Walcott.  Exactly ;  but  before  you  had  cleaned  up  on  that 
picture  there,  if  you  had  had  the  picture,  say.  at  2  o'clock  in  the 
afternoon,  if  you  h;td  divulged  it  to  a  broker,  or  if  you  were  acting 
for  him,  you  would  know  pretty  well  what  to  advise  that  broker. 

Mr.  Adler.  If  you  can  make  that  a  little  clearer  to  me — I  confess 
I  am  a  little  dense  on  that  question.  In  other  words,  is  this  the 
point,  that  if  there  were  a  preponderance  of  buy  or  sell  orders,  and 
I  iuformed  somebody 

Senator  WALCO'n\  If,  as  a  sj^ecialist.  you  knew  all  the  orders 
that  had  come  in  on  a  certain  stock  during  the  day,  it  would  be  a 
very  material  guide  as  to  what  to  do.  provided  you  were  just  going 
in  and  out.  making  turns. 

Mr.  Pecora.  In  other  words,  it  wouhl  inform  you  on  the  trend, 
and  you  could  be  guided  by  it  in  trading  for  your  own  account. 

Senator  AValcott.  It  is  always  of  value  to  a  num  who  is  speculat- 
ing to  know  whether  there  is  a  long  or  short  interest  in  a  certain 
stock,  is  it  not  ? 

Mr.  AoLER.  I  do  not  think  so.     It  does  not  do  me  any  good. 

Senator  Walcott.  You  are  the  only  one  I  have  ever  heard  say  that. 

Mr.  Adler.  I  have  seen  some  of  the  biggest  short  interests  right 
in  the  last  few  years,  and  I  confess  I  thought  they  were  all  wrong. 
I  saw  the  market  go  down  through  these  books  for  3  years,  and  I 
knew  very  well  I  was  all  wrong,  and  I  saw  it  right  under  my  own 
eyes. 

Senator  Walcott.  I  am  talking  about  the  technical  i)()sition  of  a 
specialist. 

Mr.  Adlp:r.  I  am  even  talking  about  technical  positions  with  my 
own  stock.  Senator.  I  was  not  successful  on  the  short  side,  in  spite 
of  seeing  other  people  sell  stock  short. 

Senator  Walcott.  That  is  a  little  different  thing.  You  are  avoid- 
ing my  question, 

Mr.  Adler.  I  am  not  trying  to  avoid  it. 

Senator  Walcott.  I  do  not  think  you  are,  but  you  are  avoiding  it 
unintentionally.    The  situation  I  am  describing  is  that  of  an  in-and- 
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out  man,  what  we  call  a  ticker-tape  watcher.  He  sits  there  all  day 
and  watches  the  tape  back  and  forth.  If  he  had  the  exact  position  of 
all  the  stocks,  either  for  sale  or  for  buy,  of  the  specialist  in  that 
stock — if  he  could  get  that  picture,  say.  at  2  o'clock,  he  probably 
could  make  a  turn  before  the  clean-up  that  night. 

Mr.  Adler.  I  do  not  think  he  could. 

Senator  Walcott.  I  think  he  could. 

Mr.  Adler.  Because  I  find  it  difficult  enough  to  make  that  turn 
for  myself,  and  I  am  naturally  in  a  position  to  do  it  much  more 
quickly  than  he  is. 

As  I  say,  I  am  a  firm  advocate  of  not  divulging  the  contents  of 
the  books.  I  think  that  these  orders,  which  are  given  to  me  by 
clients,  should  be  kept  in  my  book. 

Senator  Walcott.  I  think  that  is  the  only  concern  of  a  Federal 
Government,  or  a  State  government,  to  see  that  a  position  is  not 
divulged.  I  am  not  sure  that  it  is  a  Federal  function,  either.  It  may 
be  a  State  function.    But,  at  any  rate,  that  is  getting  into  details. 

Mr.  Adler.  Perhaps  Mr.  Sprague  can  answ^er  that  a  little  better 
than  I  can. 

Mr.  Sprague.  Senator,  I  wonder  whether  you  are  referring  to  the 
presence  of  stop  orders  on  the  book  or  general  orders  ? 

Senator  Walcott.  I  am  referring  to  the  whole  picture,  the  buying 
and  the  selling  orders  and  the  stop  orders,  on  both  sides. 

Mr.  Sprague.  On  stop  orders  the  specialist  is  absolutely  prohibited 
from  initiating  a  transaction.  As  to  the  general  picture,  as  I  tried 
to  explain  before,  I  do  not  think  the  book  truly  reflects  the  situation, 
unless  you  guess  at  the  way  it  goes.  If  you  have  a  volume  of  stock  on 
the  up  side,  the  phenomenon  of  the  market  is  that  it  goes  through 
all  stock.  You  may  not  have  any  near  bids.  Ordinarily  a  man  look- 
ing at  it  will  say  ''there  is  the  place  to  sell  it,  because  all  this  stock  is 
overhead  ",  and  yet  if  you  sell  you  will  find  you  are  w^rong  nine 
times  out  of  ten. 

Mr.  Adi  ER,  Let  us  take  this  Curtiss-Wright  book.  They  started  to 
buy  stock  at  414  and  4%.  The  bids  on  my  book  still  might  be  4V8. 
Then  the  stock  starts  to  go  through  a  half,  which,  as  you  see,  in  front 
of  you,  is  full  of  stock.  It  looks  as  if  there  is  a  h>t  of  stock  there.  I 
do  not  keep  the  buy  orders  to  put  that  stock  up,  because  the  buy 
orders  must  be  at  the  market,  or  the  stock  would  not  go  up.  In  other 
words,  the  stock  would  not  go  up  and  through  41/2  if  everybody  put 
in  orders  to  buy  at  4i/4-  In  order  for  that  stock  10  go  up,  of  necessity 
those  orders  must  be  at  the  market,  which  carries  the  stock  through 
the  price.  I  frankly  confess  that  wlien  I  first  got  on  the  floor  a 
number  of  years  ago,  and  I  did  get  a  book  of  this  type,  and  a  lot  of 
sell  orders,  I  would  absolutely  be  sure  that  stock  was  a  sell,  and  I 
would  sell  it,  and  it  would  cost  me  a  lot  of  money  to  find  out  I  did 
not  know  anything. 

Senator  Walcoti'.  You  are  talking  about  selling  at  a  stated  price. 
I  am  talking  about  buying  or  selling  at  the  nuirket.  If  you  get 
that  position  the  market  does  not  carry  through  orders  at  the  market, 
because  they  carry  along  with  you. 

Mr.  Sprague.  I  do  not  think  the  Senator  was  here  this  morning 
when  we  explained  the  rule  in  that  respect. 

Senator  Walcott.  You  have  a  rule  ^ 
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Mr.  Adler.  There  is  a  rule. 

Mr.  Sprague.  We  cannot  buy  for  our  own  account  while  in  posses- 
sion of  orders  to  buy,  before  we  have  completed  the  orders. 

Senator  Walcott.  I  know  that  rule,  of  course.  That  is  an  old 
I  ide.  But  somebody  else  might  learn  from  you  the  secret  of  the 
position  which  is  shown  on  your  book,  and  might  profit  by  it.  That 
is  the  only  point  I  am  trying  to  make.  If  you  told  somebody  else 
he  could  profit  by  it.  I  am  only  trying  to  draw  attention  to  the 
fact  that  you  are  in  possession  of  expert  knowledge  with  reference 
to  a  given  stock  in  which  you  are  a  sj^ecialist,  which  would  enable 
somebody  else,  if  you  divulged  that  position,  to  profit  by  it. 

Mr.  Spr.^gue.  Are  you  talking  about  market  orders^ 

Senator  Walcott.  Market  orders. 

Mr.  Sprague.  I  think  that  is  not  confidence  at  all. 

Senator  Walcott.  Of  course  it  is  not.  I  am  not  accusing  j^ou  of 
anything  that  is  unethical.  I  am  calling  attention  to  the  fact  that 
you  are  in  possession  of  facts  which  would  enable  an  outsider,  if  he 
kncAv  those  facts,  to  profit  by  them. 

Mr.  Sprague.  If  you  made  your  book  public.  It  has  been  sug- 
gested that  if  you  made  that  public  you  would  invite  competition, 
whereas  in  this  particular  case  we  are  not  inviting  competition, 
because  that  is  a  confidence;  and  if  you  abuse  that  confidence,  you 
are  subject  to  strict  discipline. 

Senator  Walcott.  I  understand  that.  We  agree,  then,  as  to  the 
fact. 

Mr.  Adler.  Senator,  may  I  interrupt  to  this  extent  I  While  I  say 
I  have  always  been  firndy  against  divulging  the  book,  there  is  a 
definite  rule  of  the  stock  exchange  today  which  prohibits  a  specialist 
from  divulging  his  book  to  anyone  except  a  member  of  the  business 
conduct  committee  upon  request. 

Senator  Walcott.  I  know  that,  and  yet  in  the  course  of  the  inves- 
tigation of  2  years  ago  we  fou^id  important  specialists  who  were 
taking  the  directors  of  certain  concerns  in  with  them  in  partner- 
ship, in  i)ool  opei-ations.  They  woidd  always  get  the  advantage  of 
the  insider's  knowledge,  and  the  insider — in  other  words,  the  spe- 
cialist on  the  stock  exchange — would  have  the  advantage  of  the 
director  of  a  corporation  who  knew  just  what  orders  were  on  the 
books  of  the  corporation,  so  that  he  would  know,  if  they  were  short 
of  orders,  to  go  short  on  the  stock;  and  if  they  were  long  of  orders, 
to  bull  the  stock.     There  is  a  combination  Avhich  you  cannot  beat. 

Mr.  Sprague.  That  is  also  regulated  against. 

Senator  Walcott.  It  is  as  a  result  of  our  investigation. 

Mr.  Pecora.  Mr.  Adler,  when  was  that  rule  put  into  effect?  Was 
that  the  rule  })romulgated  on  Februar}^  1^^  last  '>. 

Mr.  Adler.  I  think  that  is  the  one. 

Senator  Walcott\  Both  rules  were  following  the  investigation 
here. 

Mr.  Adler.  Prior  to  that,  though,  Mr.  Pecora,  we  have  discussed 
this  thing  a  number  of  times  in  committee. 

Mr.  Pecora.  Mr.  Whitney  testified  the  otlier  day  that  that  rule 
represented  the  !-esult  of  several  years  of  consideration,  during  which 
time  he  had  not  heard  any  opposition  expressed  to  the  rule. 
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Mr.  Adler.  While  it  has  not  been  in  writing,  it  has  always  been 
in  the  best  interests  to  divulge  that  book  for  any  other  than  con- 
structive business  purposes.  In  fact,  I  said  at  one  time  "  I  think  we 
should  close  the  books  ",  but  it  was  said  that  there  are  a  number  of 
instances  when  it  is  for  constructive  business  purposes,  and  if  you 
close  them  up  definitely,  it  might  obstruct  the  man  that  really  wants 
to  invest  some  money.  Let  me  illustrate  what  I  mean  by  constructive 
business  pur])ose.  For  instance,  a  man  might  come  to  me  and  say, 
"  How  can  I  buy  500  Ligoett  &  Myers?  '*  I  used  to  tell  him  ''  There 
are  100  here  at  74i/o,  200  at  743/4,  and  200  at  75."  He  gives  that 
ii; formation  to  his  customer.  His  customer  has  asked  him,  perhaps, 
how  he  can  buy  two  or  three  different  stocks,  and  if  I  offer  him 
the  stock,'  he  i)icks  out  what  he  wants  to  buy.  That  is  showing  the 
book,  (jr  divulging  information  for  constructive  business  purposes. 

On  the  other  hand,  if  a  man  asks  you  wdiat  is  on  the  book,  and  you 
tell  him,  and  he  finds  that  out  for  somebody,  or  in  order  to  mark  the 
stock  up  quickly  on  a  light  volume,  that  would  be  divulging  the  book 
against  the  best  interests  of  the  public,  or  against  the  best  interests 
of  the  exchange. 

Senator  Walcott.  That  was  the  only  point  of  my  question,  to 
bring  out  that  fact.     You  and- 1  agree. 

Mr.  Adler.  You  and  I  agree.  That  has  always  been,  though,  more 
or  less  the  rule  on  the  stock  exchange,  even  if  it  was  not  in  the  rule 
book. 

Senator  Walcott.  It  is  an  ethical  practice. 

Senator  Townsend.  If  I  give  you  a  stop-loss  order  on  a  thousand 
shares  of  stock  at  80,  and  the  first  sale  is  100  at  80,  or  79,  what 
happens  to  the  other  900?     Is  it  a  market  transaction  immediately? 

Mr.  Adler.  May  I  explain  how  a  stop  order  becomes  effective  ? 

Senator  Townsend.  Yes. 

Mr.  Adler.  You  give  me  a  thousand  shares  of  a  stock  to  sell  at  80 
on  stop.  That  becomes  a  market  order  to  sell  1,000  shares  when  that 
particular  stock  either  sells  at  80  or  below.  As  soon  as  100  shares  of 
that  particular  stock  is  sold  by  someone  else  at  80  or  79%,  I  then  have 
1,000  shares  of  stock  to  sell  for  you  at  the  best  price  obtainable. 

Mr.  Sprague.  Mr.  Chairman,  may  we  present  one  other  man  for 
about  3  or  4  minutes  ?  He  is  a  commission  broker  in  New  York,  and 
I  would  like  to  have  him  go  on  record. 

The  Chairman.  Yes. 

Mr.  Sprague.  Mr.  Weicker. 

Senator  Walcott.  Mr.  Chairman,  I  ought  to  go  to  another  meet- 
ing. Are  we  going  on  with  the  bill,  or  some  particular  section  of 
the  bill? 

Mr.  Pecora.  These  gentlemen  are  discussing  section  10  of  the  bill. 

The  Chairman.  There  is  also  a  gentleman  here  froui  California. 

Senator  Walcott.  May  I  read  for  the  record  at  tliis  point,  be- 
cause we  are  on  section  10,  a  paragraph  from  a  letter  from  a  friend 
of  mine  who  is  a  broker,  quoting  this  part  of  section  10.     [Reading:] 

It  shall  he  unlawful  for  an.v  ineinhei"  of  a  njitioiial  seeiinties  exchange  or 
any  iier.^on  who  as  a  hrok(>r  trans^acts  a  husiness  in  securities  through  the 
medium  of  any  such  member  to  ait  as  a  dealer  in  or  nnd(>rwriter  of  securities, 
whether  or  not  registered  on  any  national  securities  exchange. 
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The  particular  point  that  this  covers  is  with  reference  to  municipal 
bonds.  Here  is  the  coimnent,  which  I  would  like  to  have  in  the 
record.     [Reading:] 

This  would  make  it  illegal  for  a  member  of  the  New  York  Stock  Exchange  to 
bid  for  and  buy  for  his  own  account  and  sell  and  distribute  State,  city,  town, 
and  other  municipal  obligations.  Has  it  not  been  true  that  the  greater  part 
of  the  debts,  long  time  as  well  j!s  short,  of  the  Connecticut  cities  and  towns, 
for  example,  have  been  handled  through  houses  that  are  uiembk-rs  of  the  New 
York  Stock  Exchange?  And  is  it  not  true  that  unless  exception  is  made  in  vhis 
section  the  market  for  Connecticut  city  and  town  oldigations  will  be  reduced 
and  restricted?  No  matter  how  many  investment  dealers  there  are.  still  the 
elimination  of  the  members  of  the  New  York  Stock  Exchange  houses  fmm  the 
bidding,  and  as  a  means  oi  distribution,  would  materially  decrease  The  market 
for  Connecticut  municipal  obligations  and  the  obligations  of  municipalities 
all  over  the  country. 

That  is  entirel}^  relevant  to  the  discussion  goino-  on  just  now, 
but  it  does  apply  to  section  10. 

Mr.  Pecora.  To  another  provision  of  section  10. 

Senator  Walc()T1\  I  think  it  is  a  fair  criticism. 

Mr.  Si'RAGUE.  Mr.  Chairman,  may  I  present  Mr.  AA^eicker? 

Mr.  Adler.  Mr.  Pecora,  would  you  like  the  copies  of  these  books 
left  here  for  the  interest  of  the  committee  ? 

Mr.  Pecora.  All  right.  They  may  be  left  here.  They  will  not  be 
spread  on  the  record,  because  it  is  hard  to  reproduce  them. 

(The  following  are  two  communications  referred  to  by  Mr.  Adler 
in  the  course  of  his  testimony:) 

Los   ANOHa-Ks    Stock    Exchange. 

OFt'lCE    OF    THE    SkcKETARY. 

Lots  Auyden.  FchriKinj  2(i,  JiiS'i. 
Mr.  ItAYMOND  Spkague, 

Sii  lirijadimii,  \ew  York,  N.Y. 

Dear  Sir:  In  connection  witli  your  analysis  of  the  "Specialist  System"  in 
the  operation  of  Slock  Exchanges,  the  experience  of  the  Los  Angele.s  Stock 
Exchange  nniy  be  of  interest. 

When  we  first  in.^tituted  Specialists' we  denied  them  the  i)rivilege  of  trading 
for  their  own  account  in  those  stocks  for  which  they  acted  as  Specialists. 
Our  ruh'  was  conceived  under  the  theory  that  tliey  were  in  the  pos.session  of 
certain  confidential  information  and  therefore  should  not  be  in  a  position  to 
take  advantage  of  it.  From  tiie  inc<'ption  of  this  jilan  studied  <lisapproval 
began  to  manifest  itself,  Specialists  were  so  restricted  that  their  very  pur- 
pose— the  conduct  of  an  <»rderly  market — was  being  defeated.  Finally  as  an 
experiment,  not  being  willing  to  entirely  surrender  the  theory  upon  which  our 
original  ruling  was  based,  we  decided  to  permit  Specialists  to  trade  and  now, 
after  several  years  operation  of  the  "  exjieriment  '  I  doubt  that  a  return  to 
our  original  plan  would  e\en  be  considered.  Our  rules  are  such  that  a  Spe- 
cialist can  never  place  his  interests  ahead  of  the  public  or  a  member  broker 
and  every  transaction  in  which  he  participates  as  a  principal  must  have  the 
approval  of  the  interested  broker.  Through  our  system  of  time  stamping  all 
orders  and  executions  every  action  of  a  Si)eciaiist  is  subject  to  closest  scrutiny 
down  to  the  fraction  of  a  minute  and  thus  far  we  have  found  in  no  instance 
the  mvessity  for  disciplining  any  Specialist  for  any  action  detrimental  to 
the  public  or  the  Exchange.  We  find  our  Specialists  develop  a  pride  in  main- 
taining fair  markets  which  obviously  is  of  real  advantage  to  the  Exchange, 
its  members  and  in  turn  the  public. 

Trusting  this  infcnmation  will  be  of  service  to  you.  I  am 
Yours  very  truly, 

W.  F.  Paul,  Secretarij. 
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[Radiogram] 

San  Francisco,  (Jal..  Fcbruari/  2.'f,  193Jf. 

Paul  Adler; 

Adler  Colei:ian  and  Co.. 

1.5  Broad  St..  Neic  York. 
When  SF  Stock  Exchange  adopted  specialist  system  May  nineteen  twenty  six 
specialists  were  prohibited  trading  their  own  account.  A  complete  test  was 
given  and  found  inadequate  from  marliet  as  well  as  public  point  of  view. 
Specialists  were  then  allowed  to  trade  their  own  account  beginning  May  nine- 
teen thirty.     We  found  this  change  to  be  to  best  interests  of  public. 

F.    M.    DWYER, 

San  Francisco  S'tock  Exchange. 

STATEMENT    OF   THEODORE    WEICKER,    JR.,    NEW   YORK,    N.Y., 
MEMBER  OF  THE  NEW  YORK  STOCK  EXCHANGE 

Mr.  Weicker.  Mr.  Chairman  and  gentlemen  of  the  committee,  the 
business  conducted  by  my  firm  is  that  of  acting  as  brokers  for  bro- 
kers. My  partners  and  I  devote  ourselves  entirely  to  the  handling 
and  execution  of  orders  originated  by  the  member  firms  of  the  ex- 
change on  a  commission  basis.  In  acting  as  the  agents  of  such 
firms  we  never  engage  in  trading  for  our  own  account — except  in 
error — for  the  reasons  that  carrying  a  position  in  a  large  number  of 
stocks  would  involve  us  in  too  great  a  risk.  Secondly,  that  the  busi- 
ness of  executing  orders  in  some  stocks  while  watching  a  position  in 
other  stocks  at  the  same  time  would  be  impossible,  and,  thirdly, 
if  we  were  to  do  any  trading  for  our  own  account  in  an  effort  to  make 
a  better  market  for  our  customer  whose  order  had  been  entrusted  to 
us  for  execution,  we  would  be  duplicating  a  function  already  carried 
out  by  the  specialist  who  is  always  familiar  with  conditions  in  a 
stock  at  any  particidar  time. 

By  far  the  majority  of  the  firms  for  whom  w^e  do  business  have 
their  own  exchange-member  partners  and  so  our  services  merely 
supplement  the  service  our  customers  provide.  However,  through 
having  nine  members  of  the  exchange  in  our  partnership  in  addi- 
tion to  the  services  of  a  number  of  associate  brokers  who  are  also 
members  of  the  exchange,  plus  quite  a  complete  set-up  of  mechanics 
developed  over  a  period  of  years  with  the  assistance  of  the  exchange 
authorities,  we  are  able  to  be  of  definite  service  to  approximately 
60  of  the  largest  commission  houses  in  the  business  at  different  times 
and  under  varying  conditions. 

I  sincerely  hope  you  will  pardon  me  for  having  devoted  so  much 
of  your  time  to  a  description  of  my  business,  but  it  is  important 
that  you  should  be  clear  on  the  point  that  our  entire  business  is  that 
of  acting  as  the  agent  of  a  member  of  the  public  and  also  that  the 
scope  of  our  work  justifies  me  in  making  certain  general  observa- 
tions based  on  our  experience. 

We  receive  business  primarily  because  we  render  service  in  two 
respects :  First,  because  of  our  ability  to  obtain  satisfactory  execu- 
tions when  we  are  buying  and  selling;  and,  secondly,  because,  with 
the  assistance  of  the  exchange  authorities,  we  have  provided  every 
available  mechanical  device  we  know  of  which  will  facilitate  our 
advising  our  principal  as  promptly  as  possible  as  to  the  price  at 
which  he  has  bought  or  sold  or  at  what  price  he  is  protected.  Both 
of  these  factors  depend  very  largely  upon  the  specialist's  being  able 
to  act  as  broker  and  dealer. 
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If  the  specialist  were  not  permitted  to  trade  for  his  own  account, 
we  would  be  unable  to  satisfy  those  whose  orders  were  entrusted 
to  us  for  execution,  because  of  the  spread  that  would  most  likely 
exist  between  the  bid  and  asked  price.  For  instance,  if  the  market 
in  a  stock  were  31  bid  and  33  asked,  and  we  received  100  shares  to 
buy  at  the  market,  and  we  were  obliofed  to  take  the  stock  offered  at 
33,  which  would  be  printed  on  the  ticker  tape,  and  then  shortly 
afterward  we  or  someone  else  received  an  order  to  sell  100  shares  in 
the  same  stock  at  the  market,  and  we  were  obliged  to  sell  the  stock 
for  31,  both  customers  would  be  most  dissatisfied,  and  to  dissatisfy 
will  eventually  lead  to  a  complete  loss  of  confidence  in  the  market 
for  securities. 

It  is  my  belief  that  a  continuous  market  is  the  basis  on  which  con- 
fidence in  the  liquidity  of  listed  securities  rests  and  that  this  is  the 
principal  advantage  and  difference  possessed  by  a  listed  as  compared 
to  an  unlisted  security.  In  addition,  if  the  specialist  were  unable  to 
trade,  there  would  be  many  occasions  when,  due  to  the  size  of  the 
spread  between  the  bid  and  asked  i)rice  our  broker  instead  of  being 
able  to  execute  his  order  promptly  would  be  obliged  to  remain  in 
the  stock  with  a  market  order  and  be  unable  to  give  his  principal 
anything  definite  concerning  the  price  at  which  his  order  can  be 
executed. 

It  has  been  our  experience  tliat  the  more  prom})tly  an  execution 
or  some  definite  information  can  be  reported  to  a  customer  from  the 
floor  of  the  exchange,  the  uiore  confidence  the  customer  lias  in  the 
particular  stock  he  is  interested  in.  and  it  is  also  interesting  to 
mention  here  that  it  is  our  experience  that  the  farther  away  a  cus- 
tomer is  from  New  York  City,  where  the  exchange  is  located,  the 
more  desirable  it  becomes  to  expedit<^  in  every  way  possible  all  re- 
ports on  transactions  nuide  for  such  an  individual,  and  it  is  therefore 
our  belief  that  by  preventing  the  specialist  from  trading  for  his  own 
account,  our  fii-m.  which  has  nuide  a  specialty  of  handling  the  orders 
of  the  public,  will  be  unable  to  give  such  service  as  we  believe  they 
are  entitled  to. 

Another  point  that  does  not  seem  to  be  sufficiently  understood  lies 
in  the  fact  that  the  specialist's  field  of  activity  is  not  a  business  in 
which  he  ha.s  an  exclusive  franchise.  In  fact,  specialists  have  inad- 
vertently invited  couipetition  in  their  stocks  by  other  brokers  willing 
to  act  as  specialists  in  the  same  stocks  due  to  either,  first,  their  will- 
ingness to  trade  sufficiently  for  their  own  account  in  order  to  make 
as  orderly  and  continuous  a  market  as  possible,  or  secondly,  if  they 
were  unable  to  handle  the  volume  of  business  in  their  stocks 
efficiently. 

Certainly  we  would  be  obliged  to  take  our  limited  orders  away 
from  any  specialist  who  gave  us  inferior  service  in  any  respect,  if 
another  s{)ecialist  in  the  same  stock  enabled  us  to  do  better  for  our 
customers,  not  matter  how  long  our  relationship  with  the  first 
specialist  had  existed. 

Speaking  for  my  partners  and  myself,  we  believe  that  there  is 
no  difference  between  the  best  interests  of  the  public  whom  we  serve 
and  the  best  interests  of  ourselves  as  brokers  and,  in  the  light  of  our 
experience  that  by  preventing  the  specialist  from  trading  in  his  own 
stocks  and  for  his  own  account,  irreparable  damage  maj'  be  done  to 
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the  market  for  securities  in  which  we  are  all  so  anxious  to  develop 
the  greatest  amount  of  public  confidence. 

I  thank  you  for  your  very  kind  attention  to  these  remarks  and 
sincerely  hope  they  may  a,ssist  you  in  reaching  your  decision  with 
regard  to  the  specialist's  function,  which  my  partners  and  I  myself 
consider  so  essential  to  a  well-run  and  orderly  market. 

The  Chairman.  Do  I  understand  you  are  members  of  the  New 
York  Stock  Exchange? 

Mr.  Weicker.  Yes,  sir :  nine  members  of  the  exchange  in  one 
partnership. 

The  Chairman.  You  are  doing  a  brokerage  business? 

Mr.  Weicker.  A  brokerage  business  on  a  commission  basis. 

The  Chairman.  We  are  very  much  obliged  to  you. 

Mr.  Frederic  H.  Johnson,  president  of  the  San  Francisco  Curb 
Exchange,  will  be  heard  at  this  time.  We  will  close  the  hearings 
with  his  statement. 

STATEMENT    OF    FREDRIC    H.    JOHNSON,    PRESIDENT    OF    SAN 
FRANCISCO  CURB  EXCHANGE 

The  Chairman.  Please  state  your  name,  place  of  residence,  and 
business. 

Mr.  Johnson.  Fredric  H.  Johnson ;  San  Francisco.  Calif. ;  presi- 
dent of  the  San  Francisco  Curb  Exchange. 

Mr.  Chairman  and  members  of  the  committee.  I  present  a  problem 
quite  different  from  that  of  most  exchanges.  The  San  Francisco 
Curb  Exchange  was  formed  January  3,  1928,  to  take  over  the  un- 
listed securities  of  the  San  Francisco  Stock  Exchange.  In  addition 
to  these  securities,  listings  were  made  as  interest  in  stocks  developed 
in  San  Francisco. 

Stocks  are  admitted  to  trading  through,  sponsorshi])  of  a  member 
and  not  by  direct  application  by  the  corporation.  The  Curb  Ex- 
change was  formed  primarily  to  provide  a  market  for  securities  in 
which  the  public  of  this  vicinity  were  interested  and  for  which  there 
was  no  organized  market. 

The  governing  board  has  always  felt  in  its  service  to  the  investing 
l)ublic  that  the  imposition  of  too  drastic  listing  requirements,  in 
the  absence  of  registration  or  other  requirements,  regidating  over 
over-the-counter  sales,  would  drive  the  majority  of  the  local  securi- 
ties to  over-the-counter  dealers,  whose  charges  are  frequently  exces- 
sive, in  contrast  to  the  fixed  moderate  commission  of  an  organized 
exchange.  Furthermore,  in  over-the-counter  transactions  the  cus- 
tomer is  de])rived  of  published  quotations  and  sales  and  is  frecjuently 
compelled  to  work  in  the  dark. 

Several  issues  listed  on  major  markets  in  the  East  are  also 
admitted  to  trading  on  San  Francisco  curb.  Only  such  stocks  where 
there  is  a  genuine  public  interest  are  admitted  to  trading.  This 
trading  is  demanded  due  to  the  time  difference  between  eastern  mar- 
kets and  the  Pacific  coast  where  during  daylight  saving,  the  New 
York  market  closes  at  11  o'clock  San  Francisco  time.  A  business 
man  on  the  Pacific  coast  hardly  arrives  at  his  office  when  the  New 
York  niai'ket  is  closed.  The  afterno(m  market  in  San  Francisco, 
which  lasts  until  2:30,  gives  him  ample  time  in  which  to  consum- 
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mate  the  purchase  or  sales  of  securities  without  having  to  wait  for 
the  next  business  day. 

That,  by  the  way,  is  used  at  times  of  importance,  such  as  announce- 
ments on  the  part  of  the  president,  on  matters  of  corporate  interest. 
Our  exchange  has  been  used  by  Paris,  by  Shanghai,  by  St.  Louis, 
and  by  parts  of  the  country.  We  feel,  in  extending  this  service,  that 
we  are  rendering  a  continuous  market  to  the  people  of  the  entire 
United  States,  as  well  as  those  who  live  on  the  coast. 

We  have  felt  in  the  past  that  the  function  of  our  exchange  is 
primarily  that  of  supervision  of  the  method  in  whicli  securities  are 
dealt  in  rather  than  regulation  of  the  corporations.  Such  regula- 
tion is  the  function  of  State  or  Federal  agencies.  The  curb  ex- 
change feels  that  a  public  market  is  the  only  manner  in  whicli  the 
public  at  large  can  be  assured  of  a  fair  price  for  the  purchase  and 
sale  of  their  securities. 

In  other  words,  if  such  regulations  are  passed  as  are  provided 
for  in  this  bill,  it  undoubtedly  will  cause  the  closing  of  our  curb 
exchange  and  the  forcing  of  our  local  securities,  of  corporations 
which  do  not  wish  to  list  on  their  own  part,  into  the  street  market 
again.  Their  reasons  for  not  listing  are  matters  of  their  own 
importance.  We  obtain  their  yearly  statements  and  their  semi- 
annual statements.  We  scrutinize  the  history  of  a  company  before 
we  admit  it  to  listing.  We  endeavor  to  give  the  public  a  free  mar- 
ket, rather  than  a  restricted  market,  such  as  the  over-the-counter 
markets  naturally  are,  and  we  are  making  our  plea  for  a  liberaliza- 
tion in  this  bill,  to  maintain  such  benefits,  rather  than  to  have  to 
force  our  stocks  off  a  board,  which  can  be  regulated,  and  into  an 
unorganized  market. 

The  Chairman.  Are  there  any  particular  sections  of  the  bill  that 
you  object  to.  Mr.  Johnson? 

Mr.  Johnson.  We  do  not  object  to  the  sections  of  the  bill.  Sen- 
ator, We  wish  to  live  and  we,  wish  to  continue  in  this  service, 
which  would  be  impossible  if  we  had  to  register  ourselyes,  these 
stocks,  because  these  corporations,  for  purposes  of  their  own — some 
of  them  are  very  small — cannot  pay  a  large  registration  fee.  Some 
are  not  interested  in  listing  at  all.  We  are  not  interested  in  what 
the  corporati(m  wants.  We  are  interested  in  providing  a  market 
in  which  stock  is  sold  to  the  public.  We  are  interested  in  regulating 
that  market  and  providing  a  continuous  market  at  all  times. 

The  Chairman.  Do  you  object  to  any  supervision  or  regulation 
hj  the  Federal  Government? 

Mr.  Johnson,  We  realize  that  supervision  and  regulation  are  com- 
ing, and  we  will  gladly  conform  to  those  principles  at  any  time. 
Senator.  What  we  do  not  want  is  to  be  put  out  of  business,  because 
we  are  not  conforming  to  the  listing  requirements  in  the  manner  that 
the  New  York  Stock  Exchange  does.    We  could  not  live  if  we  had  to. 

We  also  admit  to  listing  the  stocks  of  corporations  in  the  Hawaiian 
Islands,  which  have  looked  to  San  Francisco  for  their  banking  for 
years.  These  corporations  have  distributed  their  stocks  to  the  public. 
They  feel  that  they  are  not  interested  in  the  market  in  their  stocks 
whatsoever.  You  will  find  that  is  quite  true  in  the  western  part  of 
the  country,  our  situation  being  different  to  that  degree.  We  also 
list  the  stocks  of  Alaskan  Corporations,  such  as  certain  salmon  pack- 
ers and  certain  gold  mines,  and  those  corporations  are  not  interested 
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whatsoever  in  the  market  for  their  stocks.  We  are  interested  to 
provide  that  market  for  those  stockholders,  and  they  would  have 
none  that  I  know  of  otherwise. 

If  there  are  any  questions  I  shall  be  glad  to  try  to  answer  them. 
My  plea  is  to  allow  the  curb  exchan<re  to  exist  rather  than  to  -throw 
from  an  organized  floor  all  these  stocks  back  on  the  street.       ' 

Senator  Townsend.  What  part  of  the  bill  is  most  objectionable  to 
you? 

Mr.  Johnson.  The  part  of  the  bill  that  would  be  detrimental  to 
us  in  particular  is  the  part,  not  that  would  license  exchanges — we 
do  not  object  to  that — but  the  part  that  would  require  us  to  list  all 
of  our  stocks.  We  could  not  list  them.  It  seems  to  me  that  the  Gov- 
ernment can  require  from  those  corporations  annual  statements.  We 
have  not  the  speculative  interest  on  the  coast  that  is  centered  in  the 
larger  exchanges.  We  are  not  subject  to  pools,  or  we  have  not  been. 
We  are  a  new  exchange. 

The  Chairman.  Do  you  have  any  requirements  now  as  to  listing? 

Mr.  Johnson.  Yes.  sir;  we  have.  An  issue  must  be  sponsored  by 
a  member,  who  gives  the  complete  history  of  the  corporation  and  the 
stock  outstanding.  We  enter  into  no  contract  with  the  company 
whatsoever. 

The  Chairman.  How  many  members  have  you  ? 

Mr.  Johnson.  We  have  approximately  78  members.  I  may  be 
slightly  wrong  on  that.  Seventeen  of  them  are  solely  curb  members. 
The  others  are  joint  members  with  the  San  Francisco  Stock  Ex- 
change. 

The  Chairman.  You  are  not  a  corporation,  are  you?  Are  you  a 
joint-stoLk  association  ? 

Mr.  Johnson.  We  have  the  same  sort  of  charter  that  the  San 
Francisco  Stock  Exchange  has.  In  other  words,  we  operate  exactly 
as  they  do. 

Senator,  my  thought  is  not  to  destroy  what  we  have  known  as  a 
curb  market,  and  throw  our  stocks  to  the  mercy  of  street  markets,  or 
over-the-counter  markets,  but  in  some  way  to  preserve  what  we  have 
there,  which  is  in  the  public  interest,  most  decidedly. 

Teh  Chairman.  Is  that  all  ? 

Mr.  Johnson.  Yes. 

Early  in  1938  the  governing  board  discussed  additional  require- 
ments for  admitting  securities  and  on  June  8  a  revised  application 
for  trading  form  was  adopted.  On  October  13  supplementary  re- 
quirements for  mining  stocks  were  adopted. 

The  volume  on  the  San  Francisco  Curb  from  19:29  to  1933,  inclu- 
sive, is  as  follows:  '23,793,988  shares  of  stock,  $6,011,500  par  value 
bonds.  The  same  for  the  first  2  months  of  this  year  is:  352,203 
shares  of  stock,  $28,000  par  value  of  bonds,  jn-oving  an  established 
market  and  a  necessary  one  in  the  industrial  and  civil  life  of  the 
coast. 

The  Chairman.  Thank  you  very  much. 

I  have  been  handed  a  statement  by  Mr.  Van  S.  Merle-Smith,  of 
New  York  City,  representing  certain  investment  houses  serving  banks 
and  insurance  companies.  I  would  like  to  have  that  inserted  in  the 
record. 
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(The  statement  of  Mr.  Van  S.  Merle-Smith  is  as  follows:) 

Memorandum  Submitted  by  Van  S.  Mekie-Smith,  30  Pine  Street,  New  York; 
CiTT,  ON  Behalf  of  Certain  Investment  Houses  Sekving  Savings  Banks 
AND  Insurance  Companies 

The  undersigned  firms  wish  respectfully  to  outline  the  particular  type  of 
husiuess  in  the  investment  field  carried  out  by  them. 

These  firms  or  their  predecessors'  have  been  doing  business  in  this  field  for 
generations — one  of  tliem  over  130  years. 

Their  clients  are  largely  investment  institutions  such  as  savings  banks,  in- 
surance companies,  commercial  banks,  charitable  and  educational  institutions, 
trustees  of  trusts,  corporate  and  individual  investors,  who  are  prinuirily  in- 
terested in  the  highest  grade  of  seasoned  investment  securities.  Most  of  such 
clients  have  done  business  continuously  with  the  undersigned  firms  for  many 
years. 

Our  business  has  been  threefold;  security  analysis,  acting  as  brokers,  and 
acting  as  dealers. 

This  threefold  business  has  been  developed  over  a  long  period  because  of 
the  requirements  of  our  type  of  clients.  Our  customers  require  careful  and 
continuous  study  of  particular  securities  coupled  with  expert  knowledge  of 
markets  and  normal  i)rice  ratios  lietween  securities.  The  larger  institutions 
also  must  have  means  i)rovided  whereby  to  purchase  and  sell  advantageously 
large  blocks  of  securities. 

To  accomplish  such  purposes  the  undersigned  firms  were  forced  to  build  \ip 
their  statistical  and  research  organizations  until  the  expense  involved  for  this 
purpose  amounted  to  a  heavy  proportion  of  overhead.  The  value  of  such  service 
is  indicated  by  the  continuous  demand  for  information  and  advice. 

Due  to  the  narrow  market  for  bonds  on  the  exchange,  large  blocks  cannot  be 
purchased  on  the  board  Without  a  material  effect  upon  the  price  of  the  securi- 
ties. Many  issues  of  seasoned  bonds  are  of  the  closed-mortgage  tyi>e,  which 
have  long  been  held  by  investment  institutions  and  accordingly  change  bands 
so  infrequently  that  there  is  seldom  an  acti\e  market  for  these  lH)nds  on  the 
floor  of  tlie  exchange.  Moreover,  many  of  the  high  grade  or  seasoned  invest- 
ment bonds,  such  as  State  and  municipal  bonds  and  railroad  equipment  and 
other  securities  are  not  listed  on  any  exchange  at  all.  'i'liey  must  be  liought  and 
sold  over  the  counter  in  both  l)rok('r  and  dealer  transactions. 

To  meet  this  general  situation  the  undersigned  firms  became  merchandisers 
of  securities  and  are  accustomed  to  gradually  accumulate  friAui  time  to  time 
blocks  of  desirable  seasone<l  securities  which  are  sold  when  required  to  the 
larger  institutions  at  prices,  if  the  securities  are  listed,  closely  appi-oximating 
the  prices  on  the  exchange.  These  blocks  are  acquired  partly  on  the  board  and 
partly  directly  from  many  iiistitutimis  and  individuals  with  which  we  are  in 
touch. 

Over  a  period  of  years  a  very  considerable  proi)ortion  of  all  the  business 
of  this  nature  with  the  larger  institutions  in  seasoned  securities  has  been 
done  through  the  undersigned  firms. 

Conversely,  when  these  institutions  are  faced,  for  one  reason  or  another, 
with  the  necessity  of  selling  very  large  blocks  of  securities,  such  firms  ars  ours 
supply  ii  vital  market  or  distribution  agency.  For  instance,  during  the  savings- 
bank  runs  in  I'hiladelphia  in  1932.  or  in  New  Yoi'k  or  New  Jersey  in  19CJ3 
shortly  before  the  banking  holiday,  millions  of  dollars  of  high-grade  securities 
were  marketed  for  the  savings  banks  through  our  firms  in  order  (piickly  t<y 
supply  the  cash  urgently  needed  to  meet  demands.  The  market  f(U'  such 
securities  on  the  exchange  had  largely  collapsed,  but  this  distribution  was 
accomplished  (juickl.v  and  at  reasonable  prices  largely  on  a  brokerage  basis. 
This  was  successfully  accomplished  because  the  liquidating  banks  and  the 
other  institutions  who  were  able  to  help  were  willing  to  rely  where  necessary 
upon  the  knowledge  and  fairness  of  our  firms  in  arranging  the  transactions  and 
setting  prices  fair  to  both  sides  in  spite  of  the  market  chaos  that  then  existed. 
These  special  incidents  furnish  dramatic  examples  of  a  vital  service  iu 
secondary  distribution  which  the  undersigned  firms  have  and  are  continuously 
rendering. 

To  collect  or  dispose  of  blocks  of  securities  for  such  institutions  it  is  vitxil 
that  our  firms  be  permitted  to  buy  and  sell,  not  only  over  the  counter  but 
also  upon  the  exchanges  and  without  the  additional  cost  of  employing  a  broker 
middleman. 
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At  times  the  exchanges  offer  the  only  outlet  for  securities,  particularly 
when  the  dealer  feels  it  cannot  recommend  purchase  by  one  of  its  own  clients. 
If,  as  dealers,  we  are  forbidden,  as  might  be  construed  from  the  act,  to  buy 
and  sell  upon  the  exchanges,  the  ultimate  purchaser  or  seller  must  suffer 
because  of  the  price  spread  which  must  be  asked  in  order  to  compensate  for 
the  increased  risks  of  delay  in  distribution  or  acquisition.  If  forbidden  to 
be  members  of  an  exchange  but  permitted  to  transact  business  on  the  ex- 
changes through  other  brokers,  the  added  expense  involved  would  probably 
necessitate  the  abandonment  or  severe  curtailment  of  oiir  research  department. 
We  believe  that  from  a  financial  standpoint  it  is  only  possible  for  us  reason- 
ably to  finance  an  adequate  statistical  research  service  by  a  combination  of 
a  broker-dealer  business.  The  earnings  of  the  brokerage  business,  or  from  the 
dealer  business,  in  high-grade  securities  (which  yields  only  a  very  limited 
turnover  profit)  will  not,  in  our  opinion,  separately  justify  the  expense  of 
an  adequate  statistical  research  department. 

Furthermore,  both  institutional  and  other  clients  from  time  to  time  desire, 
or  we  recommend,  that  certain  transactions  lie  carried  out  upon  a  brokerage 
basis,  sometimes  on  the  exchange  and  sometimes  on  the  over-the-counter  mar- 
ket. The  price  spread  required  to  compensate  for  the  risk  to  the  dealer 
involved  in  the  chaotic  markets  during  the  last  few  years  would  make  dealer 
transactions  often  too  costly  for  our  clients.  Smaller  investors  buying  small 
blocks  usually  can  more  economically  be  served  by  transacting  their  business 
as  a  broker.  If,  as  is  the  case  with  some  of  us,  we  give  continuous  .super- 
vision of  a  list  of  securities  for  a  fee,  all  transactions  for  such  cl.ents  must 
be  carried  out  as  a  broker. 

In  addition,  it  is  obvious  that  each  client  presents  a  different  Investment 
problem,  whether  in  the  type  of  security  desirable  for  his  list  or  in  the  maturity 
of  the  bonds  which  may  be  best  suited  to  his  needs.  Obviously,  such  firms  as 
ours  cannot  hope  to  keep  in  stock,  in  view  of  the  heavy  risks  involved,  a  list 
of  securities  adequate  to  meet  every  need  of  our  clients. 

We  submit  the  conservative  investors  need  and  should  have  a  conibination  of 
broker-dealer  investment  house  which  is  a  member  of  a  National  Securities 
Exchange.  The  advisibility  of  this  triple  service  can  easily  be  C(mfirmed  by 
those  investoi-s  of  capital  funds  best  qualified  to  know,  such  as  savings  banks 
and  insurance  companies,  as  well  as  individual  and  corporate  fiduciaries.  It 
would  not  seem  in  the  public  interest  to  disrupt  relationships  between  such 
houses  as  ours  which  have  existed  in  some  cases  for  generations,  nor  would  it 
seem  in  the  public  interest  to  restrict  a  secondary  market  which  seems  vital 
to  large  investment  institutions  through  crippling  by  legislation  the  complex 
and  important  machinery  which  has  for  so  long  a  period  served  its  purpose  to 
the  satisfaction  of  these  same  institutions.  We  feel  that  the  legislature,  desir- 
ing perhaps  to  correct  certain  abuses  which  may  have  grown  up  in  connection 
with  the  use  of  the  market  provided  by  the  exchanges,  should  consider  care- 
fully before  passing  legislation,  the  provisions  of  which  will  indirectly  cripple 
the  various  services  we  have  outlined. 

In  this  connection  we  should  make  it  clear  that  the  broker-dealer  business 
to  which  we  refer  is  done  on  a  cash  basis. 

To  what  extent  the  restrictions  of  the  act  will  affect  our  capacity  to  finance 
our  own  business  through  the  banks  is  not  very  clear.  Many  institutions, 
such  as  savings  banks  and  insurance  companies,  have  stringent  rules  affecting 
the  investment  of  their  funds  which  postpone  the  date  for  the  acceptance  of 
and  payment  for  securities  purchased  until  the  necessarj^  formal  i-atiticaiion 
of  the  transaction  has  been  concluded.  During  the  intervening  period  and 
until  payment  is  made  the  securities  so  contracted  are  customarily  carried 
by  the  investment  house.  Our  firms  must  also  carry  a  large  inventory  of 
securities  which  are  necessary  if  we  are  to  continue  the  services  referred  to. 
If  the  restrictions  in  the  act  relating  to  margins  and  ownership  of  the  col- 
lateral over  a  period,  are  applicable  to  all  borrowings  to  finsince  the  carrying 
of  securities  as  outlined  above,  it  will  unnecessarily  curtail  both  our  volume  of 
business  and  the  service  we  render. 

We  would  not  be  in  a  position  to  bid  at  public  sale  for  issues  of  State  and 
municipal  bonds  or  railroad  equipment  obligations.  In  such  cases  the  amounts 
to  be  purchased  are  often  large  and  have  to  be  paid  for  upon  delivery  and 
may  have  to  be  carried  in  whole  or  in  part  for  some  time  before  the  investment 
house  can  in  turn  sell  them.  The  proposed  restrictions  would  necessarily 
curtail  the  market  for  issues  of  municipal  bonds. 
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We  understand  that  the  Public  Works  Administration  is  preparing  to  receive 
bids  for  securities  held  as  collateral  for  loans  made  by  it  to  certain  municipali- 
ties. The  normal  bidders  for  these  bonds  would,  to  a  very  large  extent,  be 
investment  houses  like  our  own.  If  we  could  not  finance  the  purchase  of  these 
securities  by  immediate  bank  loans  we  doubt  very  much  if  the  Public  Works 
Administration  could  obtain  satisfactory  bids. 

In  the  case  of  bank  loans  for  such  purposes  we  see  no  logical  need  for 
legislative  restrictions.  We  believe  the  security  of  such  loans  may  safely 
be  left  to  the  discretion  of  banks  or  other  loaning  institutions,  particularly 
when  the  type  of  collateral  offered  is  considered. 

We  take  pride  in  our  business.  We  have  spent  many  years  in  building  up 
a  clientele  among  institutional  and  individual  investors.  We  believe  that  they 
have  faith  in  our  integrity  and  fair  dealing,  and  if  desired  will  so  testify.  We 
are  convinced  that  restrictions  that  may  indirectly  cripple  our  capacity  to 
render  investment  advice  are  not  in  the  public  interest.  We  believe  our 
clients  are  entitled  to  the  services  we  can  render  without  curtailment.  We 
believe  they  are  entitled  to  a  market  for  their  investments  which  is  as  free  and 
unrestricted  as  is  possible  in  the  public  interest.  To  that  end  we  believe  that 
investment  houses  doing  the  type  of  business  we  have  outlined  above  should 
be  permitted  and  encouraged  to  continue  a  broker-dealer-advisory  service. 

Respectfully  submitted. 

R.  L.  Day  &  Co. 
Dick  &  Mfele-Smith. 
R.  W.  Pkkssprich  &  Co. 

RUTTEB    &    Co. 

Salomon   Brothers   &  Hurzoii. 
Wood,  Stbuthebs  &  Co. 

SUPPLEMENTAI,  MEMORANDUM 

This  memorandum  is  intended  as  a  supplement  to  that  already  submitted 
by  the  undersigned  firms. 

In  respect  of  specific  recommendations  for  amendment  of  the  bill  in  question 
our  interest  lies  mainly  in  the  provisions  of  the  first  sentence  of  section  10, 
which  forbids  members  of  an  exchange  or  any  person  who  as  broker  transacts 
a  business  in  securities  through  such  member  to  act  as  a  dealer. 

We  are  informed  that  a  sugirestiou  has  been  made  in  the  House  committee 
that  the  act  be  amended  to  permit  members  to  act  as  broker-dealers,  provided 
they  carry  on  their  business  upon  a  cash  basis. 

A  study  of  this  committee's  memorandum  describing  the  type  of  business 
done  by  tlie  firms  we  represent  will  show  that  from  our  point  of  view  such 
an  amendment  would  be  wholly  satisfactory  and  would  permit  us  to  continue 
our  business  as  presently  conducted. 

We  have  been  reluctant  to  propose  or  argue  for  such  an  amendment,  realizing 
that  the  question  of  restriction,  of  margin  trading  though  not  of  importance 
in  our  business,  involves  considerations  afftcting  other  firms  both  large  and 
small  throughout  the  country  now  rendering  valuable  service  in  the  investment 
field.  It  furthermore  raises  difficult  questions  which  probe  deeply  into  the 
fundamental  fiscal  policy  of  the  United  States,  embracing  as  it  does  questions 
of  deflation  and  the  inadvisability  of  restricting  a  form  of  credit  which  may 
be  of  considerable  importance  in  meeting  and  sustaining  the  capital  needs 
of  industry. 

For  such  reasons  we  have  been  disposed  to  recommend  that  the  first  sentence 
of  section  10  be  stricken  out  because  we  feel  that  joint  broker-dealer  service 
is  in  the  public  interest,  believing  that  the  general  question  of  margin  credit 
should  be  the  subject  of  further  study. 

On  the  other  hand,  it  is  only  fair  to  our  own  interest  to  restate  that  from 
a  personal  point  of  view  the  opportunity  to  conduct  a  threefold  broker-dealer- 
advisory  service,  provided  it  is  done  on  a  cash  basis  would  be  wholly 
satisfactory. 

Respectfully, 

R.  L.  DAT  &  Co. 
Dick  &  Merle-Smith. 
R.  W.  Presspeich  &  Co. 

RUTTER  &  Co. 

Salomon  Brothers  &  Hutzlek. 
Wood,  Stbuthebs  &  Co. 
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The  Chairman.  We  will  now  adjourn  until  10:30  Monday 
morning. 

(Whereupon,  at  4  p.m.,  Friday,  Mar.  2,  1934,  an  adjournment  was 
taken  until  Monday,  Mar.  5,  1934,  at  10:30  a.m.) 
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MONDAY,   MABCH   5,    1934 

United  States  Senate, 
Committee  on  Banking  and  Currency, 

Washington^  D.C. 

The  committee  met  at  10:30  a.m.,  pursuant  to  adjournment  on 
Friday,  March  2,  1934,  in  room  301  of  the  Senate  Office  Building, 
Senator  Duncan  U.  Fletcher  presiding. 

Present:  Senators  Flet^-'her  (chairman),  Bulklej^,  Costigan,  Byrnes, 
McAdoo,  Adams,  Carey,  and  Kean. 

Present  also:  Ferdinand  Pecora,  counsel  to  the  committee;  Julius 
Silver  and  David  Sa})er.stein,  associate  counsel  to  the  committee;  and 
Frank  J.  Meehan,  chief  statistician  to  the  committee ;  also  Roland  L. 
Redmond,  counsel  to  the  New  York  Stock  Exchange. 

Senator  Adams  (presiding).  The  chairman  has  been  detained  a 
few  minutes  and  has  asked  me  to  preside  until  he  comes.  The  com- 
mittee will  please  come  to  order. 

I  understand  it  was  agreed  that  Mr.  Shaughnessy  would  be  heard 
first  this  morning.     You  may  come  forward,  Mr.  Shaughnessy. 

STATEMENT  OF  FRANK  C.  SHAUGHNESSY,  PRESIDENT  OF  THE 
SAN  FRANCISCO  STOCK  EXCHANGE,  SAN  FRANCISCO,  CALIF. 

Senator  Adams  (presiding).  Mr.  Shaughnessy,  I  understand  that 
you  have  a  statement  you  wish  to  make  to  the  committee. 

Mr.  Shaughnessy.  Yes,  sir. 

Senator  Adams.  You  may  proceed. 

Mr.  Shaughnessy.  My  name  is  Frank  C.  Shaughnessy,  and  I 
appear  before  this  committee  as  the  president  of  the  San  Francisco 
Stock  Exchange  to  express  its  disapproval  and  to  voice  its  objection 
to  the  proposed  National  Securities  Exchange  Act  of  1934,  S.  2G93. 

I  do  not  appear  before  this  committee  solely  to  criticize  the  bill. 
I  should  prefer  that  the  committee  consider  my  appearance  as  a 
respectful  effort  to  be  helpful  to  the  conunittee  in  understanding  the 

groblems  of  the  Pacific  coast  stock  exchanges  and  particularly  the 
an  Francisco  Stock  Exchange. 

We  believe  tliat  the  gentlemen  sponsoring  the  proposed  legislation 
are  serious  and  high-minded  men  who  are  sincere  in  their  desire  to 
change  and  rectif}'  certain  conditions  and  situations  which  they 
think  are  bad.  There  is  no  doubt  that  pool  manipulations,  ques- 
tionable proxy  practices,  and  certain  activities  of  corporation  olfi- 
cials,  should  be  corrected.  The  general  intent  of  the  bill  is  good, 
and  with  its  main  purpose  very  few  will  disagree.  However,  I 
am  of  the  opinion  that  the  bill  in  its  present  form  is  not  good. 
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I  believe  that  almost  everyone  is  willing  to  agi'ee  that  genuine 
regulatory  legislation,  based  upon  the  general  public  good,  is  a  de- 
sired or  desirable  thing.  You  have  had  many  reasons  and  many 
arguments  presented  to  you  as  to  why  the  proposed  legislation  is 
unsound,  so  it  would  be  needless  repetition  upon  my  part  to  point 
out  to  you  specific  hardships.  The  other  opponents  of  the  bill  have 
thoroughly  reviewed  it  and  stated  their  objections. 

The  objection  of  the  San  Francisco  Stock  Exchange  does  not  go 
to  parts  of  the  bill  alone  but  it  objects  to  the  bill  in  its  entirety. 
We  stand  for  regulation  that  will  help  to  give  the  public  sound  and 
honest  markets  and  to  that  end  we  are  anxious  and  willing  to  do 
everything  possible.  So,  we  believe  that  the  ultimate  effect  of  the 
bill,  if  enacted  in  its  present  form,  will  not  be  regulation  but  will 
be  destruction  of  the  stock  exchanges.  We  think  that  before  a  new 
bill  is  drafted  or  any  plan  for  the  regulation  of  the  stock  exchanges 
is  evolved,  that  a  conference  of  the  various  stock  exchange  heads 
of  the  country  be  held.  Surely  it  is  not  too  much  to  ask  that  the 
people  most  directly,  perhaps  most  vitally,  concerned  be  given  an 
opportunity  to  express  their  opinions  and  to  present  their  points  of 
view.  We  believe  that  such  a  conference  should  be  called,  perhaps 
under  the  direction  of  a  congressional  committee.  We  stand  abso- 
lutely upon  the  ground  that  the  stock-exchange  business  is  sound 
and  legitimate,  and  that  the  vast  majority  of  the  members  of  the 
exchanges  subscribe  and  adhere  to  a  code  that  is  not  exceeded  by 
any  other  business  or  profession  in  the  country. 

Shocking  scandals  have  been  disclosed  about  certain  activities  on 
the  New  York  Stock  Exchange,  but  it  should  be  borne  in  mind  that 
these  particular  transactions  represent  a  very  small  percentage  of 
the  vast  amount  of  its  legitimate  transactions.  Many  evils  which 
by  implication  are  ascribed  to  stock  exchanges  are  entirely  inde- 
pendent of  market  manipulation,  and  I  shall  quote  you  a  particular 
instance. 

The  stock  of  the  Southern  Pacific  Co.  sold  for  many  years  around 
$100  per  share,  and  at  the  height  of  the  boom  at  much  higher 
figures.  Now,  there  was  a  very  good  reason  for  the  price  of  $100 
or  more,  for  at  that  time  the  stock  was  paying  a  dividend  of  $6  a 
share  and  earning  considerably  in  excess  of  that  amount.  At  the 
very  depths  of  the  depression  Southern  Pacific  sold  around  $7  a 
share  and  there  was  an  equally  good  reason  for  this  low  price,  be- 
cause at  that  time  the  company  was  neither  earning  nor  paying  divi- 
dends and  had  accepted  aid  to  take  care  of  immediate  obligations. 
Surely  by  no  stretch  of  the  imagination  can  tiie  rise  and  fall  of  this 
particular  stock  be  ascribed  to  stock-exchange  manipulation. 

Another  present  or  immediate  example :  On  the  San  Francisco 
Stock  Exchange  the  Natomas  Co.  shares  are  listed.  About  1  year 
ago  this  stock  was  quoted  considerably  under  $20  per  share.  On 
Saturday,  March  3, 1934,  that  is  last  Saturday,  it  was  quoted  at  about 
$88  per  share.  The  reason  for  this  spread  is  obvious.  The  Natomas, 
a  land  and  dredging  company — a  gold  producer — is  now  showing 
big  earnings  and  paying  dividends,  and  independently  of  market  ma- 
nipulation a  price  higher  than  that  which  prevailed  1  year  ago  is 
justified. 
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I  might  add,  gentlemen  of  the  committee,  that  if  we  should  get  a 
reduction  in  the  gold  price  we  will  probably  have  a  corresponding 
drop  in  the  price  of  Natomas  Co.  shares. 

The  San  Francisco  Stock  Exchange  is  modeled  upon  the  general 
plan  of  the  New  York  Stock  Exchange,  and  our  situation  is,  in  a 
w^ay,  a  reflection  of  that  institution — and  in  certain  stocks  we  are 
competitors  of  the  New  York  Stock  Exchange. 

"Mr.  Eugene  E.  Thompson,  president  of  the  Associated  Stock  Ex- 
changes, is  submitting  a  brief  upon  the  part  of  his  particular  group, 
and  his  brief  quite  generally  covers  all  of  the  objections  to  the  bill. 
Therefore,  I  shall  not  presume  to  needlessly  take  up  your  time. 
Nevertheless,  there  are  certain  provisions  of  the  proposed  bill  that 
particularly  affect  the  San  Francisco  Stock  Exchange,  and  I  call 
them  to  the  attention  of  this  committee  with  tlie  hope  that  earnest 
consideration  will  be  given  to  them. 

The  specific  objections  of  the  San  Francisco  Stock  Exchange  are : 

1.  The  provision  of  section.  10  that  no  member  of  a  national  securi- 
ties exchange  shall  act  as  a  dealer  in.  or  underwriter  of.  securities 
will  be  of  very  far-reaching  consequences  in  San  Francisco. 

(a)  It  will  mean  the  elimination,  as  members  of  the  exchange  and 
as  brokers,  of  banks,  which  are  dealers  within  the  definition  of  sub- 
division 5  of  section  3,  in  that  they  necessarily  engage  in  the  business 
of  buying  and  selling  securities  for  their  own  accounts. 

(h)  It  likewise  means  the  elimination  as  brokers  and  members  of 
the  exchange  of  associate  members  which  invest  for  their  own 
account. 

(c)  By  reason  of  the  somewhat  restricted  San  Francisco  market 
many  brokerage  firms  are  necessarily  obligated  to  deal  in  securities 
of  companies  listed  on  the  exchange  in  the  interest  of  maintaining  a 
fair  market.  By  reason  likewise  of  the  limited  market,  many 
brokerage  firms  have  engaged  to  a  limited  extent  in  the  dealer  busi- 
ness, particularly  in  bonds.  Section  10  threatens  to  put  many  such 
brokerage  firms  out  of  business. 

2.  Section  6  (a)  and  section  6  (?>>),  in  limiting  loans  of  members 
to  registered  securities  and  in  limiting  the  amount  which  may  be 
loaned  thereon,  will  have  disastrous  consequences  through  the  mem- 
bership in  the  local  exchanges  of  most  of  the  San  Francisco  banks. 
Thus,  if  a  bank  member  remained  a  member  of  the  exchange,  it  could 
not  loan  to  a  customer  on  any  unregistered  security.  The  credit  of 
small  industries  would  be  very  materially  affected  by  this  provision. 
Furthermore,  such  bank  could  not  loan  on  registered  securities  in 
excess  of  the  loan  limitation  imposed  by  section  6  (6),  even  if  the 
security  were  owned  for  30  days  prior  to  the  loan,  within  the  pro- 
visions of  section  6  (c).  Unless  the  act  is  amended  in  substantially 
the  manner  suggested  by  us,  the  bank  members  will  probably  be 
forced  to  withdraw  from  the  exchange. 

3.  The  provision  of  section  7  (a),  which  require  that  a  member  of 
a  national  securities  exchange  borrow  only  from  a  member  bank  of 
the  Federal  Reserve  System,  works  a  peculiar  hardship  upon  San 
Francisco  brokerage  firms,  which  purchase  for  customers  through 
New  York  Stock  Exchange  members,  securities  listed  on  the  New 
York  Exchange.  In  the  usual  instance  the  San  Francisco  broker 
maintains  his  account  with  the  New  York  brokerage  firm  with  a 
debit  balance.     Section  7   {a)  would  prohibit  this  and  require  the 
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San  Francisco  broker  to  take  up  the  transaction  through  available 
moneys  borrowed  from  a  Federal  Reserve  member  bank. 

4.  The  provisions  against  short  selling  by  any  director,  officer, 
or  owner  of  securities,  owning  more  than  5  percent  of  any  class 
of  stock  of  any  issuer,  within  section  15,  subdivision  (b),  subsection 
2,  needs  amendment  to  permit  of  actual  and  legitimate  sales  of  se- 
curities by  such  persons,  in  that  it  is  physically  impossible  in  many 
instances  to  make  delivery  of  the  securities  in  New  York  or  in  San 
Francisco  within  5  days  from  the  date  of  sale.  There  is  business 
that  comes  to  the  San  Francisco  Stock  Exchange  from  the  Philip- 
pines, Hawaii,  and  various  centers  on  the  Pacific  coast.  My  amend- 
ment the  alternative  for  delivery  should  be  the  deposit  in  the  United 
States  mail  or  in  some  other  channel  of  transportation. 

5.  The  provisions  of  the  bill  which  make  loans  against  unregis- 
tered securities  almost  impossible  of  accomplishment — viz,  through 
the  operation  of  section  6 — and  make  transactions  with  such  se- 
curities almost  equally  difficult — viz,  through  the  provisions  of  sec- 
tions 11  and  14— operate  to  the  particular  disadvantage  of  the 
smaller  concerns  on  the  Pacific  coast  and  elsewhere  throughout  the 
country.  In  addition  to  possibly  not  desiring  to  register  their  se- 
curities, many  companies  probablv  could  not  afford  the  cost  of  reg- 
istration and  maintenance  thereo:f,  because  of  the  fees,  auditing  and 
accounting  expenses. 

6.  The  provisions  of  the  act  with  respect  to  registration  of  securi- 
ties, sections  11  and  12,  work  to  the  particular  disadvantage  of  many 
of  the  smaller  companies  whose  securities  are  listed  on  the  San  Fran- 
cisco Exchange.  The  added  burden  of  fees,  expenses  of  auditing, 
and  accounting,  may  prove  prohibitive  to  such  companies.  At  the 
same  time  they  will  be  confronted  with  the  alternative  of  withdraw- 
ing their  securities  from  registration  and  thus  lessening  the  ability  of 
their  stockholders  to  obtain  loans  on  their  securities  and  maintain  a 
fair  market  in  the  security. 

The  history  of  the  San  Francisco  Stock  Exchange  is  excellent.  In 
its  whole  record  of  52  years  there  have  been  8  failures,  and  only  6  of 
them  have  meant  loss  to  the  public. 

If  this  bill  should  pass  in  its  present  form,  the  existence  of  the 
exchange  certainly  would  be  threatened,  because,  of  the  106  securi- 
ties listed,  100  represent  companies  witli  less  than  500,000  shares  of 
issued  stock.  Many  of  these  companies  will  not  face  the  expense  of 
going  to  New  York  for  listing  and  many  could  not  afford  the  expense 
of  quarterly  reports  for  independent  audits.  They  would,  therefore, 
be  forced  to  withdraw  their  securities  from  even  the  local  exchange. 
As  a  result,  the  investor  would  be  denied  a  market  for  most  securities, 
except  those  Avhich  could  afford  the  requirements  of  the  New  York 
Exchange,  in  the  event  that  the  San  Francisco  Stock  Exchange 
should  be  forced  out  of  business. 

The  most  serious  consequences,  from  the  standpoint  of  the  public, 
are  that  markets  for  nearly  all  securities  will  be  impaired.  By  pre- 
venting the  patricipation  of  many  small  investors  through  limita- 
tion of  odd-lot  transactions,  not  only  does  the  bill  discriminate  in 
favor  of  the  large  investors  but  it  largely  destroys  this  tremendous 
source  of  new  capital.  For  years  the  San  Francisco  Stock  Exchange 
has  been  a  means  of  attracting  capital  into  enterprises  which  have 
developed  the  oil,  mining,  timber,  and  agricultural  resources  of  the 
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coast  and  supplied  most  of  the  shipping,  banking,  and  utility  serv- 
ices of  this  region.  Without  the  market  facilities  of  this  exchange, 
the  expansion  of  practically  all  of  these  enterprises  will  be  severely 
checked.  They  will  be  able  to  appeal  to  only  a  small  number  of 
capitalists  instead  of  to  the  thousands  of  small  western  investors. 

The  bill  presents  tremendous  administrative  difficulties  in  regard 
to  the  effective  functioning  of  the  Federal  Trade  Commission. 

As  stated  before,  the  objection  of  the  San  Francisco  Stock  Ex- 
change is  not  to  the  specific  provisions  of  the  proposed  bill  alone, 
but  it  objects  to  it  in  its  entirety,  for  the  reason  that  we  believe 
the  proposed  legislation  is  not  regulatory  but  that  its  ultimate  effect 
will  be  strangulation. 

The  board  of  governors  of  the  San  Francisco  Stock  Exchange 
has  instructed  me  to  respectfully  state  to  this  committee  that  it 
whole-heartedly  approves  and  endorses  the  spirit  of  the  plan  sub- 
mitted by  Mr.  Kichard  Whitney,  president  of  the  New  York  Stock 
Exchange,  as  a  genuine,  sincere,  and  honest  attempt  to  properly 
regulate  stock  exchanges. 

However,  we  firmly  believe  and  strongly  urge  that  in  order  to  have 
a  thorough  and  complete  understanding  of  the  many  questions  in- 
volved in  the  stock-exchange  situation,  a  conference  of  the  various 
exchanges  be  called  under  proper  governmental  sponsorship  to  the 
end  that  a  just  solution  may  be  conceived. 

And  if  you  will  be  indulgent  for  just  another  few  minutes,  I 
should  like  to  make  a  supplemental  statement : 

Assuming  that  the  bill  cannot  be  defeated  in  its  entirety,  the 
following  amendments  are  offered  as  necessary  amendments  to  the 
act.  They  are  presented  primarily  in  the  interest  of  the  San  Fran- 
cisco Stock  Exchange  and  its  members  and  member  firms,  including 
bank  and  associate  members.  They  are  offered  likewise  as  the 
amendments  most  reasonably  likely  of  adoption  in  that  the  general 
purpose  of  the  bill  will  in  no  way  be  affected  by  their  adoption;  on 
the  contrary,  the  bill  would  become  more  workable. 

The  definition  of  "  dealer  "  in  subdivision  5  of  section  3  should 
be  amended  in  substantially  one  or  the  other  of  the  following  ways: 
At  the  end  of  the  definition,  page  5,  line  15,  add : 
except  for  the  purpose  of  liis  own  investment 
or 
for  the  purpose  of  resale  or  repurchase  to  or  from  his  customers  or  clients. 

The  foregoing  amendment  is  essential  to  take  care  of  the  situation 
where  an  individual  member — or  a  bank  or  associate  member — ^buys 
securities  for  his  own  investment  or  without  the  purpose  of  resale  or 
repurchase  to  or  from  the  public. 

Section  10,  in  which  the  provision  most  objectionable  to  investment 
firms  and  bank  members  appears,  should  be  amended  in  one  or  the 
other  of  the  following  wavs :  At  the  end  of  the  first  sentence,  page 
21,  line  14,  add: 

,  unless  in  each  transaction  involving  any  security  in  which  such  member  or 
person  has  acted  as  dealer  or  underwriter,  the  purchaser  or  seller  thereof  is 
advised  of  such  fact. 

or,  before  the  beginning  of  the  first  sentence,  page  21,  line  9,  add : 

Except  as  presci'ibed  by  the  rules  and  regulations  of  the  Commission,     *     •     * 
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This  latter  alternative  is  less  desirable.  Of  course,  the  elimination 
of  the  restriction  altogether  is  the  most  desirable. 

This  amendment  is  intended  to  take  care  of  odd-lot  dealers,  spe- 
cialists who  may  be  compelled  to  take  a  position  in  the  interest  of 
a  fair  market,  and  San  Francisco  firms  which  engage  in  a  legitimate 
dealer  business.  The  provision  either  for  full  disclosure  or  for  reg- 
ulation by  the  Commission  would  serve  the  full  purpose  of  the 
statute  in  the  separation  of  dealers,  underwriters,  and  brokers.  The 
main  objection  to  the  second  alternative  is  that,  until  the  Commission 
prescribes  its  rules  and  regulations,  the  future  operations  of  the 
firms  and  members  involved  will  be  fraught  with  uncertainty. 

Section  6  (a)  should  be  amended  by  the  insertion  on  page  12,  line 
2,  after  the  word  "  exchange  ",  of  the  following : 

(except  if  the  exchange  member  is  a  member  bank  of  the  Federal  Reserve 
System ) . 

Section  6  (b)  should  be  amended  by  the  insertion  on  page  12,  line 
10,  after  the  word  "  exchange  ",  of  the  following : 

(except  if  the  exchange  member  is  a  member  bank  of  the  Federal  Reserve 

System). 

Section  7  (a)  should  be  amended  as  follows:  On  page  14,  line  2, 
after  the  word  "  than  ",  insert  the  following : 

a  Federal  Reserve  bank  or. 

These  three  amendments  are  intended  to  take  care  of  bank  mem- 
bers of  the  San  Francisco  Stock  Exchange.  The  second  of  these 
three  amendments  is  particularly  to  permit  banks  to  make  loans 
provided  for  by  section  6  (c).  Under  the  present  working,  a  bank 
member  would  be  prohibited  by  section  6  (b)  from  doing  this. 

Section  7  (a)  should  Ije  further  amended,  as  follows:  At  the  end 
of  line  3,  page  14,  strike  out  the  semicolon  and  insert : 

,  or  a  member  of  a  national  securities  exchange. 

This  amendment  is  to  provide  for  orders  placed  by  a  San  Francisco 
broker  with  a  New  York  Stock  Exchange  firm,  permitting  such  San 
Francisco  broker  to  carry  an  account  with  the  New  York  firm. 

Section  7  (b)  should  be  amended  in  line  8,  on  page  14,  by  the 
change  of  the  figures  "  1,000  ''  to  "  2,000." 

This  amendment  is  consistent  with  the  permissive  loan  limits  as 
of  the  present  time  and  the  adoption  thereof  will  not  adversely  affect 
the  purpose  of  the  act  in  view  of  the  power  of  the  Commission  to 
further  reduce  this  borrowing  limit. 

Section  8  (a)  (9)  should  be  amended  at  page  18,  line  21,  by  the 
insertion  at  the  end  of  the  section  of : 

Nothing  herein  contained  shall  be  deemed  to  affect  ordinary  purchase  and  sale 
transactions  in  legally  issued  warrants  or  rights  to  suliscribe,  oi*  in  securities 
carrying  warrants,  rights  of  conversion,  or  other  privileges. 

This  amendment  is  offered  to  preclude  the  present  language  of  the 
act  from  so  operating  as  to  forbid  transactions  in  rights,  warrants, 
and  bonds  carrying  conversion  and  other  privileges.  The  amended 
section  will  still  prohibit  the  dealing  in  puts,  calls,  straddles,  and 
similar  options. 

Section  10  should  be  amended  on  page  21,  line  20,  by  the  insertion 
of  the  words  "  or  market "  after  the  word  "  price  "  and  before  the 
word  "  orders." 
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This  amendment  permits  specialists  to  carry  on  their  normal  func- 
tion without  an  unnecessary  handicap. 

Section  11  (a)  should  be  amended  on  page  22,  line  7,  by  the  addi- 
tion at  the  end  of  the  section  of  the  following : 

Nothing  herein  shall  be  deemed  to  forbid  ordinary  transactions  for  the  pur- 
chase and  sale  of  rights  to  subscribe  for  securities  or  of  securities  to  be 
issued,  where  registration  is  effective  as  to  such  rights  to  subscribe  or  securi- 
ties to  be  issued. 

This  permits  the  dealing  in  rights  and  of  stock  on  a  "  when  is- 
sued "  basis.  These  dealings  are  necessary  in  the  interest  of  financ- 
ing, and  the  purpose  of  the  act  is  served  by  requiring,  as  set  forth 
in  the  amendment,  that  registration  be  effective  as  to  such  rights  or 
"  when  issued  "  stock. 

Section  13  (a)  should  be  amended  in  either  of  the  two  following 
manners : 

By  the  insertion,  page  26,  line  23,  after  the  word  "  included  ",  of 
",  in  whole  or  in  part  if  the  Commission  so  requires,"  or  by  the  addi- 
tion at  the  end  of  the  section,  page  27,  line  6,  of  the  following : 

Nothing  herein  contained  shall  be  deemed  to  apply  to  the  solicitation  of 
proxies  for  any  regular  or  annual  meeting  of  the  stockholders  at  which  only 
routine  and  usual  business  is  to  l)e  transacted. 

This  amendment  is  necessary  to  avoid  the  absurd  situation  of 
requiring  a  corporation  to  send  to  each  stockholder  whose  proxy  is 
solicited  for  the  purposes  of  a  regular  or  annual  meeting,  a  great 
mass  of  data,  including  a  list  of  all  stockholders,  which  in  the  case 
of  American  Telephone  &  Telegraph  Co.  would  be  over  700,000 
persons. 

Section  15  (a)  (2)  should  be  amended  by  the  addition  on  page  29, 
line  21,  at  the  end  of  the  subdivision,  of  the  words : 

or  forwarded  within  said  time  for  delivery  in  the  mails  or  other  usual  channels 
of  transportation. 

Tlie  foregoing  amendment  is  to  take  care  of  short  sales  in  San 
Francisco  where  delivery  cannot  be  made  in  New  York  within  the 
period  of  5  days. 

In  addition  to  the  amendments  previously  suggested  by  the  writer 
in  the  interest  particularly  of  the  San  Francisco  Stock  Exchange 
and  its  members  and  member  firms,  including  bank  and  associate 
members,  the  following  additional  amendments  to  the  National 
Securities  Act  of  1934  are  suggested : 

Subdivision  10  of  section  3,  containing  the  definition  of  "  secur- 
ity "  should  be  amended  by  striking  out  the  words : 
any  direct  obligation  guaranteed  as  to  principal  or  interest  by  the  United  States. 

appearing  in  lines  8  and  9  on  page  7  and  by  the  addition  of  the 
words : 

any  security  issued,  or  guaranteed  as  to  principal  or  interest,  by  the  United 
States  or  any  Territory  thereof  or  by  the  District  of  Columbia  or  by  any 
State  of  the  United  States,  or  by  any  political  subdivision  or  municipality  of 
a  State  or  Territory  or  by  any  public  instrumentality  of  or  in  States  or  Terri- 
tories exercising  essential  governmental  control,  or  by  any  corporation  created 
and  controlled  or  supervised  by  and  acting  as  an  instrumentality  of  the  gov- 
ernment of  the  United  States  pursuant  to  authority  granted  by  the  Congress 
of  the  United  States;  or  any  security  issued  by  or  repi-esenting  an  interest  in 
or  a  direct  obligation  of  a  Federal  Reserve  Bank. 
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This  definition  is  largely  an  adaptation  of  subdivision  2  of  Section 
3  of  the  Securities  Act  of  1933  except  that  we  have  not  included  in 
the  securities  excluded  those  of  any  national  or  state  bank.  The  reason 
for  the  amendment  is  quite  apparent  in  that  (1)  a  market  must  be 
created  for  these  securities;  (2)  the  securities  are  considered  as  prime 
collateral  and  should  not  be  in  the  class  of  unregistered  securities  or 
in  the  class  of  securities  upon  which  60%  margin  is  required,  and 
(3)  the  whole  tenor  of  the  act  would  be  to  preclude  registration  of 
any  of  these  securities  inasmuch  as  the  states,  municipalities,  politi- 
cal subdivision,  etc.  could  not  comply  with  the  provisions  of  Sec- 
tions 11  and  12  of  the  Act  with  respect  to  registration.  An  examina- 
tion of  the  requirements  of  registration  as  set  forth  in  these  Sec- 
tions immediately  discloses  that  the  enumerated  securities  could  not 
be  registered. 

Section  6  (a)  should  be  amended  by  the  addition  at  the  end 
thereof,  page  12  line  8,  of  the  following : 

,  except  as  prescribed  by  the  rules  and  regulations  of  the  Commission. 

This  amendment  eliminates  the  present  proposed  absolute  prohibi- 
tion against  loans  being  made  on  unregistered  securities  and  would 
permit  loans  thereon  by  a  member,  but  only  subject  to  the  rules  of 
the  Commission. 

Subdivision  6  (d)  should  be  amended  by  striking  out  from  lines 
16  and  17  on  page  13,  the  following : 

the  time  within  which  initial  and  subsequent  payments  shall  be  made  by  the 
customer, 

Under  the  provision  as  now  written  the  Commission  must  prescribe 
by  rules  and  regulations  the  time  when  the  first  payment  and  all 
subsequent  payments  must  be  made  by  a  customer  in  the  purchase  of 
securities.  This  is  an  unnecessary  regulation  in  view  of  the  loan 
restrictions  of  the  Act,  even  as  amended,  and  the  Commission's  power 
to  regulate  the  loans.  If  those  words  were  to  remain  in  the  Act  it 
is  possible  that  they  would  automatically  exclude  any  purchase  and 
sale  of  securities  except  for  investment. 

Section  8,  subdivision  (5)  should  be  amended  by  striking  out  the 
words  commencing  with  "  and  does  not  prove  "  page  17  line  1  and 
ending  with  the  words  "  false  or  misleading ;  "  page  17  line  3,  and 
inserting  in  lieu  thereof 

and  if  such  person  knows,  or  in  the  exercise  of  reasonable  care  should  know, 
at  the  time  of  circulating  or  disseminating  such  information,  that  the  same  is 
false  or  misleading; 

This  amendment  is  in  accord  with  normal  rules  of  law  that  the 
burden  of  proving  neglect  or  intentional  misrepresentation  should 
rest  upon  the  party  claiming  such  misrepresentation.  In  view  of 
the  normal  tendencies  of  juries  to  be  liberal  in  support  of  the  con- 
tentions of  individuals  against  brokerage  firms,  corporations,  etc.  the 
present  rule  as  to  the  burden  of  proof  should  be  continued  as  it  is 
more  than  ample  protection  for  the  injured  party.  Shifting  of  the 
burden  to  the  party  charged  with  the  misrepresentation  is  contrary  to 
the  principle  of  American  jurisprudence  that  guilt  is  never  to  be 
presumed  and  is  encouragement  for  groundless  and  concocted 
litigation. 
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Section  11  (c)  should  be  amended  by  striking  out  all  of  para- 
graph (II)  commencing  on  page  23,  line  17  and  ending  on  page  24, 
line  23  and  inserting  in  lieu  thereof : 

(II).  Such  informatiou  as  to  the  issuer  and  affiliates  as  in  the  opinion  of 
the  Commission  is  necessary  for  the  proper  protection  of  the  public  and  of 
investors  in  the  securities  of  the  issuer. 

The  advisability  of  this  amendment  lies  in  permitting  the  Com- 
mission to  i^rescribe  its  requirements  as  to  the  information  to  be  sub- 
mitted instead  of  providing  positively  in  the  statute  as  to  the 
information,  much  of  which  will,  in  certain  corporations,  be  both 
unnecessary  and  burdensome.  The  amendment  provides  for  greater 
flexibility  and  still  gives  to  the  investing  public,  through  the  Com- 
mission's regulations,  the  protection  which  the  Act  intends. 

Section  12  (a),  subdivision  (2),  should  be  amended  by  striking, 
on  page  25  line  21,  the  words  "  and  quarterly  ",  and  further  amended 
by  striking  out  entirely  subdivision  (3)  lines  24  and  25,  thereafter 
changing  the  numbering  of  subdivision  (4)  line  1,  page  26,  to  sub- 
division (3).  These  changes  are  intended  to  eliminate  certain  of 
the  most  burdensome  and  unnecessary  requirements  placed  upon  cor- 
porations with  registered  securities. 

Section  15  (b)  subdivision  (3)  should  be  amended  on  page  30  by 
changing  the  word  "  unless  "  in  line  5  to  "  if  "  and  striking  the  word 
"  no "  in  line  6.  This  again  relates  to  the  burden  of  proof  the 
argument  with  respect  to  which  has  been  set  forth  in  connection 
with  the  amendment  to  Section  8  (a)  (5). 

Amend  Section  16  by  ending  the  sentence  with  tlie  word  "appro- 
priate ",  line  11,  page  31,  and  striking  out  the  balance  of  the  sentence 
commencing  with  '"  and  the  cost  '\  in  line  11,  and  ending  with  "per- 
son examined  " — line  14,  page  31.  Placing  of  the  burden  for  expen- 
sive and  cumbersome,  and  possibly  unnecessary,  investigation  upon 
the  party  investigated  is  contrary  to  the  principles  of  democratic 
government  and  of  Anglo- American n  jurisprudence.  Tlie  burden  of 
payment  for  investigation,  etc.  should  only  rest  upon  the  party  in- 
vestigated if  found  guilty  of  violations  of  the  provisions  of  the 
statute.  The  heavy  penalties  elsewhere  imposed  in  the  statute  would 
appear  sufficient  to  take  care  of  this  liabilit3^ 

Section  17  should  be  amended  by  ending  the  sentence  with  the 
words  "such  statement",  line  18  page  32  and  striking  commencing 
with  "  unless  the  person  ",  line  8  page  32,  to  and  including  *'  false 
or  misleading",  line  11,  page  32,  and  inserting  on  line  2  page  32. 
after  the  word  "  investor  "  and  before  the  word  ''  shall  "  the  fol- 
lowing : 

and  which  statement  is.  or  in  the  exercise  of  reasonable  care  should  be,  known 
to  the  person  making  or  responsible  for  it  as  false  or  misleadintr. 

This  again  shifts  the  burden  of  proof  back  to  where  it  belongs 
under  recognized  principles  of  law.  The  argument  for  this  change 
has  been  set  forth  more  at  lengtli  with  respect  to  the  amendment  to 
Section  8  (a)   (5). 

Senator  Aj>ams.  Mr.  Shaughnessy,  am  I  correct  in  assuming  that 
the  evils  which  seem  to  have  been  disclosed  in  reference  to  the  New 
York  Stock  Exchange  do  not  exist  in  the  case  of  the  San  Francisco 
Stock  Exchange? 
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Mr.  Shaughnessy.  Well,  that  is  rather  a  broad  question,  but  from 
my  own  experience  and  from  my  own  knowledge,  and  you  will  un- 
derstand that  I  am  restricting  my  answer  to  my  own  knowledge, 
those  evils  do  not  particularly  exist  in  the  case  of  the  San  Francisco 
Stock  Exchange,  although  I  have  been  told  that,  perhaps,  some  evils 
exist  out  there  also.  But  I  do  not  know  that  of  my  own  personal 
knowledge. 

Senator  Adams.  I  think  Senator  McAdoo  will  certify  that  there 
are  no  evils  on  the  San  Francisco  Stock  Exchange. 

Mr.  Shaughnessy.  Oh,  no.     There  are  evils  there,  no  doubt. 

Senator  McAdoo.  Mr.  Chairman,  I  would  like  to  suggest  that  the 
proposed,  amendments  be  made  a  part  of  our  record. 

Senator  Adams.  That  will  be  done. 

Mr.  Shaughnessy.  Might  I  add  one  more  thing  to  my  statement? 

Senator  Adams.  Certainly. 

Mr.  Shaughnessy.  The  other  day  when  Mr.  Dean  Witter,  of  the 
firm  of  Dean  Witter  &  Co.,  was  before  you  gentlemen,  there  were 
certain  questions  propounded  to  him  about  margin  requirements. 
I  fear  that  you  gentlemen  got  a  wrong  impression  from  what  he 
said,  the  impression  that  we  have  no  set  margin  requirements  in  the 
case  of  the  San  Francisco  Stock  Exchange.  If  so,  that  was  not 
a  proper  answer.  We  have  a  definite  rule  about  margins,  but  it  is  a 
flexible  rule,  and  it  is  within  the  discretion  of  the  proper  committee. 
For  the  last  several  years  it  has  been  around  30  percent.  But  after 
Mr.  Witter  testified  here  on  Friday  I  telephoned  to  San  Francisco 
and  found  out  that  at  the  present  time  the  average  of  margins  on 
accounts  on  the  San  Francisco  Stock  Exchange  is  about  50  percent. 
This  is  above  the  minimum  set  by  the  exchange;  in  fact,  some  ac- 
counts are  margined  below  50  percent,  and  some  above  that  amount. 

Senator  McAdoo.  That  is,  on  the  general  average? 

Mr.  Shaughnessy.  Yes,  sir;  as  a  general  average. 

Mr.  Pecora.  Fifty  percent  of  the  debit  lialance,  do  you  mean? 

Mr.  Shaughnessy.  Yes,  sir. 

Senator  Adams.  In  your  statement  I  noticed  you  stated  that  you 
think  the  stock  exchanges  ought  to  be  heard  in  regard  to  the  bill. 
It  occurs  to  me  that  that  is  just  what  this  committee  is  doing  now, 
giving  stock  exchanges  full  opportunity  to  be  heard. 

Mr.  Shaughnessy.  But  you  did  not  quite  understand  my  con- 
tention. 

Senator  Adams.  I  thought  in  your  statement  you  were  raismg  the 
complaint  that  the  stock  exchanges  had  not  been  heard  in  regard  to 
the  bill. 

Mr.  Shaughnessy.  That  they  had  not  been  consulted  in  reference 
to  the  make-up  of  this  bill. 

Senator  Adams.  It  occurred  to  me  that  is  just  what  this  com- 
mittee is  now  engaged  in — in  giving  the  stock  exchanges  a  chance  to 
be  heard. 

Senator  McAdoo.  But  Mr.  Sbaughnessy's  suggestion  was  that  there 
ought  to  have  been  a  conference  and  that  the  heads  of  the  various 
stock  exchanges  throughout  the  country  should  have  been  called  in 
and  heard  in  connection  with  the  Government  officials,  so  that  they 
would  have  had  an  opportunity  to  be  consulted  about  the  prepara- 
tion of  the  bill.  Now,  as  I  see  the  situation,  this  bill  is  proceeding 
in  the  usual  way  of  all  such  matters,  by  way  of  giving  as  far  as 
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possible  ample  time  to  representatives  of  stock  exchanges  and  others 
concerned  throughout  the  country  to  appear  before  the  committee 
to  present  their  views.  Those  views,  of  course,  will  be  considered. 
I  do  not  think  the  other  way  would  be  as  effective  as  the  method  we 
are  now  proceeding  on. 

Mr.  Shaughnessy.  Of  course,  I  do  not  know  as  much  about  that 
as  you  gentlemen,  but  that  was  merely  presented  by  me  as  an  idea 
by  which  I  thought  the  matter  might  be  better  arranged.  As  I  say, 
this  thing  was  sprung  upon  us  so  quickly;  just  a  few  days  before  I 
left  San  Francisco  I  read  the  bill,  and  I  am  frank  to  say  that  I 
was  quite  shocked  on  reading  some  of  the  provisions  of  it.  And  I 
felt  at  that  time  that  had  some  of  the  stock-exchange  people  sat  in 
on  the  drafting  of  the  bill,  there  might  have  been  some  different 
ideas  in  it. 

Senator  McAdoo.  Well,  they  will  have  opportunity  to  present 
their  proposals  here,  and  the  committee  will  give  them  consideration. 
My  experience  with  conferences  has  been  that  there  is  such  a  wide 
diversity  of  opinion  among  those  participating  that  you  never  arrive 
at  any  conclusion. 

Mr.  Shaughnessy.  Well,  of  course.  I  do  not  know  about  that. 
But  the  way  I  feel  about  this  bill  is  that  if  probably  you  and  Mr. 
Redmond  could  have  sat  down  across  the  table,  that  he,  with  his 
knowledge  of  stock-exchange  conditions,  and  you,  Senator  McAdoo, 
with  your  brilliant  record,  might  have  drafted  a  bill  that  would 
have  been  somewhat  more  satisfactory. 

Senator  McAdoo.  In  that  case  I  am  afraid  I  would  have  played 
the  part  of  the  lamb. 

Senator  Adams.  I  think  it  would  be  entirely  conceivable  that  the 
bill  would  have  been  somewhat  different  if  drawn  by  stock-exchange 
people. 

Mr.  Shaughnessy.  I  certainly  agree  with  you  on  that. 

Senator  Kean.  You  say  that  t|ie  average  account  now  on  margin 
is  about  50  percent  ? 

Mr.  Shaughnessy.  Yes,  sir. 

Senator  Kean.  But  it  would  be  very  disastrous  to  your  stock 
exchange  in  event  a  margin  of  50  percent  were  required,  so  that  you 
would  have  to  sell  a  man  out  if  his  account  went  down  to  49  percent, 
wouldn't  it? 

Mr.  Shaughnessy.  That  certainly  would  be,  in  my  opinion. 

Senator  McAdoo.  You  mean  if  that  were  required  by  law,  and 
therefore  that  there  would  be  no  flexibility. 

Senator  Kean.  Yes. 

Mr.  Shaughnessy.  Yes.  sir.  I  certainly  think  it  would  be  bad 
in  that  case. 

And  now  I  wish  to  thank  you  gentlemen  for  giving  me  this  oppor- 
tunity to  be  heard. 

Senator  Adams.  We  are  glad  to  have  given  you  the  opportunity. 

(Thereupon  Mr.  Shaughnessy  left  the  committee  table.) 

Senator  Adams.  Mr.  Wliitney,  we  will  hear  you  now. 
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STATEMENT  OF  KICHARD  WHITNEY,  PRESIDENT  OF  THE  NEW 
YORK  STOCK  EXCHANGE— Resumed 

Senator  Adams.  Mr.  Whitney,  you  are  here  under  subpena  to 
bring  certain  data  that  was  being  gathered  over  the  week-end  in 
reference  to  certain  short  sales,  I  believe. 

Mr.  Whitney.  Yes,  sir. 

Senator  Adams.  And  you  have  that  data  here? 

Mr.  Whitney.  Yes,  sir. 

Senator  Kean.  Mr.  Whitney,  my  object  in  asking  you  for  this 
information  was,  in  the  first  place,  to  show  the  competence  and  the 
control  that  the  stock  exchange  has  over  its  members;  second,  to 
find  out  whether  any  officers  or  directors  of  airplane  companies  had 
taken  advantage  of  the  public  in  selling  their  stock  short;  and, 
third,  to  find  out  if  any  public  officials  had  betrayed  their  trust  in 
giving  out  information  that  led  to  short  sales. 

Now,  Mr.  Whitney,  I  hand  you  a  statement  purporting  to  be  a 
graph  of  the  sales  during  this  period,  which,  Mr.  Chairman,  I  should 
like  placed  in  the  record  if  there  is  no  objection. 

Senator  Adams.  I  hear  no  objection. 

Senator  Bulkley.  What  is  it,  Senator  Kean? 

Senator  Kean.  It  is  an  official  graph. 

Senator  Bulkley.  How  official  is  it? 

Senator  Kean.  There  will  be  official  graphs  produced  here  later 
on  by. Mr.  Whitney,  as  I  understand. 

Senator  Bulkley.  All  that  you  have  said  so  far  is  that  it  pur- 
ports to  be  a  graph.  I  should  like  to  have  a  little  more  light  on  the 
authority  for  calling  it  an  official  graph. 

Senator  Kean.  Well,  I  will  substitute  Mr.  Whitney's  graph  for  it. 
In  other  words,  I  will  substitute  the  official  graph  for  it. 

Senator  Bulkley.  Official  in  what  way? 

Senator  Kean.  As  being  taken  from  the  stock-exchange  lists  and 
drawing  a  line  showing  how  the  stocks  went  up  and  down. 

Senator  Bulkley.  Do  you  mean  the  air  stocks? 

Senator  Kean.  Yes;  only  the  air  stocks. 

Mr.  Whitney.  Well,  Senator  Kean,  this  graph  that  you  handed 
me  has  reference  to  United  Aircraft  &  Transport  Corporation 
common  stock. 

Senator  Kean.  Yes.    Have  you  all  of  them  together? 

Mr.  Whitney.  No;  not  together.  We  have  separate  graphs,  and 
ours  are  a  little  bit  more  extensive  than  the  one  that  you  have  pre- 
sented here. 

Senator  Kean.  I  will  substitute  yours  for  mine.  I  should  rather 
have  yours.  Now,  Mr.  Whitney,  that  graph  that  I  should  like  to 
have  entered  on  the  record 

Senator  Bulkley  (interposing).  Is  it  one  that  has  been  prepared 
by  the  New  York  Stock  Exchange? 

Senator  Kean.  Yes. 

Senator  Bulkley.  To  show  what? 

Senator  Kean.  The  variations  in  prices  of  stocks  during  this 
period  under  discussion. 

Senator  McAdoo.  Is  it  a  chart? 

Senator  Kean.  Yes. 

Senator  Costigan.  How  many  charts  have  you,  Mr.  Whitney  ? 
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Mr.  Whitney.  I  have  one  on  each  separate  stock.  There  are  seven 
of  them.  They  show  the  range  between  December  29,  1933,  and  Feb- 
ruary 15,  1934,  or  approximately  that  date. 

Senator  Costigan.  Then  you  have  made  a  list  for  each  stock,  a 
separate  stock  being  covered  by  each  of  the  seven  graphs. 

Mr.  Whitney.  Yes,  sir.  Now,  we  will  take  Aviation  Corporation 
capital  stock 

Senator  McAdoo  (interposing).  Pardon  me  for  a  moment. 
Wouldn't  it  be  wise,  Mr.  Chairman,  if  these  are  going  to  be  placed 
into  the  record,  to  allow  Mr.  Whitney  to  present  his  chart  for  each 
one  of  the  companies,  but  let  us  get  the  corporate  names  of  those 
which  he  will  present? 

Senator  Costigan.  I  think  we  might  be  given  all  of  the  names  at 
once. 

Mr.  Whitney.  I  was  attempting  to  tell  j^ou  what  is  on  all  of  the 
charts,  and  then  we  will  come  to 

Senator  Costigan  (interposing).  I  should  like  to  have  the  names 
given  first. 

Mr.  Whitney.  All  right.  The  names  of  the  seven  companies  for 
which  charts  have  been  compiled  are : 

The  Aviation  Corporation  of  Delaware,  common  stock;  Bendix 
Aviation  Corporation,  common  stock;  Curtiss-Wright  Corporation, 
common  stock ;  Douglas  Aircraft  Co.,  Inc.,  capital  stock ;  North  Amer- 
ican Aviation,  Inc.,  capital  stock ;  United  Aircraft  &  Transport  Cor- 
poration, common  stock;  Wright  Aeronautical  Corporation,  capital 
stock. 

On  each  and  every  one  of  these  charts,  gentlemen  of  the  com- 
mittee, there  is  shown  from  approximately  the  2d  of  January  until 
the  15th  of  February  1934  the  closing  price  each  day  of  the  stock; 
the  full  lot  of  reported  sales  on  the  stock  exchange  each  day;  and 
the  total  short  interest  as  of  December  29,  1933,  and  as  of  January 
31,  1934.    That  is  what  is  included  here. 

Senator  Adams.  Is  there  a  le^^end  or  statement  on  each  graph 
showing  that,  so  that  the  graph  itself  will  be  self-explanatory? 

Mr.  Whitney.  I  think  it  will  be  self-explanatory  entirely. 

Senator  Kean.  Now,  Mr.  Whitney,  these  graphs,  or  some  of  them 
at  all  events,  show  the  variation  during  this  period  under  discus- 
sion ;  that  is,  at  the  beginning  while  there  were  less  than  4,000  shares 
short,  just  before  the  President  announced  the  cancelation  of  the 
air-mail  contracts,  there  were  44,000  shares  short.  Those  are  just 
rough  figures. 

Senator  McAdoo.  Senator  Kean,  which  ones  are  you  speaking  of 
now?    Are  you  speaking  of  all  of  them  or  just  one  of  them? 

Senator  Kean.  That  refers  to  all  of  them,  but  there  is  a  variation 
in  the  case  of  all  of  them. 

Senator  McAdoo.  A  short  position  in  respect  of  what  companies? 

Senator  Kean.  That  will  be  shown  by  Mr.  Whitney. 

Mr.  Whitney.  The  total  of  the  seven  companies  as  of  December 
29,  1933,  was  approximately  4,400  shares,  and  as  at  January  31, 
1934,  it  was  approximately  34,000  shares  for  all  of  them.  We  have 
not  got  the  intermediate  figures,  nor  to  the  end  of  this  chart,  Febru- 
ary 15,  1934. 

Senator  Kean.  On  my  chart  it  shows,  taking  them  all,  that  there 
was  a  short  interest  of  about  44,000  shares.  That  was  what  I  had  in 
mind. 
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Senator  Carey.  Are  these  tables  being  presented  here  this  morning 
the  result  of  a  complete  investigation  by  the  New  York  Stock  Ex- 
change, or  are  you  going  on  with  some  further  investigation? 

Mr.  Whitney.  We  are  making  further  investigations,  sir. 

Senator  McAdoo.  Could  you  state  by  companies  the  short  interest 
as  developed  between  those  dates?  That  is,  show  the  short  interest 
at  the  beginning  of  the  period  that  you  take,  and  the  short  interest 
as  of  February  15,  I  think  you  said  ? 

Mr.  Whitney.  No.  Only  at  the  end  of  December  and  at  the  end 
of  January.  They  are  the  only  figures  we  have.  But  I  can  do  that 
for  you. 

Senator  McAdoo.  Well,  give  us  just  what  your  charts  there  show, 
by  companies,  so  that  we  will  know  whether  a  larger  short  interest 
developed.  It  would  simplify  the  matter  if  we  had  that  data  in  our 
record. 

Mr.  Whitney.  All  right.  The  short  interest  in  Aviation  capital 
stock  was,  approximately,  100  shares  on  December  29,  1933,  and 
approximately  2,900  shares  on  January  31,  1934.  Is  that  the  way 
you  want  it  given  ? 

Senator  McAdoo.  Yes. 

Senator  Carey.  How  many  shares  did  you  say  on  January  31, 
1934? 

Mr.  Whitney.  I  said  2,900  shares.  These  are  given  approximately 
in  all  cases.  I  am  reading  from  the  chart.  But  I  can  give  you  the 
absolute  figure  down  to  the  one  share  if  you  want  that  information. 
But  as  I  understand  it,  you  now  want  what  this  chart  shows? 

Mr.  Redmond.  Here  are  the  detail  figures,  Mr.  Whitney. 

Senator  McAdoo.  Mr.  Whitney,  you  were  giving  just  the  data  I 
wanted,  as  applied  to  each  company. 

Mr.  Whitney.  I  will  make  it  even  more  exact  than  that,  now. 
Now,  Senator  McAdoo,  if  I  may  revise  that  figure:  Aviation  Cor- 
poration capital  stock,  short  interest  on  December  29,  1933,  was  116 
shares,  and  on  January  31,  1934,  it  was  2,897  shares. 

Bendix  Aviation  Corporation  common  stock,  short  interest  De- 
cember 29,  1933,  was  1,060  shares,  and  on  January  31,  1934,  2,826 
shares. 

Curtiss-Wright  Corporation  common  stock,  short  interest  Decem- 
ber 29,  1933,  126  shares,  and  on  January  31,  1934,  9,402  shares. 

Senator  McAdoo.  What  was  that  first  figure? 

Mr.  Whitney.  It  was  126  shares. 

Senator  McAdoo.  All  right.    Go  ahead. 

Mr.  Whitney.  Douglas  Aircraft  Co.,  Inc.,  capital  stock,  short  in- 
terest on  December  29,  1933,  10  share,  and  on  January  31,  1934, 
1,375  shares. 

Senator  McAdoo.  What  was  the  date  of  the  cancelation  of  the  air- 
mail contracts. 

Mr.  Whitney.  I  think  it  was  on  February  9,  but  I  am  not  certain 
of  that  date. 

Mr.  Pecora.  The  9th  of  February? 

Mr.  Whitney.  I  think  it  was,  sir;  but  I  do  not  want  to  be  taken 
as  an  authority  for  that  because  I  do  not  remember  exactly. 

Senator  McAdoo,  All  right.    Go  ahead. 

Mr.  Whitney.  North  American  Aviation,  Inc.,  capital  stock,  short 
interest  on  December  29,  1933,  5  shares,  and  on  January  31,  1934, 
1,635  shares. 
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United  Aircraft  &  Transport  Corporation  capital  stock,  short 
interest  on  December  29,  1933,  3,435  shares,  and  on  January  31, 
1934,  11,926  shares. 

Wright  Aeronautical  Corporation,  certificate  of  stock,  short  inter- 
est on  December  29,  1933,  nothing,  and  on  January  31,  1934,  130 
shares. 

Senator  Carey.  Mr.  AVhitney,  you  don't  know  whether  these  lists 
come  up  to  the  time  that  the  contracts  for  the  air-mail  lines  were 
canceled  or  not,  do  you? 

Mt.  Whitney.  These  lists  I  have  just  given  you  do  not.  They  only 
come  to  January  31,  1934,  whereas  it  is  my  understanding  that  the 
air-mail  contracts  were  canceled  on  the  9th  of  February. 

Senator  Carey.  Well,  the  list  of  sellers  that  you  will  furnish  the 
committee,  will  they  come  up  to  February  9  ? 

Mr.  Whitney.  Yes,  sir. 

Senator  McAdoo.  You  didn't  give  us  the  T.W.A.,  did  you? 

Mr.  Whitney.  That  was  not  asked  for,  and,  besides,  I  do  not 
think  it  is  listed  on  the  exchange. 

Senator  McAdoo.  Or  American  Aviation. 

Mr.  Whitney.  No;  I  do  not  think  it  is  listed  on  the  New  York 
Stock  Exchange. 

Senator  McAdoo.  Those  are  not  listed  on  the  New  York  Stock  Ex- 
change ? 

Mr.  Whitney.  No,  sir;  I  think  not. 

Senator  Kean.  Then  we  could  not  ask  for  them.  But,  Senator 
McAdoo,  there  is  another  man  coming  on  here  from  whom  we  will 
ask  that  information  later.  But  we  could  not  ask  for  that  in  this 
examination. 

Senator  McAdoo.  All  right. 

Senator  Kean.  Now,  Mr.  Whitney,  in  regard  to  these  air  stocks,  I 
hand  you  herewith  what  purports  to  be  the  notice  to  the  members  of 
the  New  York  Stock  Exchange,  asking  them  to  report  on  the  mat- 
ter.    That  is  a  correct  copy,  is  it  not? 

Mr.  Whitney.  That  is  a  correct  copy  of  the  notice  sent  out  to  the 
members  on  February  15,  1934.  I  have  here.  Senator  Kean,  a  list 
of  those  items  that  were  asked  of  me. 

Senator  Kean.  Mr.  Chairman,  I  should  like  that  paper  filed  as  a 
part  of  this  hearing. 

Senator  McAdoo.  Why  not  read  it  into  the  record  ? 

Senator  Kean.  All  right.    I  will  do  that.     [Reading:] 

(The  paper  was  marked  "  Whitnev  Ex.  no,  1-A  doe  Identification, 
Feb.  5,  1934.") 

New  York  Stock  Exchange, 
committeej  of  business  conduct, 

February  15,  193.'f. 
To  the  Mevrbers  of  the  Exchange: 

The  committee  on  business  conduct  directs  me  to  request  that  you  fui*nish 
it  by  noon,  Monday,  February  19.  1934,  with  a  list  of  all  sales  made  by  you  in 
the  following  securities  during  the  period  from  January  26,  1934,  to  February  9, 
1934,  both  inclusive  (trade  dates),  giving  the  volume  and  prices,  the  names  of 
the  members  or  firms  with  whom  the  sales  were  made,  and  of  the  customers  for 
whom  you  acted : 

The  Aviation  Corporation  of  Deleware  common  stock. 

Bendix  Aviation  Corporation  common  stock. 

Curtiss-Wright  Corporation  common  stock. 

Douglas  Aircraft  Co..  Inc.,  capital  stock. 

North  American  Aviation,  Inc.,  capital  stock. 
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6848  STOCK   EXCHANGE   PRACTICES 

United  Aircraft  &  Transport  Corporation  common  stock. 

Wright  Aeronautical  Corporation  capital  stock. 

Please  indicate  in  each  instance  whether  the  sale  was  for  long  or  short 
account. 

This  information  is  to  be  sent  in  a  sealed  envelope  addressed  to  the  com- 
mittee on  business  conduct.  Delivery  should  be  made  at  the  incoming  window, 
annex  department,  18  New  Street,  New  York  City. 

Please  note  that  this  request  calls  for  a  reply  from  each  member  of  the 
exchange  to  whom  it  is  sent,  regardless  of  whether  or  not  he  has  any  informa- 
tion to  submit. 

AsHBEiL  Geeen,  Secretary. 

And  I  ask  that  that  may  be  made  a  part  of  the  record. 

Senator  Adams.  All  right.  You  have  read  it,  and  the  committee 
reporter  has  taken  it  down  and  made  it  a  part  of  the  record. 

Senator  McAdoo.  Why  did  you  fix  January  31,  1934,  as  a  date 
instead  of  a  later  date,  just  preceding  the  cancelation  of  the  air- 
mail contracts? 

Senator  Kean.  Well,  as  I  understand  it,  that  is  covered  by  data  to 
be  given  here.  And  that  took  place  on  the  9th  of  February,  as  I 
understand  it. 

Mr.  Whitney.  There  is  furnished  here  the  period  between  Jan- 
uary 26  and  February  9,  1934,  both  inclusive,  approximately  2  weeks, 
sir. 

Senator  McAdoo.  All  right. 

Senator  Kean.  Now,  Mr.  Whitney,  I  asked  the  chairman  and  I 
now  ask  you  for  that  copy  of  that  questionnaire.  Will  you  have 
that  questionnaire  put  in  the  record  ? 

Senator  Adams.  Do  you  mean  the  letter  that  was  just  read  ? 

Senator  Kean.  Yes. 

Senator  Adams.  That  will  be  made  a  part  of  the  record  by  the 
committee  reporter,  just  as  you  read  it. 

Senator  Kean.  Now,  Mr.  Whitney,  I  find  here  a  letter  from  Mr. 
Redmond,  which  enclosed  that,  written  on  Saturday,  and  in  which 
he  says : 

Mr.  Whitney  requests  that  I  send  you  the  enclosed  copy  of  the  questionnaire 
sent  to  members  of  the  stock  exchange  in  regard  to  short  sales  of  aviation 
stocks. 

I  received  that  letter  with  the  enclosure  on  Saturday,  and  I  replied 
as  follows,  which  I  should  like  to  go  into  the  record,  if  I  may  have 
it  done. 

Senator  Adams.  All  right. 

Senator  Kean.  The  letter  is  as  follows : 

United  States  Senate, 
Committee  on  Banking  and  Currency, 

March  3,  193^. 
Roland  L.  Redmond,  Esq., 

The  Willard  Hotel,  Washington,  D.  C. 
My  Dear  Mr.  Redmond:  Thank  you  for  your  letter  of  March  3,  enclosing 
the  stock-exchange  questionnaire  of  February  15  in   regard   to  aviation  cor- 
poration. 

If  possible,  to  save  space  in  the  record,  I  would  like  Mr.  Whitney  to  be 
prepared  to  answer  the  following  questions: 

The  total  number  oi  sales  of  each  of  these  stocks  on  the  days  mentioned, 
the  firms  that  sold  long  stocks  and  the  firms  that  sold  short  stocks,  and  the 
names  of  the  clients  for  whom  this  stock  was  sold. 

My  object  in  asking  for  this  information  in  the  first  place  is  to  show  how 
competent  and  what  control  the  stock  exchange  had  over  their  members ;  sec- 
ond, to  find  out  whether  the  officers  or  directors  of  these  airplane  companies 
had  taken  advantage  of  the  public  in  selling  the  stock  short;  third,  to  find 


STOCK   EXCHANGE   PRACTICES  6849 

out  whether  any  public  officials  had  betrayed  their  trust  in  giving  out  in- 
formation that  led  to  short  sales. 

Yours  very  truly,  (Signed)     Hamilton  P.  Kean. 

And  I  submit  that  for  the  record. 

Senator  Adams.  Very  well. 

Senator  McAdoo.  Senator  Kean,  you  did  not  ask  him  the  question 
as  to  whether  any  public  officials  had,  either  directly  or  indirectly, 
engaged  in  selling  air  stocks  short. 

Senator  Kean.  I  do  not  think  Mr.  Whitney  could  answer  that 
question.  Senator  McAdoo. 

Senator  Bulkley.  Is  Mr.  Whitney  going  to  submit  the  names  of 
all  who  sold  stocks  short  as  to  these  aviation  stocks  ? 

Senator  Kean.  Yes. 

Senator  Bulkley.  Then  we  can  determine  whether  they  are  public 
officials  or  not. 

Senator  McAdoo,  But,  Senator  Kean,  I  notice  that  you  confined 
it  to  officials  of  the  corporation. 

Senator  Kean.  Officials  and  directors. 

Senator  McAdoo.  Of  the  companies. 

Senator  Kean.  Yes;  and  also  public  officials. 

Senator  McAdoo.  Well,  as  to  whether  or  not  any  of  those  gave  out 
information  I  do  not  know  that  Mr.  Whitney  could  answer.  But  as 
to  purchases  and  sales  by  others  than  officers  and  directors  of  the 
companies,  I  did  not  get  any  such  request  from  your  reading  of  the 
letter. 

Senator  Ke.\n.  Oh.  that  is  in  there,  all  right. 

Senator  McAdoo.  All  right. 

Senator  Carey.  Mr.  Chairman,  I  should  like  at  this  time  to  make 
a  motion  if  I  may. 

Senator  Adams.  All  right,  Senator  Carey. 

Senator  Carey.  I  move  that  ^Mr.  Pecora  and  his  investigators  of 
this  committee  be  instructed  to  check  the  lists  furnished  by  Mr. 
Whitney  and  to  make  such  investigations  as  may  be  necessary  to 
ascertain : 

(1)  If  any  of  those  making  sales  of  stocks  in  air  lines  are  holdin'g 
political  office  or  are  related  or  associated  with  any  person  in  an 
official  position ; 

(2)  If  any  sales  were  made  either  through  fictitious  accounts  or 
on  behalf  of  others,  to  ascertain  the  name  of  the  actual  seller;  and 

(3)  To  report  to  this  committee  the  result  of  such  investigation. 

Senator  Adams.  Is  there  any  discussion  in  reference  to  the  mo- 
tion? [A  pause,  without  response.]  All  in  favor  of  it  will  say 
"  aye."  [Several  ayes.]  Those  opposed  will  say  "  no."  [Silence.] 
The  motion  is  carried  and  Mr.  Pecora  will  go  ahead  and  make  the 
investigation  and  furnish  the  information  desired. 

Mr,  Pecora.  Well,  the  temporary  holiday  seems  to  have  come  to 
an  end.  We  will  proceed.  Now,  Mr.  Chairman,  I  should  like  to 
suggest  as  a  necessary  preliminary  that  Mr.  Whitney  at  this  time 
produce  for  the  record  such  data  as  he  was  subpenaed  to  present 
here  this  morning;  and  after  they  shall  have  been  presented  I  will 
see  if,  as  a  foundation  for  the  investigation  that  Senator  Carey's 
motion  covers,  we  are  prepared  to  proceed. 

Senator  Adams.  Very  well;  that  may  be  done. 

Senator  Kean.  Mr.  Pecora,  before  that  is  answered  I  should  like 
to  ask  Mr.  Whitney  whether  he  will  produce,  for  the  benefit  of  the 
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committee,  one  of  the  lists  of  the  stock  exchange  members,  with- 
their  partners? 

Mr.  Whitney.  Yes,  sir ;  the  directory,  do  you  mean  ? 

Senator  Kean.  Yes. 

Mr.  Redmond.  I  have  one  at  the  hotel  but  not  here.  But  I  think 
that  Mr.  Pecora  has  a  directory. 

Mr.  Pecora.  We  have  the  1933  directory. 

Mr.  Redmond.  You  haven't  one  as  of  January  1934? 

Mr.  Pecora.  No. 

Mr.  Redmond.  There  is  one  for  January  1934,  and  I  will  furnish 
you  a  copy  of  it. 

Mr.  Pecora.  All  right. 

Mr.  Whitney.  Do  you  now  wish  me  to  submit  these  various 
papers  in  accordance  with  the  subpena? 

Mr.  Pecora.  Yes;  produce  them  and  they  will  be  marked  in  evi- 
dence, or  for  identification,  but  they  need  not  be  spread  on  the 
record  at  this  time,  because  I  see  that  the  documents  you  are  going 
to  produce  are  of  a  voluminous  character.  But  we  will  introduce 
them  in  evidence  and  then  take  them  up. 

Mr.  Whitney.  Well,  I  have  here  the  graphs  that  Senator  Kean 
referred  to. 

Senatar  Kean.  And  which  I  asked,  Mr.  Chairman,  be  made  a  part 
of  the  record. 

Senator  Adams.  That  has  been  ordered. 

(Seven  graphs,  covering  the  Aviation  Corporation  of  Delaware 
common  stock,  Bendix  Aviation  C^orporation  common  stock,  Curtiss- 
Wright  Corporation  common  stock,  Douglas  Aircraft  Co.,  Inc.,  capi- 
tal stock.  North  American  Aviation,  Inc.,  capital  stock.  United  Air- 
craft &  Transport  Corporation  common  stock,  and  Wright  Aero- 
nautical Corporation  capital  stock,  as  requested  by  Senator  Kean, 
are  as  follows:) 
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DOUCUAS  AIRCRAFT  Co.  INC.,  CAPITAL  STOCK 
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Mr.  Pecoka.  Proceed,  Mr.  Whitney. 

Mr.  Whitney,  The  first  is  the  copy  of  the  questionnaire  to  the 
members  of  the  New  York  Stock  Exchange,  by  the  committee  on 
business  conduct,  dated  February  15,  1934,  that  Senator  Kean  has 
already  introduced. 

Mr.  Pecora.  Suppose  that  be  marked  in  evidence. 

Senator  Adams.  That  has  ah'eady  been  made  a  part  of  the  record, 
when  read  by  Senator  Kean. 

Mr.  Pecora.  All  right. 

Mr.  Whitney.  That  is  our  no.  1-A. 

Our  no.  2  are  the  papers  which  Mr.  Redmond  has  here  and  which 
are  the  original  ansAvers  of  the  members  of  the  New  York  Stock 
Exchange  to  this  questionnaire. 

Senator  Adams.  The  original  answers? 

Mr.  Whitney.  Yes,  sir;  the  original  answers. 

Senator  Adams.  How  many  packages  haA^e  you  of  those? 

Mr.  Redmond.  I  think  there  are  25  or  more.  There  is  one  package 
at  least  for  each  letter  of  the  alphabet,  except  I  think  for  X. 

(The  large  volume  containing  separate  packages  lettered  A  to  Z, 
inclusive,  except  the  letter  X,  were  marked  "  Whitney  Exhibit  No. 
2  for  identification,  March  o,  1934  ",  and  will  be  retained  by  the 
committee  until  decision  is  reached  as  to  whether  they  >vill  be 
printed  or  not.) 

Senator  Bulkley.  To  how  many  members  was  this  questionnaire 
sent? 

Mr.  Whitney.  To  all  members. 

Senator  Bulkley.  To  every  member  of  the  New  York  Stock 
Exchange? 

Mr.  Whitney.  Yes;  and  every  member  had  to  make  an  answer. 

Senator  Costigan.  And  did  all  members  make  answer? 

Mr.  Whitney.  As  to  that  I  could  not  say,  Senator  Costigan,  be- 
cause some  of  them  might  be  out  of  the  country,  or  ill,  or  whatever  it 
might  be ;  but  it  was  sent  to  all  members  of  the  New  York  Exchange. 

Senator  Kean.  I  think  we  can  assume  that  every  member  had  ona 
of  them. 

Mr.  Whitney.  I  assume  so,  and  that  we  have  heard  from  them 
or  from  their  offices  in  their  behalf. 

Senator  Adams.  You  may  continue,  Mr.  Whitney. 

Mr.  Whitney.  No.  3  is  a  compilation  showing: 

(1)  Total  short  sales  in  the  seven  stocks  involved  on  each  day 
from  January  26  to  February  9,  inclusive;  and 

(2)  The  names  of  customers  for  whom  those  short  sales  were 
made,  and  the  name  of  the  stock  involved,  and  the  names  of  members 
or  the  firms  in  whose  offices  the  accounts  were  carried. 

Mr.  Pecora.  Mr.  Whitney,  in  giving  the  names  of  customers  for 
whom  orders  were  executed,  does  your  data  also  show  the  addresses 
of  such  customers  ? 

Mr.  Whitney.  No,  sir. 

Mr.  Pecora.  Would  it  be  possible  to  supplement  the  data  included 
in  the  returns  which  you  have  there  by  giving  the  addresses  of  the 
customers  ? 

Mr.  Whitney.  The  additional  questionnaire  sent  out  by  the  ex- 
change on  Saturday  will  have  that  information,  Mr.  Pecora. 
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Mr.  Pecora.  When  do  you  think  the  returns  to  that  questionnaire 
will  be  received? 

Mr.  "Whitney.  They  will  be  received,  presumably,  some  time  this 
week.  And  then  compilations  should  be  in  order  some  time  around 
the  end  of  the  week  or  early  next  week. 

Senator  Kean.  Mr.  Whitney,  what  did  you  ask  for  in  the  new 
questionnaire? 

Mr.  Whitney.  ISIight  I  get  to  that  a  little  bit  later,  in  the  order 
of  presentation  I  have  here? 

Senator  Ivean.  All  ri<^ht. 

Mr.  Whitney.  I  think  it  will  give  the  sequence  better  if  I  may 
proceed  in  that  way. 

Senator  Kean.  All  right. 

Mr.  Whitney.  I  wish  to  state  in  connection  with  this  exhibit  no. 
3  that  we  have  compiled,  for  tlie  benefit  of  Senators,  the  names, 
amounts,  what  the  stock  is,  and  through  whom  the  stock  was  sold 
short. 

Senator  Adams.  And  is  that  compilation  brought  down  to 
February  9  ? 

Mr.  Whitney.  Total  short  sales  from  January  26  to  February  9; 
yes,  sir.  And  we  have  checked  these  as  best  we  could.  There  may 
be  some  inaccuracies,  but  we  have  done  it  in  this  way  in  order  to 
simplify  your  trouble  in  doing  it  yourselves.    Now  this  is  no.  3. 

(A  list  of  total  short  sales,  Jan.  20  to  Feb.  9.  1934,  in  the  aviation 
stocks  mentioned  was  marked  "  AVhitney  Exhibit  No.  3  for  identi- 
fication, March  5,  1934  ",  and  will  be  retained  by  the  committee  until 
decision  is  made  about  printing  same.) 

Senator  Adams.  You  may  j)roceod,  Mr.  Whitney. 

Mr.  Whitney.  No.  4  is  a  compilation  showing  the  name  of  each 
customer  who,  during  this  period,  sold  stock  long  in  the  amount  of 
1,000  shares  or  more,  and  including  the  amount  of  stock  involved, 
and  the  name  of  the  member  of  the  exchange  where  the  account  was 
carried.  Again  that  was  done  in  order  to  facilitate  your  work,  and 
we  hope  there  are  no  inaccuracies,  as  we  have  done  it  to  the  best  of 
our  ability. 

(A  list  of  aviation  stocks  sold  long  Jan.  26  to  Feb.  9,  1934,  was 
marked  "  WTiitney  Exhibit  No.  4  for  identification,  March  5,  1934  ", 
and  will  be  retained  by  the  committee  until  it  is  decided  whether  same 
will  be  printed  or  not.) 

Mr.  Whitney.  Exhibit  no.  5  is  a  list  of  the  persons  who  had 
open  short  positions  in  the  seven  stocks  involved  as  of  December 
29,  1933,  and  January  31,  1934.  Senator  McAdoo,  that  gives  the 
names  of  those  you  asked  me  about. 

(Statement  entitled  "List  of  individuals  short  aviation  stocks  as 
of  Dec.  29,  1933,  and  Jan.  31,  1934",  was  marked  "Whitney 
Exhibit  No.  5  ",  for  identification,  and  the  same  is  held  in  the  files 
of  the  committee.) 

Mr.  Wkitney.  I  have  here  some  10  or  12  duplicates  of  what  I 
have  just  stated,  which  I  would  be  glad  to  hand  around. 

Mr.  Chairman,  in  answer  to  Senator  Kean,  there  was  another 
questionnaire  sent  to  all  the  members  of  the  exchange  on  March  3, 
which,  if  you  desire,  we  can  mark  as  exhibit  6. 

Senator  Adams.  Let  it  be  admitted  and  marked. 
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(Questionnaire  to  members  of  New  York  Stock  Exchange,  Mar. 
3,  1934,  was  marked  "Whitney  Exhibit  No.  G",  for  identification, 
and  the  same  is  held  in  the  files  of  the  committee.) 

Senator  Adams.  Yon  might  read  that. 

Mr.  Whitney  (reading)  : 

New  York  Stock  Exchange. 
Committed:  on  Business  Conduct, 

March   3,  193.',. 
To  the  members  of  the  exchange: 

The  Committee  on  Business  Conduct  directs  that  you  furnish  it  by  noon, 
Wednesday,  March  7,  1934,  with  a  list,  in  duplicate,  of  all  purchases,  sales 
(indicating  whether  for  long  or  short  account),  receipts,  deliveries,  and  trans- 
fers between  accounts  made  by  you  in  the  following  securities  between  De- 
cember 1,  1933,  and  February  9,  1934  (trade  dates)  : 

The  Aviation  Corporation  of  Delaware  Common  Stock. 

Bendix  Aviation  Corporation  Common  Stock. 

Curtiss-Wright  Corporation  Class  "A"  stock. 

Curtiss-Wright  Corporation  Common  Stock. 

Douglas  Aircraft  Co.,  Inc.,  Capital  Stock. 

National  Aviation  Corporation  Capital  Stock. 

North  American  Aviation,  Inc.,  Capital  Stock. 

United  Aircraft  &  Transport  Corporation  Common  Stock. 

Wright  Aeronautical  Corporation  Capital  Stock. 

Odd  lots  need  not  be  included. 

In  each  instance  please  indicate  the  volume  and  prices,  the  membei's  or 
firms  with  whom  the  purchases  or  sales  were  made,  and  the  names  and 
addresses  of  the  customers  for  whom  you  acted. 

Where  transactions  made  by  you  are  being  reported  by  another  member 
please  state  that  fact  and  do  not  include  a  list  of  such  transactions  in  your 
reply. 

This  information  is  to  be  sent  in  a  sealed  envelope  addressed  to  the  Com- 
mittee on  Business  Conduct.  Delivery  should  be  made  at  the  Incoming 
Window,  Annex  Department,  18  New  Street,  New  York  City. 

Please  note  that  this  request  calls  for  a  reply  from  each  member  of  the 
Exchange  to  whom  it  is  sent  regardless  of  whether  or  not  he  has  any  informa- 
tion to  submit. 

(Signed)     Ashbex,  Gbeen,   Secretary. 

I  have  extra  copies  of  that. 

Senator  Kean.  I  would  like  to  have  one. 

Mr.  Whitney.  Mr.  Chairman,  I  think  that  is  all  the  information 
called  for  the  subpena,  insofar  as  I  know. 

Senator  Adams.  Senator  Kean,  does  that  meet  the  requirements 
of  the  subpena  so  far  as  you  know? 

Senator  Kean.  Yes. 

Senator  Carey.  I  understand  Mr.  Whitney  will  have  some  addi- 
tional information,  and  I  move  that  he  furnish  that  to  the  commit- 
tee when  it  is  available.     Am  I  right,  Mr.  Whitney  ? 

Mr.  Whitney.  Yes.     May  I  ask  for  a  subpena? 

Senator  Adams.  Do  3^ou  have  in  mind  the  identification  of  the 
data  that  are  to  be  furnished? 

Senator  Carey.  It  is  the  reply  to  this  questionnaire  just  marked 
"Exhibit  6"  for  identification.  I  ask  that  a  subpena  be  issued 
for  it. 

Senator  Kean.  I  will  second  that  motion. 

i^Senator  Adams.  A  subpena  will  be  issued.  ' 

Senator  Kf^\n.  I  have  some  questions  I  would  like  to  ask  Mr. 
"Whitney  by  and  by. 

Mr.  Pecora.  I  think  a  direction  from  the  chairnian  in  open  hear- 
ing would  be  equivalent  to  a  subpena. 
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I    Senator  Kean.  He  wants  a  subpena. 

Senator  Adams,  So  far  as  the  air-mail  matter  is  concerned,  that 
has  been  concluded,  so  far  as  you  know  ? 

Senator  Kean.  It  has  been  concluded  as  far  as  we  can  go  until  we 
study  these  names. 

Senator  Adams.  Until  the  return  of  Mr.  Pecora's  investigators 
and  the  return  of  additional  information. 

Senator  Kean.  Yes. 

Mr.  Whitney.  Do  you  wish  me  further,  Mr.  Chairman  ? 

Senator  Adams.  Mr.  Pecora,  did  you  have  anvthing  further  of 
Mr.  Whitney? 

Mr.  Pecora.  I  think  not.  When  you  get  the  data  showing  the 
addresses  of  these  customers,  you  can  turn  them  over  to  me. 

Mr.  Whitney.  Mr.  Pecora,  the  new  questionnaire  asks  for  the  ad- 
dresses of  customers  dating  back  considerably  more  than  that  first 
questionnaire,  so  that  will  be  supplied  under  the  subpena,  as  I  under- 
stand it.  Do  I  understand  that  you  wish  to  go  into  the  addresses  of 
these  ?     They  will  be  shown  on  the  second 

Mr.  Pecora.  No;  we  can  check  up  against  the  list  that  is  forth- 
coming. 

Mr.  Whitney,  you  recall  that  last  week  I  asked  you  or  Mr.  Ked- 
mond,  in  the  course  of  an  open  hearing  to  produce  certain  minute 
books  of  certain  committees  of  the  stock  exchange,  and  also  copies 
of  the  treasurer's  report,  and  the  financial  statement  of  the  exchange 
and  its  affiliated  or  associated  corporations  for  the  past  3  years.  Are 
they  here  ? 

Mr.  Redmond.  Those  papers  were  brought  down  to  Washington 
last  week,  Mr.  Pecora,  and  as  they  were  not  asked  for,  I  sent  them 
back,  because  they  are  the  active  books  of  the  exchange. 

Mr.  Pecora.  You  did  not  tell  me  they  were  brought  down  here.  I 
have  been  waiting  for  their  arrival. 

Mr.  Redmond.  I  said  I  would  have  them,  and  they  came  down  that 
night. 

So  far  as  the  minutes  of  the  conference  committee  are  concerned, 
and  the  special  report  of  the  committee  on  publicity,  we  raise  no 
question  at  all  as  to  their  confidential  nature. 

As  to  the  others,  it  raises  a  very  serious  question,  because  those 
minute  books  contain  the  names  of  third  parties.  In  the  case  of  the 
governing  committee,  members  of  the  exchange  who  were  brought 
up  on  charges  and  were  acquitted  obviously  would  be  very  greatly 
damaged  if  their  names  should  be  given  broad  publicity. 

In  the  case  of  the  minute  books  of  the  committee  on  business  con- 
duct, there  are  many  instances  where  members  were  brought  before 
the  committee  and  questioned  in  regard  to  their  financial  status, 
which  they  have  brought  up  to  the  requirements  of  the  committee 
since  that  date.  Obviously  it  would  be  disastrous  to  their  business 
reputations  if  those  minutes  should  be  simply  spread  broadcast. 
Under  those  circumstances  we  would  like  very  respectfully  to  raise 
the  question  as  to  whether  the  committee  requires  us  to  produce  those 
books  in  open  hearing,  or  whether  they  would  like  to  have  them 
submitted  in  executi^'^e  session  for  such  purposes  as  the  committee 
may  wish. 

Mr.  Pecora.  Mr.  Redmond,  I  shall  be  mindful  of  all  the  considera- 
tions you  have  just  referred  to.     My  suggestion  is  that  the  minute 
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books  be  turned  over  to  me  for  informal  examination,  and  then  such 
items  as  appear  therein  to  be  pertinent  and  proper  and  relevant  to 
the  hearing  being  conducted  by  the  committee  will  be  made  a  mat- 
ter of  public  record,  and  only  such  items. 

Mr.  Redmond.  Of  course,  it  is  entirely  a  matter  of  the  wish  of 
the  committee.  We  raise  the  question  of  the  subpena  to  produce 
them  before  the  committee.  We  simply  raise  the  question  in  view  of 
the  highly  confidential  nature  of  these  documents  and  the  really 
disastrous  effects  that  might  follow. 

Senator  Adams,  I  am  sure,  Mr.  Redmond,  the  committee  does  not 
want  to  cause  anybody  any  injury  or  damage  unjustly,  unless  there 
is  some  public  interest  involved. 

Mr.  Redmond.  That  is  the  reason  we  suggested  that  they  might  be 
produced  in  executive  session,  so  as  to  make  sure  there  would  be 
no  possibilty  of  that. 

Senator  Adams.  Is  it  agreeable  to  you  to  follow  Mr.  Pecora's  sug- 
gestion and  have  them  submitted  to  him  for  informal  examination  ? 

Mr.  Redmond.  We  are  in  the  hands  of  the  committee  on  that.  If 
that  is  the  order  of  the  committee,  of  course  we  will  comply. 

Mr.  Pecoea.  Nothing  will  be  made  public  except  at  public  hearings 
of  the  committee  here.     I  can  assure  you  of  that. 

Mr.  Redmond.  Could  we  also  have  a  subpena  to  that  effect?  Re- 
member, we  are  dealing  with  the  rights  of  third  parties. 

Senator  Adams.  You  have  been  subpenaed  to  produce  those  books, 
have  you  not? 

Mr.  Redmond.  Only  an  oral  request  made  in  open  hearing.  I 
think,  for  the  safety  of  the  exchange,  we  should  have  a  formal  sub- 
pena, so  that  nobody  who  might  be  injured  would  have  a  basis  for 
suit  against  the  exchange,  saying  that  it  produced  them  without  being 
legally  required  to  do  so.  It  may  sound  like  a  technicality,  but 
I  do  feel  that  I  have  to  protect  the  exchange  from  the  possibility 
of  suit. 

Mr.  Whitney.  Mr.  Chairman,  many  of  the  items  covered  by  these 
minutes,  with  particular  reference  to  those  of  the  committee  on 
business  conduct,  may  also  refer  to  individuals  who  are  not  even 
members  of  the  exchange  at  all,  and  very  serious  embarrassments 
could  arise  to  us  if  that  information  were  made  public,  because  it 
might  be  of  great  damage  to  those  individuals. 

Senator  Adams.  If  the  books  are  submitted  to  Mr.  Pecora,  and 
an  opportunity  given  to  Mr.  Whitney  and  Mr.  Redmond  to  discuss 
the  matter  with  Mr.  Pecora,  there  will  be  ample  opportunity  to 
jDrotect  the  situation. 

Mr.  Redmond.  Mr.  Pecora,  might  I  suggest,  first  of  all,  that  these 
books  are  very  large  and  very  cumbersome.  Might  I  suggest  that 
we  make  them  available  to  you  at  the  stock  exchange  at  any  time 
that  suits  your  convenience? 

Mr.  Pecora.  I  do  not  believe  that  is  going  to  facilitate  matters 
very  much,  because  I  will  be  engaged  down  here  in  Washington 
quite  continuously.  I  would  not  have  access  to  them  under  those 
circumstances. 

Senator  Gore.  If  you  have  them  sent  down  here  Saturday  morn- 
ing, they  could  work  on  them  Saturday. 

Mr.  Redmond.  Mr.  Pecora,  I  may  seem  highly  technical  in  this 
thing.       I  am  perfectly  willing  to  do  whatever  is  necessary.     The 
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wish  of  the  committee  was  that  they  be  submitted  to  you.  There 
would  be  quite  a  difference  between  submitting  the  books  to  you 
and  sending  them,  let  us  say,  to  your  office,  where  other  persons 
might  have  access  to  them. 

]\Ir.  Pecora.  That  is  why  I  want  them  here,  where  they  would 
be  under  my  eye. 

Mr.  Redmond.  You  wish  us  to  produce  them  in  this  room? 

Mr.  Pecora.  Yes. 

Mr.  Kedmoxd.  If  that  is  your  wish,  we  will  do  anything  you  want. 

Senator  Adams.  Mr.  Redmond,  as  a  matter  of  accomplishing  what 
you  have  in  mind,  might  it  not  be  better  for  you  to  present  them 
voluntarily  to  Mr.  Pecora  for  his  examination  and  to  produce  them 
in  response  to  a  subpena? 

Mr.  Redmond.  I  am  afraid,  Mr.  Chairman,  in  view  of  the  nature 
of  the  information,  affecting  the  business  life  of  third  parties 

Senator  Adams.  The  subpena  brings  them  before  the  committee. 

Mr.  Redmond.  That  is  the  only  justification  we  have  for  letting 
any  person  other  than  an  official  of  the  exchange  see  those  documents. 

Senator  Gore.  It  seems  to  me  to  be  a  reasonable  request. 

Mr.  Pecora.  Suppose  you  produce  them  before  the  committee. 
They  may  be  marked  for  identification,  and  impounded  here  for  a 
period  of  time  which  will  enable  us  to  examine  them  informally. 

Senator  Gore.  In  response  to  the  subpena? 

Senator  Goldsborough.  I  think  his  request  for  a  subpena  is  reas- 
onable under  the  circumstances. 

Senator  Adams.  When  do  you  want  them,  Mr.  Pecora? 

Mr,  Redmond.  We  will  have  them  any  time  you  want.  I  think 
they  can  be  here  tomorrow  morning. 

Mr.  Pecora.  How  about  the  treasurer's  reports? 

Mr.  Redmond.  They  fall  under  the  same  heading.  I  think  the 
subpena  should  cover  them.  Under  the  constitution  of  the  exchange, 
those  reports  are  to  be  submitted  only  to  the  finance  committee  of  the 
exchange  and  the  governing  committee.  We,  therefore,  feel  that 
we  must  protect  the  officials  of  the  exchange. 

Senator  Adams.  A  subpena  will  be  issued. 

Senator  Costigan.  Mr.  Whitney,  I  notice  that  some  of  the  names 
have  connected  with  them  the  dates  of  the  sales,  and  some  have  not. 

Mr.  Whitney.  Would  you  kindly  tell  me  to  which  exhibit  you  are 
referring? 

Senator  Costigan.  This  has  no  number,  but  it  relates  to  the 

Mr.  AViiiTNEY.  Is  it  the  short  sales  or  the  long  sales? 

Senator  Costigan.  Both.  It  relates  to  the  report  for  securities 
during  the  period  from  January  26  to  February  9.  I  think  it  is 
no.  3. 

Mr.  Whitney.  What  is  the  heading  on  the  list? 

Senator  Costigan.  The  total  short  sales  of  aviation  stocks,  begin- 
ning January  26. 

Mr.  Whitney.  Yes,  sir.     I  have  that. 

Senator  Costigan.  The  dates  are  given  for  the  totals,  apparently, 
but  when  we  turn  to  the  following  pages  we  find  no  dates.  Have 
you  those  dates? 

Mr.  Whitney.  They  are  in  the  total  reports.  Senator  Costigan. 

Senator  Costigan.  Which  are  before  the  committee? 
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Mr.  Whitney.  Which  are  before  the  committee — the  originals,  I 
mean. 

Senator  Costigan.  For  instance,  can  you  give  the  committee  the 
date  on  which  J.  P.  Morgan  sold  4,500  shares  of  United  Aircraft 'i 

Mr.  Pecoilv.  That  was  a  long  sale. 

Senator  Costigan.  That  was  a  long  sale;  yes. 

Mr.  Whitney.  There  is  no  short  sale  by  them  that  I  see  here. 

Senator  Costigan.  No;  that  w^as  long. 

Ml-.  Whitney.  January  26. 

Senator  Costigan.  In  any  event  all  the  information  is  available 
to  the  committee. 

Mr.  AVhitney.  Yes,  sir.  It  is  all  in  the  original  answers  which 
you  have.    Do  j'ou  wish  me  to  go  along  with  this? 

Senator  Costigan.  No,  thank  you. 

Mr.  Whitney.  I  do  not  want  it  to  appear  as  a  matter  of  record 
that  all  those  sales  were  on  the  26th.  It  would  not  be  so.  They 
were  spread  over  four  dates. 

Senator  Costigan.  You  mean  the  sales  of  Mr.  Morgan? 

Mr.  Whitney.  The  sales  for  J.  P.  Morgan  &  Co. 

Senator  Costigan.  This  is  listed  as  ""  J.  P.  Morgan."  Is  it  J.  P. 
Morgan  &  Co.? 

]Mr.  AViiiTNEY.  It  is  in  error.  It  is  J.  P.  Morgan  &  Co.  It  is 
correctly  stated  in  the  letter  from  my  firm. 

Senator  Costigan.  Mr.  Chairman,  is  it  the  purpose  of  the  com- 
mittee to  recess  at  this  time? 

Senator  Kean.  I  would  like  tt>  ask  a  few  questions. 

Senator  Adams.  Senator  Costigan,  Senator  Goldsborough  sug- 
gested that  probably  the  members  of  the  committee  would  like  to 
get  to  the  floor  at  noon,  and  then  after  that  recess  until  2:30.  That 
is  up  to  the  committee. 

Senator  Goldsborough.  I  so  move. 

Senator  Adams.  Mr.  Whitney,  can  you  return  at  2:30? 

Mr.  Whitney.  Anything  that  Senator  Costigan  or  you  gentlemen 
say. 

Senator  Adams.  We  will  be  glad  to  have  you  back  at  2 :  30.  The 
committee  will  stand  in  recess  until  2 :  30, 

(Whereupon,  at  11:50  a.m.,  Monday,  Mar.  5,  1934,  a  recess  was 
taken  until  2 :  30  p.m.  of  the  same  day.) 

afternoon  session 

The  committee  resumed  its  session  at  the  expiration  of  the  recess, 
Hon.  Duncan  U.  Fletcher  (chairman)  presiding. 
The  Chairman.  The  committee  will  come  to  order. 
Have  you  a  statement  that  you  wish  to  present,  Mr.  Kinnicutt? 
^rr.  KiNNicm'.  Yes.  sir. 

STATEMENT  OF  G.  HERMANN  KINNICUTT,  MEMBER  OF  INVEST- 
MENT BANKERS  ASSOCIATION,  NEW  YORK,  N.Y. 

The  Chairman.  State  your  name,  place  of  residence,  and  occu- 
pation. 

Mr.  KiNxiccrr.  Mr.  Chairman  and  members  of  the  committee, 
my  name  is  G.  Hermann  Kinnicutt,  from  New  York.    I  am  a  partner 
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of  one  of  18  houses  for  whom  I  am  the  spokesman  this  afternoon 
only  as  a  partner  of  one  of  those  18  houses.  Do  you  wish  the  names 
of  the  houses,  Mr.  Chairman? 

The  Chairman.  You  might  give  them.  What  is  the  business  of 
the  houses? 

Mr.  KixxicuTT.  I  have  it  all  right  here,  sir,  if  I  may  read  my 
statement. 

The  Chaieman.  Proceed. 

Mr.  KiNNicuTT.  We  are  here  to  express  the  views  of  a  group  of 
investment  firms  who  are  all  members  of  one  or  more  securities  ex- 
changes, who  are  all  members  of  the  Investment  Bankers  Associa- 
tion, who  will  all  come  under  the  investment  bankers'  code  now  in 
process  of  completion.  We  do  a  commission  business;  we  act  as 
dealers  in  investment  .securities,  and  at  timas  we  act  as  underwriters 
of  new  issues.  In  the  business  of  no  member  of  this  group  is  any 
one  of  these  three  activities  a  dominating  factor,  and  our  business 
is  approximately  divided  between  these  three  functions. 

These  firms  for  whom  I  speak  or  their  predecessors  have  been 
in  business  for  many  years — leaving  out  of  account  the  three  young- 
est members  of  our  group,  their  average  age  is  over  48  years:  12 
have  been  in  business  over  30  years,  and  of  the.se,  10  over  40  years, 
8  over  r>0  years,  7  over  60  years,  3  over  80  years,  and  1  actually  over 
90  years, 

Tlio  avowed  purposes  of  this  bill  are  in  the  interests  of  the  public 
welfare  and  the  protection  of  the  investor,  and  we  believe  there 
are  certain  sections  of  it  that  will  not  only  fail  to  accomplish  these 
purposes  but  will  have  a  contrary  effect.  Any  clause  that  merely 
does  damage  yet  fails  to  accomplish  the  desired  end  you  will  not 
wish  to  make  law. 

As  members  of  one  or  more  exchanges,  we  are.  of  course,  vitally 
interested  in  all  that  affects  their  activities.  What  hurts  them  hurts 
us.  There  are  a  number  of  clauses  in  this  bill  that  in  our  opinion 
are  unwise  as,  for  example,  its  deflationary  aspects,  its  effect  on 
corporations,  and  their  security  holders,  which  will  not  or  cannot 
register  on  a  security  exchange,  and  the  destruction  of  the  market 
which  now  exists  for  these  securities,  and.  lastly,  that  the  bill  goes 
far  beyond  its  nominal  purposes.  There  are,  however,  certain  spe- 
cific clauses  which  are  of  particular  concern  to  us.  In  the  economy 
of  time  I  shall  confine  myself  largely  to  these,  because  as  a  group 
we  know  more  about  them  and  how  they  are  likely  to  work.  They 
affect  us  but  they  also  affect  very  many  others.  I  mean  by  "  us  ", 
the  many  broker,  dealer,  and  underwriter  groups  throughout  the 
country,  of  which  we  are  but  a  part,  but  a  representative  part. 
They  concern  us  more  vitally  than  they  do  firms  engaged  exclusively 
in  a  commission  business. 

We  wish  to  demonstrate  in  the  first  place  that  the  business  of  the 
distributor  of  securities  acting  as  a  dealer  and  an  underwriter  is 
not  only  to  the  benefit  of  the  investor,  but  also  an  absolutely  neces- 
sary function  in  the  financial  system  of  this  country  and  is  essential 
for  the  economic  welfare,  particularly  so  during  this  difficult  period 
of  recovery.  If  this  can  be  shown  and  at  the  same  time  it  can  be 
demonstrated  that  this  bill  will  greatly  hurt  or  largely  destroy  the 
ability  of  this  group  to  function  when  they  are  more  needed  than 


6862  STOCK   EXCHANGE   PRACTICES 

ever,  we  cannot  be  accused  of  speaking  purely  from  motives  of  self- 
interest. 

As  to  the  necessity  for  the  dealer ;  it  is  an  undisputed  fact  that  for 
many  years  a  very  large  proportion — probably  as  much  as  90  per- 
cent—of all  the  high-grade  investment  securities  of  this  country 
have  been  placed  by  dealers  in  every  State  of  the  Union,  and  in  their 
capacity  as  dealers,  though  at  the  same  time  in  other  directions  they 
act  as  brokers. 

It  is  also  a  safe  statement,  and  one  which  we  wish  to  emphasize, 
that  by  and  large  the  most  responsible  of  these  dealers  are  members 
of  some  exchange.  We  have  heard  testimony  that  as  a  matter  of 
fact  there  were  too  many  dealers  in  1928  and  1929  and  it  would  be  a 
good  thing  to  get  rid  of  some  of  them.  Perhaps  there  were  too 
many,  but  the  financial  difficulties  of  the  last  4  years  have  already 
killed  off  a  good  many  of  them  and  it  would  certainly  be  unwise 
to  now  kill  off  the  most  responsible  of  those  who  are  still  left  and 
leave  the  less  responsible  ones  in  the  field. 

Thirdly,  it  seems  undisputable  that  an  essential  and  absolutely 
necessary  part  of  the  recovery  program  is  to  transfer  from  the  Gov- 
ernment to  private  capital  the  heavy  burden  of  financing  industry 
which  has  taken  on  such  staggering  proportions  of  late.  The  Re- 
construction Finance  Corporation  is  today  the  biggest  lender  in  this 
country — not  from  choice  but  from  necessity,  and  to  avoid  a  greater 
calamity.  These  loans  must  ultimately  be  absorbed  by  private 
capital — by  savings  banks,  insurance  companies,  estates,  and  indi- 
viduals, as  earning  power  is  restored  and  savings  are  augmented 
as  a  result  of  these  very  same  loans. 

We  do  not  claim  that  there  are  no  dishonest  persons  in  the  secu- 
rities business.  We  do  not  claim  that  at  times  unsound  practices 
cannot  be  used.  We  are  all  about  to  subject  ourselves  to  the  very 
stringent  detailed  requirements  of  the  N.R.A.  code  for  investment 
bankers,  which,  as  a  matter  of  fact,  go  very  far  toward  eliminating 
many  of  the  dangers  of  unfair  or  unsound  practices  this  bill  aims  to 
cure.  We  do  claim,  however,  that  with  very  rare  exceptions  the 
security  dealers  of  this  countiy  are  honest  and  maintain  standards 
of  practice  at  least  as  high  as  those  in  other  industries,  and  we 
definitely  believe  as  to  certain  sections  of  this  bill  that  the  efforts  to 
cure  a  lesser  evil  will  create  a  greater  one. 

By  accident,  we  can  give  you  a  concrete  example  of  very  recent 
date.  While  section  10  of  this  bill  was  being  discussed,  four  of  the 
very  firms  I  am  speaking  for  today,  purchased  from  the  R.F.C.  a 
million  municipal  bonds  of  a  large  western  city  which  the  R.F.C. 
had  taken  some  months  before  when  conditions  were  such  that  the 
city  could  not  sell  elsewhere.  In  the  past  few  days  these  four  firms, 
through  their  combined  distributing  organizations  with  their  knowl- 
edge of  markets  and  of  likely  buyers  for  these  bonds,  have  placed  a 
portion  of  them  and  are  in  process  of  placing  the  balance  in  perma- 
nent hands.  To  this  extent  they  have  lightened  the  load  of  the  R.F.C. 
and  made  funds  again  available  for  some  similar  constructive  pur- 
pose. Under  clause  10  of  this  bill,  this  operation  would  not  be 
possible  for  any  member  of  any  registered  exchange.  This  is  only 
an  isolated  case  of  which  I  happen  to  have  personal  knowledge,  but 
transactions  of  this  nature  must  be  taking  place  almost  every  day. 
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With  the  elimination  of  the  distributing  machinery  of  bank  affili- 
ates, the  dealers  today  provide  the  onlj'^  remaining  vehicle  of  dis- 
tribution. To  illustrate  the  importance  of  this  business,  during  1933 
when  volume  was  at  an  absolute  minimum,  the  record  shows  that 
the  volume  of  dealer  business  in  bonds  alone,  exclusive  of  any  busi- 
ness on  any  exchange,  of  this  group  I  am  speaking  for,  was  over 
$1,250,000,000._ 

May  I  interject  here  that  these  figures  were  made  up  rather  hastily, 
so  do  not  send  me  to  jail  if  I  am  out  a  million  or  two  in  my  figures. 
I  think  I  have  underestimated  rather  than  overestimated. 

This  is  a  substantial  sum,  yet  obviously  it  is  but  a  fraction  of  the 
business  done  by  the  large  number  of  dealers  from  Portland,  Oreg., 
to  Portland,  Maine.  In  addition  the  volume  done  on  the  exchanges 
was  at  least  as  great.  By  far  the  largest  part  of  this  amount  was  not  in 
new  issues  but  in  the  important  and  necessary  readjustment  of  port- 
folios caused  by  changing  conditions.  Furthermore,  in  our  judgment 
it  could  not  have  been  done  by  brokers. 

You  may  say,  could  not  this  have  been  done  on  a  brokerage  basis  ? 
To  answer  this  not  in  a  theoretical  way,  but  from  practical  expe- 
rience over  many  years,  we  say  "  no."  If  a  savings  bank  or  a  trust 
company  or  an  individual  (if  there  are  any  such  fortunate  ones 
left)  for  sound  reasons  wants  to  sell,  say,  $200,000  of  bonds  of  some 
issue,  the  worst  thing  he  can  do  is  to  go  to  a  broker.  We  are  not 
criticising  the  broker  and  he  has  a  tremendously  important  function 
but  in  a  case  like  this  he  is  obviously  keen  to  make  his  commission 
and  so  he  offers  the  bonds  wherever  he  has  any  chance  of  selling 
them  and  at  many  places  where  he  has  no  chance,  and  before  you 
know  it  these  two  hundred  thousand  bonds  appear  to  be  two  mil- 
lions, and  obviously  no  one  will  buy.  Many  and  many  a  time  when 
I  knew  less,  I  have  had  my  own  bonds  offered  to  me.  The  second 
or  third  or  fourth  broker  was  offering  the  bonds  of  an  unknown 
seller.  Except  in  very  few  and  very  active  issues,  the  sound  way 
to  sell  any  sizeable  block  of  bonds  is  through  a  dealer  and  not  a 
broker. 

We  believe  there  is  a  further  definite  advantage  in  preserving 
the  present  method  of  operation.  Investors  rightly  should  have 
from  their  financial  advisei's  information  regarding  all  types  of 
securities — both  listed  and  unlisted — to  get  the  best  possible  service, 
both  as  to  values  and  prices. 

It  is  definitel}'^  to  the  advantage  of  the  investor  to  have  his  individ- 
ual business  in  securities  in  the  hands  of  relatively  few  people.  This 
creates  a  greater  sense  of  responsibility  in  the  firm  he  is  dealing 
with. 

It  is  the  part  of  wisdom  for  an  investor  to  seek  advice  and  service 
in  security  matters  from  some  one  person  or  firm,  as  he  would  from 
his  doctor  or  lawyer  on  problems  of  health  or  law. 

Furthermore,  it  is  only  in  the  broker  and  dealer  combined  that 
you  can  get  the  necessary  and  essential  statistical  information  in 
any  comprehensive  way.  A  man  acting  only  as  a  broker,  neither 
will  nor  can  support  the  very  great  expense  of  an  efficient  service 
of  this  kind,  and  will  be  helpless,  even  with  the  best  of  intent,  to 
give  any  adequate  information  on  most  securities.  The  service  and 
statistical  departments  of  our  group  alone  cost  many  thousands  of 
dollars  annually. 

175541— 34— PT  15 29 
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Turninc:  to  the  function  of  the  dealer  in  his  capacity  as  an  under- 
writer. You  have  heard  testimony  to  the  effect  there  was  too  much 
underwriting  of  new  securities  in  1928  and  1929.  Perhaps  there  was. 
There  was  nmch  too  much  of  many  other  things  for  the  good  of  all  of 
us.  This,  however,  does  not  answer  the  question  as  to  the  necessity 
of  underwriting  for  refunding  purposes  and  the  legitimate  capital 
requirements  of  expanding  business.  Little  financing  of  any  size  for 
these  purposes  can  be  accomplished  without  the  aid  of  underwriting. 
As  an  example,  let  us  assume  that  a  railroad  finds  it  economically 
wise  to  electrify  its  lines  from  Chicago  to  St.  Louis.  Let  us  assume 
the  completed  cost  will  be  $50,000,000.  At  first  blush,  it  might  be 
assumed  that  the  railroad  corporation  could  offer  its  issue  direct  to 
the  public  without  the  need  of  an  underwriting  to  guarantee  the  sale, 
or  could  employ  the  broker  to  sell  the  bonds  to  the  public  for  a  com- 
mission. There  are  two  fallacies  in  this:  First,  the  railroad  is  far 
more  likely  to  make  a  mistake  in  the  terms  and  price  of  its  issue,  and 
its  reception  by  the  public,  than  the  dealer  group  with  their  com- 
bined knowledge  and  long  experience  of  market  conditions  and  the 
public  demand  of  the  moment ;  and  for  the  very  good  reason  that  the 
dealer  is  backing  his  judgment  by  his  own  money  and  commitment. 
Secondly,  though  the  railroad  may  not  make  this  mistake  and  the 
security  may  be  reasonably  attractive  to  the  public,  both  from  the 
point  of  view  of  safety  and  yield,  it  can  only  be  so,  provided  the  rail- 
road gets  its  full  requirements  and  is  not  left  with  an  uncompleted 
program  and  the  electrification  completed  only  half  the  distance  be- 
tween Chicago  and  St.  Louis.  Under  these  circumstances,  the  road 
would  have  an  uncompleted  project  and  an  unprofitable  capital  in- 
vestment. In  other  words,  the  public  will  not  supply  the  necessary 
capital  without  the  assurance  created  by  an  underwriting  which 
guarantees  the  full  financial  needs.  Lastly  the  dealer  will  not  under- 
write unless  he  also  has  the  means  of  distribution,  both  through  his 
own  organization  and  that  of  other  dealers. 

It  is  our  judgment  for  these  reasons  that  the  dealer  organizations 
throughout  the  country  must  be  preserved  for  the  public  interest 
both  in  their  capacity  as  distributors  and  as  underwriters. 

Section  10  of  this  bill,  coupled  with  section  19,  will  bring  about  a 
complete  divorce  of  the  commission  business  from  the  dealer  and 
underwriter  business.  The  danger  to  the  financial  structure  of  the 
country  of  this  segregation  was  clearly  recognized  by  the  Dickinson 
committee,  from  which  we  quote  as  follows : 

The  distributor  and  dealer  business  are  closely  Intertwined  in  our  financial 
structure  and  no  segregation  should  be  accomplished  before  we  are  in  a  posi- 
tion to  calculate  its  cost  and  foresee  its  repercussions.  There  is  not  yet  avail- 
able sufficient  information  to  enable  it  (the  committee)  to  recommend  such  a 
far-reaching  decision. 

Now,  as  to  the  investor  placing  his  money  through  a  broker  in 
securities,  a  part  of  which  the  broker  as  agent  buys  for,  and  a  part 
of  which  he  owns  and  sells  to,  his  customer.  Here  I  would  emphasize 
as  strongly  as  possible  that  there  must  be  the  fullest  disclosure  to  the 
customer  in  what  capacity  the  broker  in  each  instance  is  acting.  The 
customer  will  then  have  complete  knowledge  and  give  it  due  weight. 

It  seems  to  us  obvious  that  where  a  broker — acting  also  as  a 
dealer — has  a  customer,  he  is  going  to  get  some  income  at  least 
whether  he  acts  in  one  capacity  or  the  other.    Where  he  is  a  dealer 
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alone,  his  only  profit  can  come  from  selling  from  his  own  inventory 
and  the  temptation  to  yield  to  the  deplored  high-pressure  practiceSj 
irrespective  of  the  needs  of  the  individual  customer,  will  be  aggra- 
vated. We  believe  there  is  much  mistaken  criticism  of  a  dealer  in 
selling  from  his  own  inventory  because  it  is  approached  from  the 
false  premise  that  an  inventory  presupposes  something  the  dealer  is 
"hung  up"  with.  As  a  matter  of  fact,  in  the  great  majority  of 
cases,  his  inventory  is  acquired  because  the  dealer  believes  it  is  ad- 
vantageous for  his  customer  as  to  quality  and  as  to  price.  Call  a 
dealer  a  knave  if  he  deserves  it,  but  do  not  think  that  the  dealers  of 
this  country  are  so  stupid  as  to  believe  they  can  have  success  in  the 
long  run  unless  they  make  money  for  their  customers  instead  of  out 
of  their  customers.  It  is  a  truism  that  "  good  will "  is  the  biggest 
single  asset  in  any  concern  or  industry. 

Now,  as  to  the  investor's  risk  through  carrying  his  account  with  a 
broker  who  at  the  same  time  is  taking  commitments  for  his  own  ac- 
count. This  is  best  answered  by  the  yardstick  of  experience.  The 
record  is  illuminating  in  the  figures  of  failures  on  the  exchanges, 
who  to  date  are  unregulated  except  by  their  own  rules. 

The  record  of  the  five  biggest  security  exchanges  in  the  United 
States  over  the  past  4  years  shows  a  percentage  of  failures  to  total 
memberships  of  three  eighths  of  1  percent  per  annum,  and  many  of 
these  were  in  no  way  due  to  causes  that  segregation  of  the  broker 
from  the  dealer  business  would  have  prevented. 

This  may  be  partly  due,  so  far  as  members  of  the  New  York 
Exchange  are  concerned,  because  of  its  own  regulation  that  every 
6  months  every  member  must  answer  a  questionnaire.  Have  you 
ever  studied  one  of  these?  It  requires  a  detailed  statement  of 
pretty  nearly  everything  under  the  sun,  and  if  every  last  thing  is 
not  in  order,  the  exchange  demands  immediate  action.  Right  here 
we  would  strongly  recommend  that  every  exchange  should  demand 
from  its  members  some  similar  requirement. 

Mr.  Chairman,  I  have  here,  which  I  would  like  to  put  into  the 
record,  a  questionnaire  of  the  New  York  Exchange,  in  the  event 
that  you  have  not  studied  it;  because  I  may  say  that  being  for 
the  moment  on  the  other  side  of  the  fence,  we  always  look  upon  their 
questionnaire  with  the  greatest  care,  to  be  sure  that  every  question — 
and  almost  every  question  there  is,  is  asked — is  answered  absolutely 
correctly. 

The  Chairman.  A  questionnaire  by  the  exchange  ? 

Mr.  KiNNicuTT.  Yes,  sir ;  to  all  of  its  members. 

The  Chairman.  You  do  not  want  to  put  it  all  in,  do  you? 

Mr.  KiNNicuTT.  No ;  I  am  sj^eaking  of  one  that  goes  to  all  mem- 
bers of  the  New  York  Exchange. 

Mr.  Pecora.  You  want  to  put  in  evidence  the  form  of  question- 
naire ? 

Mr.  KiNNicuTT.  Yes,  sir. 

The  Chairman.  Very  well. 

Mr.  KiNNicuTT.  This  is  the  record  by  which  to  measure  the  danger 
to  the  investor  from  a  combination  of  commission  and  dealer  abusi- 
ness  in  the  same  firm. 

I  want  to  make  it  perfectly  clear  that  these  failures,  rare  though 
they  are,  are  significant  only  as  they  caused  loss  to  the  customer, 
because  of  carrying  his  account  there. 
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In  every  problem  of  life  there  is  an  alternative.  These  failures, 
small  in  number  though  they  are,  are  greatly  to  be  deplored,  but  the 
alternative  of  largely  crippling  or  destroying  the  responsible  broker 
by  prohibiting  him  from  acting  as  a  dealer  or  underwriter  if  he  re- 
mains a  broker  is  far  greater. 

Now,  as  to  the  results  that  would  come  from  complete  segregation. 

Section  10  of  the  bill  makes  it  unlawful  for  any  member  of  a  na- 
tional securities  exchange  or  any  person  who  as  a  broker  transacts 
a  business  in  securities  through  a  member,  to  act  as  a  dealer  or  under- 
writer in  securities,  whether  listed  or  unlisted.  This,  in  effect,  means 
that  all  security  dealers,  whether  members  of  an  exchange  or  not, 
who  now  act  also  as  brokers,  will  be  prohibited  from  continuing  to 
act  as  dealers  if  they  continue  to  act  as  brokers.  You  have  already 
heard  much  testimony  that  the  registration  requirements  of  the  bill, 
to  obtain  listing,  mean  that  many  of  the  securities  now  listed  on  dif- 
ferent exchanges  will  no  longer  be  listed.  Another  great  mass  of 
securities  such  as  the  whole  list  of  State  obligations,  municipal 
bonds,  and  equipment  trusts  for  practical  purposes  cannot  be  listed. 
As  a  matter  of  public  policy,  bank  stocks  and  insurance  company 
stocks  should  not  be  listed.  Another  great  class  of  perfectly  sound 
but  small  issues  of  local  securities  from  every  substantial  community 
in  the  countrj^  obviously  will  not  be  listed  because,  aside  from  the 
cost  of  audits,  they  are  only  of  local  interest. 

If  we  have  demonstrated  the  value  to  the  country  of  the  dealer, 
and  we  feel  he  is  more  than  valuable — we  feel  he  is  an  economic 
necessity — we  have  next  to  see  if  he  can  survive  if  this  bill  becomes 
law. 

During  the  past  4  years  the  dealer  organizations  which  have  taken 
years  to  create — at  infinite  cost  of  effort,  labor,  and  money,  and 
employing  many  thousands  of  people  from  the  "  white  collar  "  class 
of  labor  which  is  finding  it  possibly  harder  than  any  other  to  get 
work — have  with  difficulty  kept  alive.  In  many  cases  they  have 
greatly  shrunken  or  disappeared.  In  transmitting  to  the  President 
on  November  20,  1933,  the  Code  of  Fair  Competition  for  Investment 
Bankers,  Hon.  Hugh  S.  Johnson  said : 

It  will  be  seen  that  altbousli  the  volume  of  recorded  business  decreased 
over  90  percent  in  the  past  4  years,  the  number  of  employees  decreased  but 
38  percent,  and  the  wages  of  employees  decreased  on  an  average  only  15 
percent.  Possibly  no  other  business  in  the  country  finds  itself  in  a  comparable 
position. 

Those  in  this  business  who  have  survived  have  done  so  primarily 
because  of  the  combination  of  earnings  from  their  brokerage  and 
dealer  business.  This  refers  to  both  large  and  small  organizations 
in  the  big  cities  as  well  as  the  small  cities.  The  result  to  the  dealers 
throughout  the  country  is  self-evident  when  they  no  longer  have 
any  income  from  the  commission  business.  The  great  majority 
couid  not  survive  solely  as  brokers  or  solelj^  as  dealers.  It  is  a  rather 
delicate  subject  even  among  friendly  competitors  such  as  we  all  are, 
and  I  have  not  cared  to  ask  the  information,  but  it  would  be  a  safe 
guess  that  on  their  commission  business  alone,  or  on  their  dealer 
business  alone,  or  on  their  underwriting  business  alone  every  firm 
in  this  group  wouM  show  a  loss  rather  than  a  }n'ofit.  May  I  em- 
phasize that  we  are  a  good  cross  section  of  the  industr3\ 
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It  is  undisputed  that  there  are  isolated  cases  of  unsound  practices 
and  high-pressure  methods  among  dealers.  So  there  are  in  every 
profession  and  industry,  but  such  bad  practices  and  liigh-pressure 
methods  are  far  more  likely  to  increase  than  to  decrease  under  the 
economic  pressure  to  keep  alive  if  segregation  be  imposed  by  law. 

Perhaps  the  most  dangerous  result  of  all  will  be  that,  if  every 
member  of  every  exchange  is  barred  from  acting  as  a  dealer  in  in- 
vestment securities,  the  dealer  business  will  be  thrown  into  the  hands 
of  persons  subject  to  no  control  by  any  exchange,  and  extremely  dif-r 
ficult  of  any  control  by  anybody,  governmental  or  otherwise.  A  big 
uncontrolled  "  bootleg "  market  will  rapidly  develop,  with  great 
danger  to  the  public  welfare,  and  the  danger  to  the  investor  will 
be  greatly  increased  rather  than  decreased. 

We  think  the  whole  argument  as  to  segregation  can  be  summarized 
in  a  few  sentences.  , 

We  think  we  have  shown  that  the  dealer  as  dealer  is  a  very  definite 
benefit  to  the  investor  and  to  the  public.  We  believe  we  have  proved 
that  the  dealer  is  an  absolute  necessity.  We  think  we  have  also 
shown  that  the  underwriter  performs  an  equally  necessary  function^ 

There  were  two  reasons  advanced  for  segregation  at  hearings 
before  this  committee  or  before  the  Interstate  Commerce  Committee 
of  the  Houj-e.  First,  the  temptation  said  to  be  inherent  in  the  com-^ 
bination  of  the  broker  dealer  functions  on  the  part  of  the  dealer  to 
sell  securities  to  his  customer  rather  than  to  buy  securities  for  his 
customer  on  a  commission  basis.  Secondly,  the  danger  to  the  broker- 
age customer  from  excessive  commitments  of  the  dealer  on  the  under- 
writing or  dealer  side  of  his  business.  As  to  the  first,  I  think  that 
we  have  shown  that  tliis  temptation  is  greatly  exaggerated  and  that 
as  a  matter  of  fact  if  the  dealer  is  permitted  to  act  only  as  a  dealer 
the  temptation  increases  rather  than  decreases.  As  to  the  second^ 
wo  have  shown  by  actual  record  of  the  five  biggest  security  exchanges 
in  the  United  States  over  the  p{\st  4  years  that  the  percentage  of 
failures  to  the  total  memberships  was  only  three  eighths  of  1  percent 
per  annum.     This  is  an  extraordinary  record.  i 

There  should  be  no  segregation  provisions  such  as  are  contained 
in  section  10  and  section  19  of  the  bill  which  would,  to  my  mind, 
destroy  the  successful  operation  of  the  dealer-underwriter-broker 
functions  of  our  financial  machinery. 

In  conclusion,  we  should  like  to  make  some  constructive  recom-. 
mendations.  There  are  today  three  Federal  commissions  in  direct 
charge  of  specific  activities,  and  a  fourth  has  just  been  recommended 
by  the  President.  By  this  I  mean  the  Federal  Reserve  Board,  the 
Interstate  Commerce  Commission,  the  Federal  Trade  Commission,: 
and  the  proposed  Connnunications  Commission.  The  securities  busi- 
ness of  the  country  is  today  a  national  function  and  we  recommend 
that  a  fifth  commission — namely,  a  Federal  Securities  Commission — 
be  appointed  by  the  President  to  be  specifically  in  charge  of  secu- 
rities exchanges. 

We  do  not  undertake  to  outline  from  whom  the  membership  of 
this  commission  should  be  drawn  except  to  say  that  it  should  have 
definite  representation  by  those  who  are  particularly  familiar  by 
experience  with  the  securities  business.  In  other  words,  our  definitct 
recommendation  here  is  that  those  who  know  the  job  should  have", 
representation. 
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In  connection  with  the  appointment  of  this  commission  we  would 
stress  one  thing  as  of  the  greatest  importance  and  that  is  that  the 
commission  should  be  left  free  to  operate  with  great  flexibility.  The 
securities  business  is  operated  under  constantly  changing  conditions 
which  from  time  to  time  call  for  different  treatment.  Regulations 
which  today  are  wise  and  necessary  may  be  most  unfortunate  under 
the  differing  conditions  which  are  bound  to  occur. 

What  are  wise  regulations  on  some  exchanges  may  be  quite  inap- 
propriate under  different  operating  conditions  on  other  exchanges. 
Wliat  may  be  undesirable  in  San  Francisco,  New  Orleans,  or  Toledo 
might  be  higlily  desirable  in  Boston  or  New  York. 

We  think  that  the  functions  of  such  a  Federal  Securities  Com- 
mission should  be  primarily  supervisory  but  that  it  should  also  be 
clothed  with  mandatory  powers.  We  believe  that  in  the  vast  major- 
ity of  cases  this  supervisory  power  will  bring  about  any  changes 
that  may  seem  wise  to  the  commission  for  we  are  of  the  definite 
opinion  that  all  of  the  exchanges  will  cooperate  to  the  greatest 
degree.  Obviously  it  is  the  desire  of  the  exchanges  for  their  own 
preservation  to  eliminate  all  bad  practices. 

In  the  rare  instances  where  experience  might  show  that  a  definite 
evil  had  not  been  cured,  the  Federal  Securities  Commission  could 
then  invoke  its  mandatory  powers. 

We  believe  that  there  should  be  a  differentiation  between  the 
margin  treatment  of  business  in  senior  securities,  such  as  bonds 
or  preferred  stocks,  and  in  common  stocks  or  more  speculative 
securities. 

We  believe  as  to  margin  requirements  that  greater  margins  should 
be  required  on  the  highly  volatile  or  more  speculative  securities  than 
on  governments,  municipals,  or  high-grade  investment  securities 
which  have  a  far  less  fluctuating  market. 

We  recommend  that  there  should  be  no  provision  in  the  statute 
giving  control  over  commission  charges,  or  control  over  the  closing 
ant  of  margin  accounts — these  must  be  left  as  matters  of  self-preser- 
vation to  the  exchanges  and  their  members. 

We  recommend  that  all  exchanges  be  registered. 

We  recommend  that  securities  listed  at  the  time  of  the  registration 
should  continue  to  be  listed  provided  the  listing  requirements  are 
(taking  into  account  varying  local  conditions)  as  full  as  those  now 
required  by  the  New  York  Exchange. 

We  recommend  that  independent  audits  should  be  required  annu- 
ally, but  only  company  audits  quarterly. 

We  recommend  that  all  exchanges  should  require  from  their  mem- 
bers semiannual  statements  of  their  actual  positions  including  work- 
ing capital  in  relation  to  total  commitments. 

We  recommend  that  the  strongest  provisions  be  included  in  the 
act  against  all  wash  sales  and  matched  orders. 

We  recommend  that  in  all  transactions  there  shall  be  the  fullest 
disclosure  in  every  case  as  to  whether  a  dealer  is  acting  as  principal 
or  broker. 

As  to  the  segregation  provision  of  this  bill,  you  have  already  heard 
Qur  definite  views.  We  recommend  there  should  be  no  provision 
requiring  segregation,  and  urge  your  committee,  in  the  light  of  the 
testimony  already  given,  to  concur  in  this  recommendation.  Should 
your  committee,  however,  not  agree  with  this  view,  we  are  emphati- 
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cally  of  the  opinion  that  the  position  of  the  Dickinson  committee  on 
this  point  be  adopted,  namely,  that  no  segregation  be  required  until 
ample  time  has  been  given  for  a  profound  study  of  this  large  prob- 
lem, and  we  would  then  recommend  that  the  members  of  the  Presi- 
dent's committee,  including  Assistant  Secretary  Dickinson,  be  called 
before  this  committee  in  order  to  give  a  further  expression  of  their 
views  on  segregation. 

We  have  prepared  a  memorandum  in  support  of  our  position  and 
also  an  analysis  of  the  bill  and  we  have  copies  available  here  for 
distribution  to  members  of  the  committee  and  to  any  others  who  may 
want  a  copy. 

I  do  not  want,  Mr.  Chairman  and  gentlemen  of  the  committee,  in 
this  statement  to  indicate  by  silence  that  we  approve  all  the  other 
provisions  in  the  bill  now  before  you.  We  think  there  are  certain 
specific  sections,  in  particular  such  as  section  6,  with  reference  to 
margin,  and  section  14  as  to  over-the-counter  trading;  and  I  have 
already  referred  to  section  18,  the  method  of  closing  out  accounts, 
which  we  do  not  approve  of. 

The  Chairman.  Mr.  Kinnicutt,  have  you  submitted  to  the  com- 
mittee a  list  of  the  firms  or  individuals  represented,  as  you  suggested 
you  would  do? 

Mr.  Kinnicutt.  I  can  give  you  those  right  now : 

Chas.  D.  Barney  &  Co. ;  Callaway,  Fish  &  Co. ;  Cassatt&Co.;  Clark, 
Dodge  &  Co.;  Field,  Glore  &  Co.;  Hallgarten  &  Co.;  Hemphill, 
Noyes  &  Co. ;  A.  Iselin  &  Co. ;  Kidder,  Peabody  &  Co. ;  Ladenburg, 
Thalmann  &  Co. ;  Laurence  M.  Marks  &  Co. ;  G.  M.  P.  Murphy  &  Co. ; 
Eiter  &  Co.;  L.  F.  Rothschild  &  Co.;  Edward  B.  Smith  &  Co.; 
Spencer  Trask  &  Co. ;  Tucker,  Anthony  &  Co. ;  White,  Weld  &  Co. 

The  Chairman.  Are  they  all  members  of  the  New  York  Stock 
Exchange  ? 

Mr.  Kinnicutt.  They  are  members  of  the  NeAv  York  Stock  Ex- 
change, and  the  most  of  them  are  members  of  one  or  more  other 
exchanges. 

The  Chairman.  Are  there  any  questions  by  members  of  the  com- 
mittee? 

Senator  Kean.  I  should  like  to  ask  Mr.  Kinnicutt  this  question: 
You  would  not  go  into  a  syndicate  unless  you  believed  your  custom- 
ers would  like  to  buy  those  securities,  would  you  ? 

Mr.  Kinnicutt.  Obviously  not. 

Senator  Kean.  What  I  am  trying  to  get  at  is  that  bankers,  brokers, 
or  securities  dealers  do  not  go  into  syndicates  unless  they  believe 
it  would  be  to  the  advantage  of  their  customers  to  buy  those  securi- 
ties, and  then  they  take  an  interest  in  proportion  to  what  they  think 
their  customers  would  take.    Isn't  that  quite  right? 

Mr.  Kinnicutt.  Speaking  personally  that  is  always  so.  We  many 
times  turn  down  an  underwriting  in  a  syndicate  because  we  haven't 
customers  who  will  buy,  or  we  think  the  price  too  high. 

Senator  Kean.  That  is  what  I  wanted  to  get  clear  on  the  com- 
mittee's record.  I  wanted  to  bring  out  that  you  and  your  associates 
do  not  go  into  a  syndicate  just  because  you  think  possibly  you  can 
make  a  profit,  but  you  go  into  a  syndicate  because  you  believe  your 
customers  want  those  securities,  isn't  that  so? 

Mr.  Kinnicutt.  Yes.    Is  that  all  now,  Mr.  Chairman? 
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The  Chairman.  Would  it  be  possible,  Mr.  Kinnicutt,  for  us  to 
meet  your  views  if  the  law  required  that  a  broker  or  dealer  or  under- 
writer should  inform  his  customer  at  the  time  the  transaction  is 
entered  into,  in  which  capacity  such  broker  or  dealer  or  underwriter 
is  acting? 

Mr.  Kinnicutt.  I  definitely  emphasized  our  approval  of  that  fact ; 
yes. 

The  Chairman.  But  they  do  not  do  that  now  altogether,  do  they  ? 

Mr.  Kinnicutt.  Well,  speaking  only  for  our  group,  that  is  one 
of  the  things  they  are  more  fussy  about  than  almost  anything  else. 
We  stamp  in  big  letters  across  any  statement  we  make  the  fact  that 
we  are  acting  as  dealer,  or  the  fact  that  we  are  acting  on  a  different 
basis. 

Mr.  Pecora.  When  do  you  give  that  information  to  the  customer? 

Mr.  Kinnicutt.  We  give  that  information  in  our  reports,  which 
are  contemporaneous  with  our  transaction. 

Mr.  Pecora.  Do  you  mean  at  the  conclusion  of  the  transaction  or  at 
the  commencement  of  it? 

Mr.  Kinnicutt.  In  most  cases  before  the  transaction,  but  in  all 
cases  after  the  transaction. 

The  Chairman.  It  would  seem  to  me  that  it  should  be  done  before 
the  transaction. 

Mr.  Kinnicutt.  It  would  be  except  in  the  very  rare  instances 
where  you  cannot  tell  from  moment  to  moment  whether  you  are 
long  or  short  of  the  particular  security.  It  would  be  done  in  99 
times  out  of  100  before  the  transaction. 

Senator  Couzens.  You  would  not  object  to  its  being  made  manda- 
tory, would  you? 

Mr.  Kinnicutt.  I  would  not  object  to  it  a  bit.  I  would  prefer  it 
in  fact. 

The  Chairman.  Are  there  any  other  questions  by  members  of  the 
committee?  [A  pause,  without  response.]  If  not,  we  are  very  much 
obliged  to  you,  and  I  hope  you  will  have  a  pleasant  trip  to  Florida. 

Mr.  Kinnicutt.  Well,  I  am  going  to  your  State,  Senator  Fletcher, 
and  I  am  very  sure  I  will  have  a  pleasant  visit. 

(Thereupon  Mr.  Kinnicutt  left  the  committee  table.) 

The  Chairman.  Now  Mr.  Whitney  will  resume. 

STATEMENT  OF  RICHARD  WHITNEY,  PRESIDENT  OF  THE  NEW 
YORK  STOCK  EXCHANGE— Resumed 

Mr.  Kedmond.  Mr.  Pecora,  here  is  our  1934  directory. 

Mr.  Pecora.  I  thank  you. 

Senator  Kean.  Mr.  Chairman,  I  should  like  to  ask  a  few  ques- 
tions of  Mr.  Whitney.     Shall  I  go  ahead  now? 

The  Chairman.  Well,  Senator  Costigan  was  going  to  ask  a  few 
questions. 

Senator  Kean.  I  just  have  three  or  four  questions,  Senator  Costi- 
gan, if  that  would  be  all  right  with  you. 

Senator  Costigan.  Certainly. 

Senator  Kean.  Mr.  Whitney,  in  regard  to  the  statements  you  have 
filed  with  the  committee  this  morning  of  any  accounts  selling  stock, 
they  do  not  show  whether  the  trading  requirements  were  enforced. 
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I  mean  to  say  that  the  stocks  might  have  been  bought  or  sold  in 
the  name  of  somebody  else,  that  is,  in  a  name  by  means  of  which 
somebody  else  filed  a  letter  saying:  So-and-so^  please  trade  for  my 
own  account  up  to  so  much.  Of  course,  your  inquiry  does  not  show 
that. 

Mr.  Whitney.  Not  as  I  remember  it,  Senator  Kean ;  although  the 
account  would  have  to  be  reported  as  carried  on  the  books. 

Senator  Kean.  Yes.  It  is  reported  as  carried  on  the  books,  but 
if  that  account  were  carried  on  the  books  as  Mr.  Jones,  with  a  letter 
of  authority  from  Mr.  Smith  to  this  effect:  Please  allow  Mr.  Jones 
to  buy  or  sell  up  to  1,000  shares  and  I  will  be  responsible  for  it; 
that  does  not  show,  does  it? 

Mr.  Whitney.  Not  as  I  understand  it ;  no,  sir. 

Senator  Kean.  Next  I  should  like  to  know:  These  statements  do 
not  show  either  when  the  account  was  opened,  do  they? 

Mr.  Whitney.  No,  sir;  it  does  not. 

Senator  I^jean.  And  it  does  not  show  whether  the  account,  in  case 
a  person  went  short  on  the  stock,  whether  that  account  has  been 
closed  out,  does  it? 

Mr.  Whitney.  Do  you  mean  that  the  stock  has  been  repurchased 
against  a  short  sale  ? 

Senator  Kean.  Yes. 

Mr.  Whitney.  No,  sir ;  it  does  not  show  that. 

Senator  Kean.  That  is  all  I  wished  to  bring  out ;  that  these  state- 
ments do  not  show  these  facts. 

The  Chairman.  Go  ahead,  now.  Senator  Costigan. 

Senator  Costigan.  Mr.  Whitney,  when  the  committee  recessed  a 
few  days  ago  you  were,  so  far  as  I  am  concerned,  helpfully  enumerat- 
ing certain  complaints  against  stock-exchange  practices.  In  your 
statement  given  to  the  committee  they  were  referred  to  as  grave 
problems  which  had  led  the  governing  committee  of  the  New  York 
Stock  Exchange  to  recommend  a,  regulatory  body  constituted  under 
Federal  law.  Is  it  convenient  for  you  at  this  time  to  proceed  with 
the  listing  of  the  so-called  "  problems  "  ? 

Mr.  Whitney.  Senator  Costigan,  I  think  that  is  a  very  broad 
subject.  I  think  the  exchange  and  the  committee  are  working  to- 
ward the  same  end ;  and  as  I  have  enumerated  in  that  statement,  to 
which  I  think  you  refer,  more  particularly  did  we  express  our  desire 
that  there  should  be  a  prevention  of  fraudulent  practices  affecting 
transactions  on  exchanges,  excessive  speculation,  and  manipulation 
of  security  prices.  I  think,  insofar  as  the  exchange  is  concerned,  we 
have  gone  as  far  as  we  can  see  to  date.  But  it  might  not  hold  true 
for  tomorrow  or  the  next  da3^  As  far  as  we  can  see  to  date  with 
regard  to  control  over  our  own  members,  we  have  gone  as  far  as  we 
can  see  to  date.  We  have  suggested  other  means  to  control  others, 
who  are  not  within  our  control. 

Senator  Costigan.  Referring  to  the  enumerated  difficulties  speci- 
fied on  page  6  of  your  statement,  what  steps  have  3^ou  taken  to 
control  the  use  of  advertising  and  the  employment  of  customers' 
men  or  other  employees  by  brokers  who  solicit  business? 

Mr.  Whitney.  Well,  there  are  various  rules  in  the  constitution, 
which  constitution  is  on  file  with  this  committee,  with  regard  to 
those  two  items. 
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Senator  Costigan.  Can  you  recall  any  instance  in  which  you 
penalized  your  members  for  such  practices  ? 

Mr.  Whitney.  In  the  matter*  of  advertising,  customers'  men, 
and — what  was  your  other  point  ? 

Senator  Costigan.  The  employment  of  customers'  men  or  other 
employees  of  brokers  who  solicit  business. 

Mr.  Whitney.  Specifically,  Senator  Costigan;  no.  But  I  do, 
without  question,  know  of  instances  where  the  actions  of  employees, 
even  of  partners  themselves,  have  been  such  as  to  warrant  our 
demanding  their  removal. 

Senator  Costigan.  Have  you  done  so  ? 

Mr.  Whitney.  I  think  so  without  question.  I  mean  specifically 
that  is  not  under  my  direct  control,  but  there  is  a  subcommittee  on 
customers'  men  in  that  particular  regard,  which  is  a  subcommittee 
of  the  quotation  committee  of  the  exchange,  which  has  under  review 
matters  of  that  kind  that  are  being  considered  almost  continually. 

Senator  Costigan.  Could  you  give  us  an  instance  for  the  record? 

Mr.  Whitney.  I  haven't  one  in  mind ;  no.  But  I  think  that  could 
be  obtained  easily  for  you  if  you  desire  it. 

Senator  Kean.  Senator  Costigan,  might  I  ask  a  question  right 
there  ? 

Senator  Costigan.  Certainly. 

Senator  Kean.  Mr.  Whitney,  every  customer's  man  must  be  sub- 
mitted by  the  firm  proposing  to  employ  him  to  the  exchange,  and  the 
exchange  must  approve  him,  isn't  that  true  ? 

Mr.  Whitney.  Yes,  sir;  it  must  approve  him.  They  have  a  very 
exhaustive  questionnaire  as  to  his  business  career  which  must  be 
filed  in  the  form  of  an  affidavit.  He  must  have  had  a  certain  ex- 
perience, a  sufficient  experience  in  the  opinion  of  the  committee,  be- 
fore he  may  be  so  employed.  And  the  rate  of  his  employment  is 
passed  on  by  the  committee.  And  any  changes  are  passed  on  by  the 
committee. 

Senator  Kean.  I  think  that  covers  it. 

Senator  Costigan.  That  suggestion,  of  course,  approaches  the 
problem  from  the  other  end  and  implies  that  there  is  no  reason  to 
penalize  members  of  the  stock  exchange.  How  about  that,  Mr. 
Whitney? 

Mr.  Whitney.  As  to  your  word  "  penalize  ",  perhaps  I  do  not 
understand  it  in  the  way  you  mean  it.  But  firms  have  been  forced  to 
remove  employees  for  improper  practices  when  so  deemed  by  the 
committee.  And  there  is  one  specific  case  I  have  in  mind  where  a 
partner,  for  a  practice  deemed  improper  by  the  exchange,  was  forced 
to  resign  from  a  stock  exchange  firm. 

Senator  Costigan.  When  was  that? 

Mr.  Whitney.  That  was  within  the  last  2  years,  I  believe. 

Senator  Costigan.  Were  you  active  with  respect  to  that  particular 
episode  ? 

Mr.  Whitney.  I  was  conversant  with  it;  yes,  sir. 

Senator  Costigan.  You  yourself  used  the  word  "  penalize "  in 
your  statement  with  respect  to  circulation  of  rumors  or  statements 
calculated  to  induce  speculative  activity.  In  what  sense  did  you  use 
that  word? 

Mr.  Whitney.  Do  you  mean  the  use  of  the  word  "  penalty  "  ? 

Senator  Costigan.  Yes. 
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Mr.  Whitney.  That  would  naturally  depend  upon  the  amount 
of  damage  done  or  the  amount  of  the  violation.  I  have  in  mind 
the  control  of  a  certain  gentleman  for  a  so-called  "  rumor  ",  and  he 
was  exonerated  by  the  governing  committee  of  the  exchange  be- 
cause he  very  definitely  proved  his  case.  And  I  have  in  mind  an- 
other member  of  the  exchange,  within  recent  years,  who  was  brought 
before  the  governing  committee  and  censured  for  his  action,  he  hav- 
ing satisfied  the  governing  committee  that  what  he  did  was  a  matter 
of  negligence  rather  than  of  malice. 

Senator  Costigan.  Then  you  have  endeavored  to  use  your  powers 
with  respect  to  complaints  you  were  considering? 

Mr.  Whitney.  Yes,  sir;  insofar  as  it  affects  our  members. 

Senator  Costigan.  What,  then,  are  the  complaints  enumerated  by 
you  on  behalf  of  the  governing  committee  which  you  now  tell  this 
committee  call  for  Federal  action,  for  a  Federal  supervisory  board 
or  commission  ? 

Mr.  Whitney.  The  commission  of  fraud,  wherein  we  have  set  up 
insofar  as  up-to-date  we  could  see  proper  and  necessary,  rules  to 
prevent  it  on  the  part  of  our  own  members.  We  believe,  however, 
that  fraud  might  be  committed  by  officers  and  directors  of  corpora- 
tions whose  stock  is  listed,  that  that  is  possible,  or  by  other  persons 
not  connected  with  stock-exchange  houses  or  members  thereof.  I 
think  it  is  a  very  extremely  difficult  thing  to  know  how  to  legislate 
against  or  to  control  dishonesty.  As  to  excessive  speculation,  which 
I  have  enumerated,  that  we  believe  is  in  the  hands  largely  of  thosB 
in  control  of  the  credit  system  of  the  country.  Again  I  have  stated 
countless  times,  here  and  elsewhere,  that  I  do  not  believe  there  is  any 
legislation  that  could  prevent  the  indiviihial  from  speculating  when 
he  so  sees  fit.  And,  thirdly,  as  to  manipulation  of  security  prices, 
we  have  adopted  rules  over  a  period  of  years  affecting  the  action 
of  our  specialists;  more  recently  rules  in  that  particular  regard, 
and  also  rules  of  recent  date  affecting  the  participation  in  a  financial 
way  of  any  of  our  members  in  pools,  options,  joint  accounts,  or  syn- 
dicates that  might  be  unfair.  We  believe,  however,  that  many  of 
those  particular  things  are  without  our  control  and  therefore  we 
believe  that  in  conjunction  with  our  own  rules  there  must  be  regu- 
latory governmental  control  in  order  to  prevent  what  we  cannot 
prevent. 

Senator  Costigan.  What  I  am  trying  to  develop  are  the  reasons 
which  have  led  your  governing  committee  to  recommend  regulatory 
Federal  control. 

INIr.  Whitney.  That  is  just  what  I  tried  to  answer. 

Senator  Costigan.  I  am  trying  to  get  you  to  enumerate  those 
practices  which  you  in  j^our  experience  have  discovered  in  the  stock 
exchange  and  which  call  for  a  larger  regulation  than  any  which  you 
have  practiced. 

Mr.  Whitney.  I  have  tried  to  answer  you  by  just  what  I  have 
said. 

Senator  Costigan.  You  have  nothing  further  to  say  with  respect 
to  specific  illustrations? 

Mr.  Whitney.  I  do  not  think  I  quite  understand  you. 

Senator  Costigan.  Presumably  there  were  some  specific  violations 
of  ethics  or  of  law  which  led  the  governing  committee  to  recommend 
a  Federal  regulatory  body.    I  am  endeavoring  to  get  you  to  specify 
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■  as  clearly  as  you  can,  as  definitely  as  you  may,  what  those  practices 
i  have  been. 

■  Mr.  Whitney.  Well,  sir,  I  am  afraid  I  am  very  stupid,  because  I 
have  been  trying  to  answer  your  questions  in  what  I  have  just  said. 
As  to  fraud,  we  have  seen,  and  I  think  it  has  been  brought  out]  in 
this  investigation  that  there  have  been  acts  committed  that  come  at 
least  close  to  the  line  of  fraud,  but  over  which  we  cannot  exercise 

■  control,  and  therefore  call  for  support  on  the  part  of  the  Govern- 
ment.   As  to  excessive  speculation,  I  believe  to  the  best  of  our  ability 

•in  matters  which  are  within  our  control  we  have  adopted  rules  and 
regulations  to  cover,  and  with  regard  also  to  manipulation.  But  I 
am  trying  to  make  the  distinction  that  we  have  only  certain  power 

\  insofar  as  our  members  are  concerned,  which  power  we  try  to  exer- 

■  cise,  but  that  Federal  control  must  be  exercised  upon  those  without 
i  our  control. 

Senator  Couzens.  Senator  Costigan,  might  I  ask  a  question  right 
there  ? 

Senator  Costigan.  Certainly. 

Senator  Couzens.  Mr.  Whitney,  you  said  a  while  ago  that  those 

practices  which  you  were  unable  to  reach  were  participated  in,  in 

■numerous  cases,  hj  private  firms  where  securities  are  listed  on  the 

i  market,  and  you  are  unable  to  reach  them  in  connection  therewith, 

and  I  think  you  said  some  cases  had  been  presented  before  this  com- 

.Inittee.     Can  you,  from  your  recollection,  enumerate  one  or  two  of 

those  cases  that  have  come  before  this  committee  that  you  were  un- 

iable  to  reach? 

,     Mr.  Whitney.  I  cannot,  Senator  Couzens,  at  the  moment  give  you 

.  that  answer.    But,  again,  that  is  something  very  easy  to  obtain,  more 

particularly  probably  from  our  committee  on  stock  list. 

.      Senator  Couzens.  But,  Mr.  Whitney,  you  have  kept  in  touch  with 

these  hearings  quite  thoroughly  I  believe,  and  it  does  not  seem  com- 

iprehensible  to  me  that  you  cannot  recall  a  few  cases  that  have  been 

submitted  to  this  committee  which  you  would  designate  as  among 

; those  that  you  could  not  reach? 

Mr.  Whitney.  Senator  Couzens,  I  think  a  lot  that  has  transpired 
before  this  committee  had  no  particular  bearing  on  stock-exchange 
practices. 

Senator  Couzens.  I  am  not  asking  you  for  those,  but  the  kind  that 
did  come  before  this  committee  and  that  did  involve  stock-exchange 
practices.  You  may  consult  with  some  of  your  associates  if  you  like 
and  give  us  a  few  instances  of  such  cases. 

Mr.  Whitney  (after  consulting  Mr.  Redmond).  To  answer  you. 
Senator  Couzens,  I  will  say  in  all  honesty  that  I  have  not  read  word 
.for  word  the  transcript  of  the  hearings  held  here.  But  as  I  am 
;  reminded,  I  would  say,  and  I  do  not  remember  the  situation  specifi- 
cally, only  generally,  that  the  situation  with  regard  to  manipulations 
in  Warner  Bros,  stock  and  in  the  Fox  Film  stock  were  two  cases 
which  I  think  come  under  the  category  we  have  alluded  to. 

Senator  Couzens.  Those  are  two  illuminating  cases.  Now,  would 
you  include  in  that  category  the  Chase  National  Bank  stock? 

Mr.  Whitney.  That  was  not  done  on  the  New  York  Stock  Ex- 
change.   It  was  removed  from  the  list  prior  to  1929,  if  not  well  back 
[in  the  year  1928. 
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Mr.  Pecora.  It  was  not  removed  on  the  initiative  of  the  New  York 
Stock  Exchange,  was  it?  ! 

Mr.  Whitney.  I  do  not  quite  know,  Mr.  Pecora,  why  that  has  any 
bearing,  but  it  was  not ;  no.  "  . 

]Mr.  Pecora.  It  is  a  fact  on  the  record,  nevertheless.  Nor  was  the 
National  City  Bank  stock  removed  from  the  New  York  Stock  Ex- 
change list  on  the  initiative  of  that  stock  exchange.  > 

Mr.  Whitney.  But  there  had  been  nothing  to  our  knowledge  im- 
proper in  the  case  of  either  one  of  those  stocks  prior  to  their  removal,' 

Mr.  Pecora.  I  merely  want  the  record  to  show  that  fact  because 
you  say  those  stocks  were  removed  from  the  list.  I  want  the  record 
to  show  that  their  removal  was  on  the  initiative  of  the  banks  them-, 
selves. 

Mr.  Whitney.  And  on  a  vote  of  their  stockholders ;  yes,  sir. 

Senator  Cotjzens.  Pardon  me  for  interrupting  you,  Senator  Costi-  '• 
gan.    That  was  all  I  wanted  to  bring  out. 

Senator  Costigan.  Mr.  Whitney,  have  you  ever  known  of  an  in- 
stance where  the  exercise  of  the  function  of  broker  and  dealer  by  the  ■■ 
same  person  has  not  been  compatible  with  fair  dealing? 

Mr.  AVhitxey.  Yes.  sir. 

Senator  Costigan.  Will  you  ilhistrate  it  b}'  giving  us  the  substance  i 
of  such  an  instance?  ; 

Mr.  Whitney.  I  will  give  you  the  instance  that  occurs  to  my 
mind,  if  I  understand  your  question  correctly,  which  was  the  case  • 
of  a  specialist  some  years  ago:  A  specialist  a  year  or  two  ago  had  - 
orders  to  buy  at  a  lixed  price,  and,  if  I  remember  rightly,  it  was  at 
514.    He  had  such  orders  on  his  book,  and  yet  he  took  stock  for  his  - 
own  account  at  5l^.     And  again,  although  my  memory  may  not 
correctly  serve  me,  I  think  he  took  1,500  shares  at  Si/g  while  he  still 
had  orders  for  customers,  and  that  he  had  sold  those  1,500  shares  out 
at  a  profit.    That  situation  was  discovered,  and  the  broker  was  ex- 
pelled from  the  stock  exchange  because  he  had  dealt  for  his  own 
account  at  a  price  at  which  he  still  had  orders  to  buy  for  customers,  " 
which  is  contrary  to  the  rules  of  the  exchange. 

Senator  Costigan.  In  view  of  that  summary  handling  in  that  in-  ■ 
stance,  why  did  your  governing  committee,  speaking  through  you, 
say  to  us  that  you  recommend  that  a  Federal  regulatory  body  be 
given  authority  to  adopt  rules  governing  such  an  instance? 

Mr.  Whitney.  I  had  reference  there  to  the  prohibition  now  con-  ■ 
tained  in  the  bill  under  consideration  to  prevent  a  specialist  or 
member  of  the  exchange  having  the  right  to  act  as  dealer  and  as 
broker  and 


Senator  Costigan  (interposing).  You  say  3'ou  had  reference  then. 
Are  you  now  referring  to  3^our  prior  testimony  ? 

INIr.  Whitney.  No  ;  I  was  referring  to  what  occurred  just  now. 

Senator  Costigan  (continuing).  Or  to  your  language  which  I  am 
now  reading? 

Mr.  Whitney.  To  the  language  you  are  reading  from. 

Senator  Costigan.  How  many  specialists  are  connected  with  the 
New  York  Stock  Exchange? 

Mr.  Whitney.  Approximately  350. 

Senator  Costigan.  Did  you  hear  the  testimony  given  before  this 
committee  the  other  day  by  Mr.  Wright? 

Mr.  Whitney.  I  did  not. 
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Senator  Costigan.  Precisely  what  is  the  social  service  performed 
by  a  specialist? 

Mr.  Whitney.  Senator,  that  was  gone  into  for  some  hours  by  the 
specialist  the  other  day. 

Senator  Costigan.  I  should  be  very  happy  to  have  your  view  of  it. 

Mr.  Whitney.  Well,  may  I  read  from  my  statement  in  that 
regard  ? 

Senator  Costigan.  You  may  answer  the  question  in  any  way  you 
choose. 

Mr.  Whitney.  Well,  I  think  they  serve  the  purpose  of  creating 
a  market  in  executing  orders  for  customers;  and  if  they  did  not 
exist  as  specialists,  it  would  be  greatly  to  the  detriment  of  cus- 
tomers, who  are  the  public. 

Senator  Costigan.  My  recollection  is  that  Mr.  Wright  testified 
that  in  a  period  of  about  3  months,  dealing  only  in  one  stock  as  a 
specialist,  not  including  commissions,  he  made  about  $138,000.  I 
am  interested  to  know  what,  in  your  judgment,  is  the  social  service 
he  performs  that  justifies  that  compensation. 

Mr.  Whitney.  To  my  way  of  thinking,  that  was  not  compensa- 
tion. He  bought  for  his  own  account  securities  that  he  felt  would 
rise  in  price,  and  his  judgment  was  correct.  I  see  no  distinction 
from  doing  that  particular  thing  as  against  a  man  buying  a  piece 
of  real  estate  also  believing  that  at  the  end  of  a  period  of  time  it 
would  augment  in  value,  and  then  he  sold  it  and  his  judgment  proved 
to  be  correct,  so  that  he  made  a  handsome  profit. 

Senator  Costigan.  In  other  words,  you  see  no  necessity  for  con- 
trolling any  profits  of  specialists? 

Mr.  Whitney.  I  think  not,  sir;  because  you  must  realize  that  the 
specialist,  or  anybody  who  deals  for  his  own  account,  takes  a  risk 
of  losing  money  as  well  as  of  making  money.  In  other  words,  no 
one's  judgment  is  infallible. 

Senator  Costigan.  Would  your  answer  be  the  same  with  respect 
to  control  of  the  practices  of  specialists  as  you  have  kno^vn  them 
in  connection  with  the  New  York  Stock  Exchange  and  whether 
there  should  or  should  not  be  some  Federal  control  ? 

Mr.  Whitney,  It  is  my  personal  private  belief  that  the  rules  of 
the  exchange  with  regard  to  specialists  are  more  strict  and  more 
comprehensive  than  with  regard  to  any  other  class  of  brokerage 
business.  But  I  have  stated  in  all  m}^  memoranda  that  I  have  filed 
here  that  I  believe  there  are  differences  of  opinion  in  that  respect 
with  regard  to  the  segregation  of  dealer  and  broker,  and  I  advocate 
a  most  sincere  and  earnest  study  of  that  subject,  so  that  a  final  deter- 
mination and  solution  may  be  arrived  at  in  case  it  is  different  from 
our  point  of  view  at  the  present  time.  I  am  quite  open  to  any  ideas. 
Mr.  Pecora  suggested  the  other  day  specialists  reporting  their 
trades  for  their  own  account  to  the  exchange.  Certainly  we  would 
be  happy  to  see  anything  done  it  was  felt  in  the  public  interest  to 
be  of  benefit.  I  think  it  a  very  large  and  broacl  question  in  the 
financial  situation,  that  is,  the  entire  subject  of  segregation,  under 
which  specialists  come. 

Senator  Couzens.  Mr.  Whitney,  how  did  you  come  to  find  out 
about  this  specialist  who  bought  stock  at  5^/^  for  himself  and  then 
later  on  sold  it  at  a  higher  price  ?    How  did  you  discover  that  ? 
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Mr.  Whitney.  My  memory  is  not  as  good  as  it  used  to  be,  Senator 
Couzens,  and  I  have  forgotten  just  how  we  found  it  out.  But  I 
believe  it  was  through  a  broker  who  had  orders  for  that  stock,  and 
knowing  that  the  stock  had  sold  at  that  price  in  some  volume  and 
he  queried  the  business  conduct  committee,  and  they  investigated 
the  matter,  and  found  that  the  specialist  had  done  as  I  have  told 
you. 

Senator  Couzens.  So  it  was  a  matter  of  chance  and  luck  that  this 
situation  was  discovered.  It  was  discovered  in  that  way  rather 
than  by  any  general  audit  or  review  or  regulation  that  you  have 
of  auditing  that  specialist's  account  which  enabled  that  situation 
to  be  discovered  ? 

Mr.  Whitney.  That  may  be  so. 

Senator  Couzens.  That  is  what  I  am  trying  to  find  out.  I  should 
like  to  have  matters  so  arranged  that  they  would  not  be  haphazard ; 
that  there  would  be  some  means  of  audit  and  control  rather  than 
having  it  found  out  by  some  broker  out  in  the  field. 

Mr.  Pecora.  Or  by  means  of  some  customer  making  complaint? 

Senator  Couzens.  Yes. 

Senator  Kjean.  Mr.  Whitney,  isn't  it  true  that  if  that  stock  sold  in 
any  volume  and  was  so  quoted  on  the  exchange,  immediately  any 
customer  who  had  an  order  to  buy  or  sell  at  that  price  would  question 
his  broker  as  to  why  he  had  not  secured  that  stock? 

Mr.  Whitney.  Yes,  sir. 

Senator  Kean.  And  therefore  the  broker  would  send  the  matter 
up  to  the  governing  committee,  and  they  would  examine  into  it 
and  find  out  what  the  situation  really  was. 

Mr.  Whitney.  Yes. 

Senator  Couzens.  That  is  on  the  assumption  that  the  man  is  en- 
gaged all  the  time  in  speculative  buying  and  selling.  It  does  not 
take  into  account  the  casual  buyer  in  the  market,  who  is  not  watch- 
ing the  market  from  hour  to  hour  or  from  day  to  day. 

Mr.  Whitney.  Senator  Couzens,  I  am  sorry  to  say  that  I  do  not 
agree  with  that,  because  I  do  not  think  you  approach  it  from  the 
angle  it  is  approached  from,  and  that  is  that  a  broker,  the  representa- 
tive of  the  commission  house,  say,  Mr.  Kinnicutt's  house,  as  well 
as  the  others  he  spoke  of  here  today,  their  broker  on  the  floor  of 
the  exchange,  giving  orders  to  the  specialist,  is  forever  watching 
those  orders,  watching  the  tape,  to  see  whether  or  not  the  orders 
should  be  executed;  and  if  there  is  any  possibility  in  accordance 
with  the  tape  of  the  execution  of  an  order,  he  will  immediately  be 
aware  of  that  fact,  and  the  broker  will  send  in  reports.  And  the 
representatives  of  the  houses  who  are  acting  for  the  public  are 
always  seeking  to  see  that  the  public's  orders  are  executed,  and 
demanding  such  execution  from  the  specialist. 

Therefore,  I  think  that  is  a  very  sincere  method  of  control  exer- 
cised upon  specialists  in  that  regard. 

Senator  Couzens.  We  may  assume,  then,  from  that  statement,  Mr. 
Whitney,  that  these  are  very  high-grade  men,  all  of  them,  and  that 
only  one  in  all  of  your  experience  occurs  to  you  where  the  specialist 
got  in  trouble? 

Mr.  Whitney.  I  didn't  say  that,  Senator.  I  do  think  they  are 
very  high-grade  men. 


6878  STOCK   EXCHANGE   PRACTICES 

Senator  Couzens.  I  am  not  disputing  that,  but  I  am  saying  out 
of  350  men  who  are  specialists  you  can  recall  only  one  who  violated 
what  was  proper  ethics  or  rules  of  the  stock  exchange;  is  that 
correct  ? 

Mr.  Whitney.  No,  sir. 

Senator  Couzens.  Well,  how  many  do  you  recall  that  have  vio- 
lated the  ethics  or  the  rules  of  the  exchange? 

Mr.  Whitney.  That  I  cannot  say  definitely,  though  Mr.  Pecora 
has  that  in  his  record. 

Mr.  Pecora.  The  record  we  have  is  in  substance  to  the  following 
effect:  That  between  January  1928  and  October  1923,  24  members 
and  11  member  firms  of  the  New  York  Stock  Exchange  were  sus- 
pended or  expelled  for  reasons  other  than  insolvency.  Twenty- 
three  members  were  suspended  under  section  7  of  article  IT  of  the 
constitution  of  the  exchange,  which  provides  for  the  suspension  or 
expulsion  of  members  who  have  been  guilty  of  conduct  or  proceed- 
ing inconsistent  with  justice  and  equitable  principles  of  trade. 

And  then  there  were  other  penalties  imposed  for  infractions  of 
rules  or  regulations  of  the  exchange,  including  such  rules  and  reglu- 
lations  as  involved  the  making  of  opening  trades  at  prices  not  jus- 
tified by  market  conditions,  falsification  of  books  and  records  for 
the  evasion  of  income  taxes,  improper  business  methods  in  the  han- 
dling of  investment-trust  stock,  wash  sales,  falsification  of  answers 
to  New  York  Stock  Exchange  questionnaire,  placing  dummy  orders 
for  unusual  amount  of  shares  in  an  effort  to  raise  the  bid  price,  sup- 
plying stock  on  contract  which  members  owned  without  disclosing 
membership,  failure  to  charge  commissions. 

Mr.  Whitney.  However,  of  those,  sir,  I  think  you  have  the  direct 
answer  as  to  how  many  of  those  were  specialists,  have  you  not,  sir? 

Mr.  Pecora.  Yes,  sir. 

Mr.  Whitney.  I  think  that  was  what  Senator  Couzens  had  in 
mind. 

Senator  Couzens.  Yes. 

Mr.  Pecora.  In  addition  there  were  penalties  imposed  on  members 
for  various  other  infractions,  some  of  which  might  be  specified  now : 
Using  profane  language  to  an  exchange  employee  [laughter]  ;  using 
objectionable  language  to  another  member;  unjustified  remarks  re- 
garding another  member's  trading;  throwing  water  on  an  exchange 
employee  [laughter] 

Mr.  Whitney.  I  don't  think  these  are  necessarily  done  by  special- 
ists, are  they? 

Mr.  Pecora.  No ;  they  were  members. 

Senator  Costigan.  Did  these  cases  result  in  expulsion? 

Mr.  Pecora.  Fines  principally.  Throwing  torpedoes  on  exchange 
floor.     [Laughter.] 

Senator  Couzens.  May  I  have  the  answer  with  regard  to  the  spe- 
cialists ?    I  would  like  to  get  the  cleared  up.    What  have  you  on  that? 

Mr.  Pecora.  It  seems  that  between  Januaiy  1,  1928,  and  September 
1,  1933,  specialists  received  warnings  and  disciplinary  action  in  a 
total  of  93  instances. 

Senator  Couzens.  Does  that  indicate  whether  that  is  93  different 
specialists?  If  it  is,  it  is  a  large  percentage.  If  it  is  a  repetition  of 
the  same  specialists,  why,  there  is  something  wrong  with  the  ex- 
change to  permit  such  repetition. 

Mr.  Pecora.  It  appears  that  there  was  repetition. 
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Senator  Bulkley.  In  what  period  was  that  ? 

Mr.  Pecora.  Between  January  1,  1928,  and  September  1,  1933. 

Senator  Kean.  Five  years. 

Mr.  Pecora.  For  major  infractions  of  rules  there  were  7  specialists 
expelled,  2  suspended,  3  censured,  and  1  permitted  to  sell  his 
membership. 

Senator  Bulkley.  Would  a  man  invariably  be  expelled  for  buying 
stock  for  his  own  account  when  he  had  a  customer's  order  at  the  same 
time? 

Mr.  Whitney.  So  far  as  I  have  ever  known,  Senator  Bulkley.  I 
have  known  no  exceptions  that  I  can  think  of. 

Senator  Bulkley.  Would  he  quite  certainly  be  ejected? 

Mr.  Whitney.  We  believe  so;  yes. 

Senator  Bulkley.  The  reason  I  a,sk  that  is  the  man  that  you  told 
about  a  few  minutes  ago  that  bought  1,500  shares  must  have  had  some 
hope  of  getting  out.     Do  you  know  how  he  figured  it  ? 

Mr.  Whitney.  No,  I  do  not ;  but,  naturally,  anybody  who  is  break- 
ing rules  or  committing  a  crime  has  a  hope  that  the}''  are  going  to 
get  away  with  it. 

Senator  Bulkley.  One  thousand  five  hundred  shares  seems  a 
rather  large  amount  if  you  have  confidence  in  catching  him  at  even  a 
hundred  shares. 

Mr.  Whitney.  It  Avas  a  very  active  stock. 

Senator  Costigan.  Hoav  about  selling  for  their  own  account  at  the 
time  that  they  are  purchasing  for  a  client? 

Mr.  Whitney.  That  is  allowed,  sir,  if  under  certain  rules.  In 
other  words,  if  they  are  selling  for  their  own  account  where  the  client 
is  purchasing,  they  must  receive  confirmation  on  the  approval  of  that 
trade  by  the  representative  of  the  customer. 

Senator  Costigan.  Was  the  case  of  a  Miss  Roberts,  of  New  York, 
brought  to  your  attention,  Mr.  Whitney? 

Mr.  Whitney.  At  various  tirne^,  sir. 

Senator  Costigan.  Was  her  complaint  investigated  and  acted 
upon  ? 

Mr.  Whitney.  Most  thoroughly;  yes. 

Senator  Costigan.  What  form  of  action? 

Mr.  Whitney.  We  did  not  grant  her  complaint. 

Senator  Costigan.  There  was  in  that  instance,  was  there  not,  a 
judgment  in  one  of  the  courts  of  New  York  which  seemed  to  support 
her  claim? 

Mr.  Whitney.  A  certain  part  of  it  in  which  she  got  judgment. 

Senator  Costigan.  You  felt  that  the  judgment  did  not  justify  her 
complaint  ? 

]Mr.  Whitney.  Did  not  justify  any  further  action  by  the  exchange ; 
yes,  sir. 

Senator  Costigan.  I  mention  the  case  because  it  is  already  in  our 
records. 

Mr.  Whitney.  It  is  in  your  records,  and  very  full  letters  have 
been  written  in  regard  to  the  case  to  Senators  of  the  United  States. 

Senator  Costigan.  Mr.  Whitney,  do  you  claim  that  you  can  im- 
pose an  order  for  the  filing  of  frequent  reports  of  corporations  which 
have  already  listed  their  securities  with  the  exchange?  If  you  were 
to  adopt  a  rule  today  would  you  regard  it  as  retroactive  ? 
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Mr.  Whitney.  I  believe  we  probably  can ;  yes,  Senator. 

Senator  Costigan.  Have  you  ever  attempted  to  issue  that  sort  of  a 
rule? 

Mr.  Whitney  (after  conferring  with  Mr.  Redmond).  Perhaps  I 
do  not  quite  understand  your  question.  We  have  sought,  and  I  think 
gained,  from  corporations  the  filing  of  reports  in  accordance  with 
our  views. 

Senator  Costigan.  By  voluntary  action  on  their  part? 

Mr.  Whitney.  By  voluntary — well,  it  was  not  altogether 
voluntary. 

Senator  Costigan.  Do  you  claim  it  was  compulsory? 

Mr.  Whitney.  We  claimed  that  they  must  do  it,  because  they 
were  not  meeting  our  requirements.  If  you  have  reference  to  whether 
a  corporation  signed  an  agreement  with  us  in  the  past  only  to  file 
annual  reports  and  we  wished  to  impose  upon  them  the  filing  of 
quarterly  reports,  it  is  a  question,  but  I  do  not  believe  we  could 
enforce  it.  We  have,  however — I  think  I  said  it  here — been  striv- 
ing along  that  end,  where  we  believe  a  corporation  should  so  file, 
and  we  have  met  with  a  very  tremendous  acquiescence. 

Senator  Costigan.  But  you  do  recognize  limitations  on  your  power 
to  deal  with  corporations? 

Mr.  Whitney.  I  think  we  have  recognized  certain  limitations. 
Whether  or  not  they  are  limitations  that  are  subject  to  review  by 
a  court  is  perhaps  another  question. 

Senator  Costigan.  Do  you  regard  the  rule  of  the  exchange  to  en- 
force its  regulations  on  corporations  which  have  listed  their  securi- 
ties as  inadequate  with  respect  to  newly  listed  securities? 

Mr.  Whitney.  No,  sir. 

Senator  Costigan.  You  feel  you  have  full  power  in  such  instances, 
do  you? 

Mr.  Whitney,  Yes,  sir. 

Senator  Costigan.  In  such  cases  if  the  corporations  do  not  comply, 
what  are  your  remedies  ? 

Mr.  Whitney.  If  they  do  not  comply  with  their  agreement  with 
the  exchange,  our  remedy  is  to  strike  the  stock  of  the  corporation 
from  the  list. 

Senator  Costigan.  Is  that  remedy  not  one  which  is  apt  to  do  con- 
siderable injustice  to  stockholders? 

Mr.  Whitney.  It  may  do  a  great  injustice,  and  for  that  reason 
we  are  very  careful  not  to  exercise  it  unless  we  think  the  provoca- 
tion is  entirely  sufficient. 

Senator  Costigan.  Have  you  exercised  it  ? 

Mr.  Whitney.  We  have  suspended  dealing;  yes,  sir.  We  have 
stricken  in  some  cases.  We  have  threatened  to  strike  in  various 
cases. 

Senator  Costigan.  What  was  the  effect  on  the  stocks  in  such  in- 
stances?   Were  they  depressed  in  price? 

Mr.  Whitney.  In  the  cases  of  suspension  we  felt  that  the  stock 
should  not  be  traded  in  any  longer  until  a  thorough  investiga- 
tion had  been  made.  Where  they  were  stricken  we  felt  there  was 
due  cause  for  striking.  If  I  remember,  those  cases  that  come  to  my 
mind  the  stocks  were  selling  at  low  prices  at  the  time  of  the  sus- 
pension or  striking.  Where  we  have  threatened  to  strike  at  times 
the  stocks  were  selling  at  very  considerable  prices. 
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Senator  Costigan.  Is  it  not  your  judgment  that  the  Federal  Gov- 
ernment can  more  effectively  apply  penalties  against  individuals 
without  injuring  the  stock  holdings  of  outsiders  in  such  cases? 

Mr.  Whitney.  When  you  say  "  individuals  "  do  you  mean  in- 
dividuals or  corporations? 

Senator  Costigan.  Or  corporations. 

Mr.  Whitney.  No,  sir;  I  do  not. 

Senator  Costigan.  Or  the  officers  of  corporations  ? 

Mr.  Whitney.  With  respect  to  their  own  acts;  yes.  But  with 
respect  to  the  effect  upon  the  public  in  regard  to  corporate  acts,  I 
think  the  exchange  can  act  more  promptly  than  can  an  admiLis- 
trative  body. 

Senator  Costigan.  It  is  your  judgment  that  it  can  act  more 
promptly  ? 

Mr.  Whitney.  Yes,  sir.  And,  therefore,  in  the  interest  of  the 
public. 

Senator  Costigan.  Did  you  also  say  more  effectively? 

Mr.  Whitney.  Yes,  sir. 

Senator  Costtjan.  Then  your  recommendation  of  supervisory  Fed- 
eral power  has  no  relation  to  the  problems  we  are  discussing? 

Mr.  Whitney.  Yes ;  it  has. 

Senator  Costigan.  You  prefer  to  leave  those  to  the  stock  exchange? 

Mr.  Whitney.  Well,  Senator,  we,  I  think,  have  taken  this  in  three 
parts,  this  bill.  Ono,  that  relating  to  the  stock  exchanges,  the  other 
relating  to  the  use  of  credit,  and  the  third  referring  to  the  imposi- 
tion of  rules  and  regulations  upon  the  corporations  of  this  country. 
The  latter  two  we  believe  outside,  and  should  be  outside,  of  any  stock 
exchange  bill.  On  the  first  we  have  made  the  recommendations  as 
you  are  aware. 

Senator  Costigan.  It  is  my  understanding — and  I  trust  Mr.  Pecora 
will  check  with  respect  to  this — that  during  the  recent  hearings  of 
the  committee  there  has  been  testimony  indicating  questionable  action 
in  the  forms  of  pools  and  other  manipulations,  some  of  which  have 
involved  exchange  firms  and  exchange  members,  such  as  E.  F.  Hut- 
ton  &  Co.,  W.  E.  Hutton  &  Co.,  Ben  Smith,  Redmond  &  Co.,  Ames 
Bros.,  Kuhn,  Loeb  &  Co.,  and  Charles  Wright.  If  I  am  correctly  ad- 
vised— and  I  have  not  ,boen  in  attendance  at  all  the  meetings,  and, 
therefore,  speak  with  these  qualifications — may  I  ask  what  action  the 
New  York  Stock  Exchange  has  taken,  now  that  these  charges  have 
been  made  public,  to  indicate  its  approval  of  such  conduct? 

Mr.  Whitney.  I  think  in  the  case  of  E.  F.  Hutton  &  Co.  the  mat- 
ters are  under  advisement.  I  am  not  aware  that  there  were  practices 
indulged  in  by  any  of  the  others  that  were  contrary  to  the  rules  of  the 
exchange. 

Senator  Costigan.  Is  it  true  that  the  cou-^titution  of  the  New  York 
Stock  Exchange  forbids  information  being  Jiiven  to  its  members? 

Mr.  Whitney.  In  what  regard,  sir  ? 

Senator  Costigan.  My  information  is  that  Mr.  Redmond  testified 
the  other  day  that  there  was  some  prohibition  in  the  constitution 
against  divulging  information  to  members  of  the  exchange. 

Mr.  Redmond.  I  don't  think  so,  Senator. 

Senator  Costigan.  Am  I  incorrectly  advised  as  to  that,  Mr.  Red- 
mond? 
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Mr.  Pecora.  Perhaps,  Senator,  at  this  time  you  have  in  mind  what 
Mr.  Redmond  said  the  other  day  with  regard  to  the  treasuerer's 
report  of  tlie  exchange. 

Mr.  Redmond.  The  constitution  provides  specifically  that  the  finan- 
cial statement  of  the  exchange  shall  be  furnished  to  the  finance  com- 
mittee and  to  the  governing  committee  of  the  exchange.  That  is  the 
constitutional  provision. 

Mr.  Whitney.  And  they  being  elected  by  the  members. 

Mr.  Redmond.  Yes. 

Senator  Costigan.  Are  there  special  reasons  for  keeping  such  in- 
formation confidential  ? 

Mr.  Redmond.  Senator  Costigan,  to  my  best  knowledge  that  pro- 
vision has'  been  in  the  constitution  of  the  exchange  for  a  great  many 
years.  What  its  original  purpose  was  I  cannot  pretend  to  state. 
But  it  has  been  in  the  constitution  and  has  been  signed  by,  I  think, 
probably  every  member  of  the  exchange  who  is  a  member  today. 
It  is  a  very  ancient  provision  of  the  constitution. 

Senator  Costigan.  May  I  repeat  the  question,  as  to  whether  there 
are  any  reasons  known  to  you  or  Mr.  Whitney  why  that  clause 
should  remain  in  the  constitution? 

Mr.  Whitney.  I  will  answer  "  no."  I  don't  know  what  Mr, 
Redmond  will  answer. 

Mr.  Redmond.  I  thought  you  were  asking  me  what  reasons  there 
were  at  the  time  of  its  adoption,  Senator.  I  frankly  do  not  know 
those. 

Senator  Costigan.  In  organized  circles  there  might  be  thought  to 
be  some  analogy  between  such  a  provision  and  what  has  been  rather 
depreciatingly  referred  to  as  "  yellow-dog  contracts  ",  an  imposition 
on  members  of  conditions  which  keep  them  from  free  action  with 
respect  to  matters  of  importance  or  deemed  important  by  them. 

Mr.  Whitney.  I  imagine  the  business  life  of  a  member  is  pretty 
important  to  him,  and  yet  he  signs  that  into  the  hands  of  the  govern- 
ing committee  willingly  on  joining  the  exchange. 

Mr.  Pecora.  He  has  no  alternative  if  he  wants  to  become  a 
member  ? 

Mr.  Whitney.  He  has  not,  sir,  but  he  does  not  have  to  become  a 
member. 

Senator  Cositgan.  I  think  that  is  all,  Mr.  Chairman. 

Senator  Kean.  Mr.  Whitney,  on  the  exchange  a  man  goes  up  to 
a  specialist — and  there  may  be  two  at  the  same  time — and  it  niay 
be  a  question  of  buying  a  hundred  shares  at  an  eighth,  and  he  gives 
the  hundred  shares  to  that  man  instead  of  giving  it  to  that  man. 
Now,  of  course,  that  man  makes  a  complaint,  does  he  not,  or  is  very 
apt  to,  that  he  has  not  been  fairly  treated  ? 

Mr.  Whitney.  You  mean  if  two  men  are  bidding  at  an  eighth  for 
stock  in  the  crowd? 

Senator  Kean,  Yes, 

Mr,  Whitney,  And  someone  comes  in  there  and  sells  a  hundred 
at  an  eighth? 

Senator  Kean,  Yes. 

Mr,  Whitney,  Then  the  seller  has  no  jurisdiction  as  to  who  will 
buy  that  100  shares.  The  other  two,  as  I  think  is  commonly  known 
in  brokerage  circles,  "  match  "  to  see  who  gets  the  purchase. 
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Senator  Kean.  Yes,  but  I  am  talking  about  sometimes  a  broker 
gives  a  preference  to  one  man,  and  that  then  there  is  a  complaint, 
and  that  accounts  for  some  of  these  numerous  complaints  that  you 
have.    Isn't  that  true? 

Mr.  Whitney.  You  mean  where  he  is  a  seller,  Senator,  of  that 
100  shares? 

Senator  Kean.  Yes ;  and  he  gives  it  to  one  man  that  is  bidding  an 
eighth  and  ignores  the  other  one. 

Mr.  Whitney.  He  gives  the  orders? 

Senator  Kean.  Oh,  no ;  he 

Mr.  Whitney.  Sells  the  stock? 

Senator  Kean.  Yes. 

Mr.  Whitney.  We  cannot  do  it,  sir,  under  the  rules. 

Senator  Kean.  Isn't  there  sometimes  a  question  of  dispute  as  to 
whether  lie  sold  it  at  an  eighth  or  whether  he  sold  it  at  a  quarter? 

Mr.  Whitney.  Oh,  yes.     Yes. 

Senator  Kean.  Isn't  that  one  of  the  complaints  that  is  continually 
brought  up  before  the  board  ? 

Mr.  Whitney.  Very  often  before  the  committee. 

Mr.  Kean.  And  the  man  censured  if  it  happens  more  than  once? 

Mr.  Whitney.  No;  I  would  not  say  that  that  was  a  question  of 
censure.  It  might  be  an  occasion  of  complaint  frequently,  for 
adjudication. 

Senator  Kean.  All  these  sales  are  made  by  voice? 

Mr.  Whitney.  Yes,  sir. 

Senator  Kean.  The  consequence  is  that,  if  there  is  a  dispute  about 
the  sale,  why,  the  only  place  they  can  go  to  is  the  committee? 

Mr.  Whitney.  That  is  correct. 

Senator  Kean.  And  therefore,  any  dispute  comes  up  to  the  com- 
mittee on  any  sale  at  all? 

Mr.  Whitney.  Where  there  is  a  complaint ;  yes,  sir. 

Senator  Ivean.  And  that  accounts  for  a  large  number  of  these 
complaints? 

Mr.  Whitney.  I  would  believe  a  lot  of  them. 

The  Chairman.  Are  there  any  other  questions  any  member  of 
the  committee  wants  to  ask? 

Mr.  Pecora.  Mr.  Whitney,  may  I  ask  on  how  many  occasions  in 
the  past  5  years  the  governing  authorities  of  the  exchange  have 
required  their  members  to  report  short  })Ositions  by  customers  in 
any  given  security  or  securities? 

Mv.  Whitney.  1  would  have  to  get  that  for  you,  Mr.  Pecora.  If 
you  desire  it,  I  will. 

Mr.  Pecora.  And  where  the  governing  authorities  have  undertaken 
to  obtain  such  information  what  has  been  the  purpose? 

Mr.  Whitney.  Various  purposes. 

Mr.  Pecora.  For  instance? 

Mr.  Whitney.  Well,  we  have  had  instances  where  there  have  been 
reports  of.  I  think,  what  started  the  investigation  by  the  Senate 
committee  on  April  8,  1932,  and  then  we  asked  for  the  short  selling 
statistics  particularly  for  that  time,  which  was  unusual.  W^e  ask 
for  short  selling  statistics,  as  you  know,  now  every  nio'ith.  It 
used  to  be,  I  believe,  bimonthlv.  prior  to  that  weekly,  and  prior 
to  that  daily      i^nd  I  think  there  have  been  various  special  inquiries, 
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questionnaires  as  to  purchases  and  sales  in  stocks,  for  various 
reasons. 

Mr.  Pecora.  Can  you  enumerate  the  reasons  ? 

Mr.  Whitney.  No,  sir.  I  will  be  very  glad  to  get  the  records 
if  you  desire  them  of  the  business  conduct  committee  telling  you  iii 
detail  what  questionnaires  have  been  sent  out. 

Mr.  Pecoea.  When  at  the  time  of  the  institution  of  this  investi- 
gation in  April  1932  the  exchange  made  the  inquiry  that  you  have 
referred  to,  did  the  exchange  make  that  information  available  to 
the  committee? 

Mr.  Whitney.  Yes,  sir. 

Mr.  Pecora.  And  on  other  occasions  where  the  exchange  has  ac- 
quired such  information  for  any  special  purpose,  what  was  done  with 
the  information? 

Mr.  Whitney.  Why,  very  often,  sir,  it  has  been  given  to  the 
attorney  general  of  the  State  of  New  York. 

Mr.  Pecora.  In  cases  where  members  of  the  exchange  have  been 
disciplined  for  such  infractions  of  the  rules  as  the  making  of  wash 
sales  has  the  exchange  gone  beyond  inflicting  its  own  disciplinary 
power  upon  the  members  ? 

Mr.  Whitney.  I  think  always,  sir,  those  have  been  reported  to  the 
attorney  general  of  the  State  of  New  York,  so  far  as  I  know. 

Mr.  Pecora.  Are  you  quite  sure  of  that? 

Mr.  Whitney.  I  would  not  be  positive.  I  do  not,  frankly,  re- 
member any  such  instances  of  recent  rate  as  to  wash  sales.  I  think 
there  can  be  readily  obtained  from  the  attorney  general  of  the  State 
of  New  York  the  exact  endeavor  of  help  that  we  have  offered  to  him 
at  all  times,  and  his  predecessors. 

Mr.  Pecora.  Where  members  have  been  disciplined  for  such  reasons 
as  falsification  of  records  for  income-tax  evasion,  has  report  of  those 
infractions  been  made  to  the  public  authorities? 

Mr.  Whitney.  I  only  know  of  one  case,  and  that  to  the  best  of 
my  knowledge  was  immediately  reported ;  yes,  sir. 

Mr.  Redmond.  To  both  Federal  and  State  authorities,  Mr.  Pecora. 

Mr.  Pecora.  I  think  Mr.  Kinnicutt  offered  for  the  record  here  a 
form  of  questionnaire  that  is  sent  out  semiannually  to  members  of 
the  exchange? 

Mr.  Whitney.  Or  more  often,  sir.  It  is  the  regular  business- 
conduct  committee's  questionnaire. 

Mr.  Pecora.  I  don't  know  what  was  done  with  the  form  that  he 
put  into  the  record.     Do  you  happen  to  have  a  copy  of  it? 

Mr.  Redmond.  I  do  not  have  a  copy  with  me,  Mr.  Pecora.  I  think 
there  must  be  one  in  your  files.  I  am  pretty  sure  it  has  been  sub- 
mitted to  you. 

Mr.  Pecora.  We  took  the  returns  of  the  questionnaire  that  we 
addressed  to  your  exchange  and  put  them  into  the  record  here.  It 
was  rather  a  bulky  document. 

Mr.  Redmond.  I  meant  oiu-  financial  business  conduct  question- 
naire. 

Mr.  Whitney.  The  one  that  Mr.  Kinnicutt  referred  to  is  the  regu- 
lar questionnaire  of  the  business  conduct  committee  which  is  sent  out 
periodically  to  the  firms  under  its  jurisdiction. 
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The  Chairman.  That  is  all,  Mr.  Whitney. 

Mr.  Whitney.  Thank  you,  Mr.   Chairman.     I   appreciate   your 
courtesy  and  that  of  the  committee  to  us  all. 
The  Chairman.  Mr.  Y.  E.  Booker. 

STATEMENT  OF  Y.  E.  BOOKER,  VICE  PRESIDENT,  WASHINGTON 
STOCK  EXCHANGE,  WASHINGTON,  D.C. 

The  Chairman.  State  your  name,  place  of  residence,  and  occu- 
pation. 

Mr.  Booker.  Y.  E.  Booker ;  vice  president  Washington  Stock  Ex- 
change; senior  partner  in  the  firm  of  Y.  E.  Booker  &  Co.,  Wash- 
ington. 

Gentlemen,  I  just  want  to  speak  very  briefly  on  this  bill  as  it 
affects  our  little  AVashington  Stock  Exchange.  The  two  sections  that 
affect  us  are  section  10  and  section  7. 

The  Washington  Stock  Exchange  is  almost  purely  an  investment 
exchange.  There  is  no  speculation  there  that  I  know  of.  There  has 
not  been  any  for  a  number  of  years.  So  far  as  I  know  there  is  no 
margin  trading  there.  I  do  not  think  there  would  be  any  margin 
trading  even  if  we  tried  to  do  it,  because  there  is  an  almost  complete 
absence  of  speculative  securities  there. 

The  sales  represent  actual  purchases  by  investors  who  buy  for 
their  own  account  for  investment,  pay  for  them,  and  lock  them  up 
in  their  boxes.  Virtually  all  the  active  members  of  the  Washington 
Stock  Exchange  are  dealers  in  securities  and  underwriters  of  securi- 
ties, as  well  as  being  brokers.  Their  present  organizations  have  been 
built  up  to  perform  the  functions,  both  of  a  dealer  in  securities 
and  of  a  broker  in  securities,  for  the  purchase  of  investment  securi- 
ties on  exchanges. 

Under  section  10,  as  I  read  it,  the  dealers  would  be  compelled  to 
either  give  up  their  memberships  on  the  stock  exchange  or  give  up 
their  business  in  the  underwriting  of  securities.  Most  dealers  could 
not  stand  this  segregation  of  their  business.  We  have  a  lot  of  em- 
ployees who  are  trained  especially  in  one  branch  of  it,  for  the  stock 
exchange  end,  and  in  the  other  branch  for  the  underwriting  and  dis- 
tribution of  securities,  and  if  we  were  forced  to  just  cut  our  businesses 
in  half,  it  would  necessitate  the  letting  out  of  some  of 'our  employees, 
and  I  think,  so  far  as  the  Washington  Stock  Exchange  is  concerned, 
we  would  lose  the  benefit  of  the  Washington  Stock  Exchange  for 
the  investors  of  Washington. 

Not  only  that,  but  it  would  be  an  inconvenience  to  our  customers, 
because  our  clients  are  in  the  habit  of  coming  to  us  for  investment 
counsel  and  advice.  They  naturally  buy  and  sell  on  exchanges 
through  the  same  brokers  where  they  buy  their  securities  outright. 
In  other  words,  if  they  come  in  to  us  to  buy  their  investment  securi- 
ties, when  they  want  to  buy  or  sell  a  bond  on  the  Washington 
Stock  Exchange,  they  would  naturally  come  to  us.  Under  this 
bill  we  would  not  be  permitted  to  retain  our  membership  on  the 
exchange,  and  would  have  to  say  to  our  clients :  "  We  cannot  buy 
this  bond  for  you  on  the  exchange  "  and  they  would  have  to  go 
somewhere  else.  I  think  that  would  be  an  inconvenience  to  the 
clients.  I  know  it  would  be  a  great  hardship  to  the  dealers,  and  I 
feel  that,  as  our  exchange  is  organized,  we  would  have  to  close 
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out,  because  I  do  not  think  we  could  get  enough  business  and  enough 
active  people  to  support  it,  if  you  limit  it  to  people  who  are  not 
dealers.  There  is  virtually  nobody  else  on  the  Washington  Stock 
Exchange. 

Senator  Kean.  In  other  words,  you  would  starve  to  death? 

Mr.  Booker.  We  are  not  getting  rich  on  the  stock-exchange  busi- 
ness, but  at  present  there  is  virtually  no  underwriting  business, 
although  we  hope  there  will  be.  The  two  have  always  gone  hand  in 
hand.  Dealers  have  always  been  members  of  the  little  local  stock 
exchange. 

Section  7  of  the  bill  w^ould  also  work  a  hardship  on  most  of  the 
small  dealers  throughout  the  country.  I  think  my  own  case  is 
typical.  We  buy  bonds  in  New  York  constantly,  whether  they  are 
on  the  exchange  or  off.  We  have  to  pay  for  them  in  New  York.  Our 
firm  has  a  small  capital.  We  find  it  best  to  keep  a  part  of  it  in 
securities,  mostly  in  Government  bonds.  We  find  it  is  very  conven- 
ient to  keep  part  of  those  bonds  in  New  York,  with  our  correspond- 
ent. When  we  buy  a  block  of  bonds,  say  $10,000  bonds  for  an  indi- 
vidual's account  in  New  York,  we  instruct  the  broker  who  sells 
them  to  us  to  deliver  them  to  our  New  York  correspondent.  He 
charges  our  account  with  that,  and  really  loans  us  the  money  on 
the  strength  of  the  securities  we  have  deposited  there.  The  bonds 
are  then  shipped  to  us.  We  deliver  them  to  our  client,  who  pays  for 
them,  and  we  send  the  money  back  to  New  York.  That  loan  stands 
for  about  2  days. 

Under  section  7,  no  member  of  a  national  exchange  can  borrow 
money  excejot  from  the  Federal  Reserve  bank.  In  our  case  it  would 
mean  we  would  either  have  to  carry  a  lot  of  cash  in  New  York  and 
have  it  idle  most  of  the  time,  or  we  would  have  to  go  to  some  of  our 
Washington  banks  and  make  a  separate  loan  each  day  for  each  one  of 
those  transactions,  put  up  collateral,  sign  a  note,  and  2  days  after 
pay  off  the  loan,  get  the  collateral  back,  and  repeat  the  ])rocess  con- 
stantly. It  would  be  a  nuisance  to  the  banks,  and  would  be  a  great 
hardship  to  us,  whereas  under  the  present  system  it  is  just  book- 
keeping. We  buy  the  bonds,  and  our  account  is  charged  with  them, 
and  then  within  about  2  days  we  pay  for  them.  The  interest  only 
runs  while  we  actually  have  the  loan. 

The  Chairman.  Your  objections  are  to  sections  10  and  7? 

Mr.  Booker.  They  are  the  only  two  I  am  objecting  to,  because 
they  are  the  two  that  vitally  affect  our  little  Washington  Stock 
Exchange,  and  I  think  our  little  exchange  is  representative  of  a 
great  many  of  the  small  exchanges.  I  think  perhaps  my  business 
is  representative  of  the  business  of  a  great  many  of  the  small  local 
dealers  throughout  the  United  States. 

The  Chairman.  You  want  to  continue  as  a  dealer  and  broker 
and  underwriter? 

Mr.  Booker.  It  would  work  a  great  hardship  on  me  if  I  did  not. 
Not  only  would  we  lose  our  commissions  on  securities  which  we  buy 
and  sell  on  the  stock  exchange,  but  we  would  also  lose  our  invest- 
ment in  our  seat.  If  every  dealer  in  Washington  had  to  elect  to 
remain  on  the  stock  exchange  or  remain  a  dealer,  he  would  have  to 
remain  a  dealer. 
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The  Chairman.  What  is  the  price  of  a  seat  now  on  the  Washing- 
ton Exchange? 

Mr.  Booker.  It  is  little  or  nothing.  The  last  sale  was  $200.  I 
bought  one  4  years  ago,  however,  for  $4,000. 

The  Chairman.  Do  you  have  the  same  rule  that  the  New  York 
Stock  Exchange  has,  that  that  seat  shall  not  pass  as  an  asset  in 
case  you  should  die,  or  in  case  you  should  become  bankrupt,  so 
that  the  creditors  could  not  reach  the  value  of  the  seat? 

Mr.  Booker.  There  is  an  insurance  clause  in  connection  with  our 
seat.  It  carries  $2,000  life  insurance.  In  case  the  broker  dies,  there 
is  $2,000  in  a  gratuity  fund  in  the  exchange  to  cover  that  feature 
of  it. 

The  Chairman.  It  goes  to  the  exchange  and  not  to  your  estate? 

Mr.  Booker.  No.  It  would  go  to  my  estate,  but  it  would  go  to 
the  exchange  if  I  had  any  outstanding  obligations  which  I  had  not 
met  on  the  exchange.  It  is  there  for  that  purpose,  to  protect  the 
other  members  of  the  exchange. 

Mr.  Pecora.  What  the  chairman  wanted  to  know  was  whether 
or  not  your  exchange  had  a  rule  similar  to  that  of  the  New  York 
exchange,  under  which  the  proceeds  from  the  sale  of  a  member's 
seat  would  not  be  available  to  the  general  creditors  of  a  bankrupt 
member. 

Mr.  Booker.  I  know  of  no  such  rule.  In  fact,  I  am  quite  sure 
there  is  no  such  rule,  because  we  happened  to  have  a  similar  case 
some  time  back,  and  I  remember  there  was  an  effort  made  to  attach 
the  seat. 

Senator  Kean.  But  is  it  not  true  that  the  exchange  specifies  that 
the  debts  of  the  members  of  the  exchange  to  other  members  of  the 
exchange  shall  first  be  settled  before  it  goes  to  the  general  creditors. 

Mr.  Booker.  I  think  that  was  the  purpose  of  putting  the  insur- 
ance clause  in  there,  in  case  the  member  died  and  he  had  a  com- 
mitment with  another  member. 

The  Chairman.  How  many  members  have  you  ? 

Mr.  Booker.  Fort}^  members.  Of  those  40  members,  there  are  not 
more  than  a  dozen  who  are  at  all  active.  Our  exchange  in  years 
gone  by  used  to  be  very  active,  but  in  recent  years  there  has  been 
barely  a  corporal's  guard  there,  but  we  have  tried  to  keep  it  open. 
Its  principal  function,  I  think,  is  giving  public  quotations  to  the 
securities  listed.  Some  days  there  will  not  be  more  than  two  sales, 
but  each  day  the  list  will  be  called,  and  there  will  be  actual  bids 
and  offers.  That  is  an  actual  protection  to  the  public,  to  protect 
the  public  from  people  selling  them  something  far  above  the  offer- 
ing price  or  buying  it  from  them  far  below  the  bid  price.  It  is 
also  a  protection  and  service  to  the  Washington  banks,  which  make 
loans  on  these  local  securities  and  which  take  the  Washington  Stock 
Exchange's  daily  quotations,  which  are  printed  in  the  local  papers, 
and  check  the  loans  against  them.  It  is  not  a  big  market,  but  it 
is  better  than  no  market,  and  it  does  show  the  bid  and  asked. 

The  Chairman.  What  margins  do  you  require? 

Mr.  Booker.  We  do  not  do  any  margin  business.  I  never  have 
done  any  margin  business.  So  far  as  I  know,  all  the  transactions  on 
the  Washington  Stock  Exchange  are  paid  for  outright.  I  can  only 
speak  for  myself.  I  never  have  executed  any  other  kind  of  an  order 
on  the  local  exchange. 
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The  Chairman.  Are  there  any  questions? 

Senator  Kean.  What  margin  do  the  banks  require  on  Washing- 
ton stocks ;  do  you  know  ? 

Mr.  Booker.  I  think  the  Washington  banks,  or  most  of  the  invest- 
ment securities  on  the  Washington  Exchange,  would  be  perfectly 
willing  to  lend  on  a  25-percent  margin. 

Senator  Kean.  Then  you  have  established,  practically,  that  you 
are  operating  on  a  25-percent  margin. 

Mr.  Booker.  Yes. 

The  Chairman.  That  is  all,  Mr.  Booker. 

Mr.  Booker.  Thank  you. 

The  Chairman.  I  have  here  a  number  of  statements  with  refer- 
ence to  the  bill,  which  I  would  like  to  insert  in  the  record. 

The  first  is  a  statement  on  behalf  of  the  United  Fruit  Co.,  dealing 
with  the  question  of  the  requirement  of  corporation  reports. 

The  next  is  a  communication  from  Mr.  John  K.  Starkweather. 
He  has  made  certain  criticisms  of  the  bill. 

I  have  also  a  communication  from  a  Mr.  Donald  E.  Fritts.  He 
encloses  an  exhibit.  I  will  not  put  the  exhibit  in,  but  I  would  like 
to  insert  his  letter  in  the  record. 

I  have  also  an  editorial  from  the  New  York  Evening  Post  which 
I  think  should  go  into  the  record.  It  is  entitled  "A  Twenty  Billion 
Dollar  Stock  Orgy." 

I  have  also  an  editorial  from  the  St.  Louis  Star-Times,  entitled 
"  Mr.  Whitney's  St.  Louis  Aids." 

There  is  also  a  letter  from  Mr.  S.  L.  Bernstein. 

(The  communications  will  be  printed  at  the  conclusion  of  today's 
proceedings.) 

The  Chairman.  Is  there  anyone  present  who  wishes  to  be  heard? 
Is  Mr.  Leonard  present?    He  has  asked  to  be  heard.     (No  response.) 

If  there  is  no  one  present  who  desires  to  be  heard,  we  will  take  a 
recess  until  10 :  30  tomorrow  morning. 

(Whereupon,  at  4:10  p.m.,  Monday,  Mar.  5,  1934,  an  adjourn- 
ment was  taken  until  tomorrow,  Tuesday,  Mar.  6,  1934,  at  10 :  30 
a.m.) 

Washington,  D.C,  March,  2,  lOSJ^. 

The  United  Fruit  Co.  and  its  wholly  owned  subsidiaries  carry  on  business 
in  many  countries  of  the  world.  It  operates  extensive  banana,  sugar,  coco- 
nut and  cacao  plantations  in  the  various  countries  of  Central  America  and 
the  islands  of  the  West  Indies.  It  also  operates  in  these  countries  railroads, 
commissaries  or  stores,,  hospitals,  and  many  other  smaller  commercial  enter- 
prises. In  the  United  States,  Canada,  and  all  the  countries  of  Europe  it  has 
large  selling  organizations  and  it  operates  approximately  100  ships,  plying 
between  the  countries  of  Central  America  and  the  United  States,  Canada,  and 
Europe. 

It  will  be  apparent,  therefore,  that  it  is  impossible  for  the  United  Fruit  Co. 
to  make  interim  statements  of  the  kind  proposed  by  the  pending  stock  exchange 
control  bill.  The  statements  of  great  international  companies  such  as  the 
United  Fruit  Co.  are  by  the  nature  of  the  business  itself  the  consolidated 
statements  of  a  large  number  of  wholly  owned  associated  companies  and  it 
cannot  assemble  for  the  purposes  of  such  statements  the  necessary  facts  in 
any  practical  way.  The  business  is  carried  on  in  so  many  countries  and 
with  so  many  various  steamship  lines,  railroad  companies,  and  governments 
and  the  operations  are  in  many  different  kinds  of  money  with  fluctuating 
exchanges  and  various  relations  which  can  only  be  wound  up  and  closed  at 
the  end  of  the  year.  The  matter  of  taxes  alone  in  the  various  countries  can 
only  be  prorated  by  guesses  as  to  what  the  total  net  earnings  are  going  to 
be  at  the  end  of  the  year. 
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It  is  also  impossible  for  a  company  doing  a  seasonal  business  to  file  satis- 
factory reports  of  the  type  contemplated  by  this  proposed  bill.  In  a  seasonal 
agricultural  business  the  expenses  are  chiefly  incurred  in  one  part  of  the 
year  and  the  earnings  almost  wholly  in  another  part  of  the  year.  It  is,  of 
course,  farcical  to  contemplate  making  a  statement  which  has  any  significance 
except  at  the  close  of  the  year,  that  is  to  say,  when  a  complete  cycle  of  events 
has  taken  place. 

In  some  businesses  it  is  comparatively  simple  to  make  a  correct  monthly, 
quarterly,  or  semiannual  report.  In  other  businesses  the  cost  of  making  in- 
ventories and  revaluations  would  be  so  excessive  that  to  demand  them  monthly 
would  tend  to  destroy  the  business,  and  yet  it  might  be  a  reasonable  require- 
ment in  those  businesses  to  have  statements  filed  quarterly. 

Again,  you  have  certain  businesses  the  nature  of  which  precludes  the  possi- 
bility of  any  accurate  statement  of  operations  or  trial  balances  being  made 
except  at  the  end  of  each  year.  It  is  not  impossible  for  the  United  Fruit  Co.  to 
make  an  e.stimate  of  its  condition  quarterly.  It  is  absolutely  impossible  to 
make  any  statement  that  any  officer  of  the  company  will  be  willing  to  sign 
as  an  accurate  one.  Too  mucli  of  it  would  be  guesswork,  and  we  have  received 
information  within  the  last  few  days  that  we  will  not  be  able  to  find  any 
certified  accountant  prepared  to  certify  to  quarterly  statements  of  the  United 
Fruit  Co.  of  the  kind  required  by  the  bill  as  it  now  stands. 

This  is  from  no  desire  to  hide  facts.  It  comes  solely  from  the  impossibility 
of  determining  facts  in  this  world-wide  business,  chiefly  agricultural.  We 
issue  informal  estimates  each  qunrter,  making  it  clear  that  it  is  an  estimate 
and  not  an  official  statement  of  conditi<m.  We  take  the  public  into  our  confi- 
dence to  the  extent  that  they  may  have  the  opinion  of  those  administering 
the  company's  affairs  as  to  what  we  believe  is  the  situation.  That  is  to  say, 
we  share  our  "best  guess"  with  the  public,  but  neither  we  nor  anyone  else 
can  certify  under  oath  or  otherwise  that  our  estimate  is  correct.  That  fact 
cannot  be  determined  until  the  end  of  the  year.  No  law  can  alter  this  fact. 
All  such  a  law  will  mean  so  far  as  we  are  concerned  is  that  we  cannot  con- 
tinue to  have  our  stock  listed  on  the  exchanges.  This  means  that  the  pro- 
visions as  they  stand  are  unreasonable  because  there  cannot  be  any  company 
in  the  United  States  more  anxious  than  is  this  company  to  live  up  to  its 
legal  and  moral  obligations  in  respect  to  fair  and  honest  dealings  with  its 
shareholders  and  the  public. 

Gulf  Stream  Apartments, 

Miami  Beach,  Fla. 

Memorandum  summarizing  certain  objections  to  the  proposed  "  National  Secur- 
ities Act  of  1934  ",  as  outlined  in  a  recent  conversation  with  Hon.  James  M. 
Landis. 

As  we  read  the  proposed  bill,  it  would  not  be  possible  for  the  bond  house 
to  be  an  underwriter  and  at  the  same  time  do  business  with  the  pul)lic  directly 
as  a  dealer  or  broker,  provided  it  were  doing  any  business  through  stock- 
exchange  brokers. 

Recognizing  as  we  do  the  thought  underlying  this  provisi(m,  nevertheless 
we  w(>uld  point  out  that  very  few  houses  will  have  the  capital  or  the  estab- 
lished business  sufficient  to  warrant  tlieir  confining  their  activities  to  pure 
underwriting.  The  results  to  be  expected  in  my  opinion  will  be  (1)  a  tendency 
to  drive  all  new  underwriting  of  importance  into  the  hands  of  a  few  large 
houses,  principally  in  New  York,  of  the  general  type  of  IMorgan  and  Dillon, 
Read;  (2)  to  make  it  difficult  if  not  impossible  for  the  small  or  purely  local 
industries  to  finance  themselves,  as  such  underwriting  houses  are  not  inter- 
ested in  this  type  of  security;  and  (3)  to  eliminate  from  the  local  security 
houses  throughout  the  country  a  type  of  business  which  contributes  largely 
to  their  succes.s  and  which  they  are  best  qualified  to  handle. 

As  we  read  the  bill  further  it  would  prevent  the  same  security  house  from 
acting  in  the  capacity  of  both  dealer  and  broker.  It  would  be  our  judgment 
that  this  provision  was  written  into  the  bill  having  in  mind  certain  abuses 
in  the  stock  market  and  that  it  was  not  aimed  at  the  investment-bond  busi- 
ness. If  put  into  torce,  however,  it  would  in  my  opinion  put  out  of  business  a 
very  large  number  of  smaller  firms,  which  like  my  own  are  not  interested 
in  nor  involved  in  speculative  activities,  but  solely  in  the  distribution  to 
investors  of  municipal,  railroad,  and  corporation  bonds.     In  the  normal  course 
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of  our  business  we  are  called  upon  to  make  bids  for  our  own  account  for 
bonds  in  wliicli  we  are  interested,  and  to  buy  or  sell  for  customers'  account 
others  in  which  we  have  no  interest.  We  may  on  the  same  day  participate 
in  an  underwriting  or  purchase  group  which  is  bidding  on  issues  of  municipal 
bonds. 

There  is  no  possible  objection  on  our  part  to  advising  our  customers  clearly 
on  each  transaction  in  which  capacity  we  are  acting,  but  to  confine  us  to 
one  or  the  other  exclusively  would  make  it  extremely  doubtful  whether  we 
could  continue  in  business  and,  in  any  event,  would  greatly  reduce  the  value 
of  the  service  we  render  to  the  investing  public.  We  fail  to  see  that  the  in- 
vesting public  is  harmed  by  our  acting  in  this  dual  capacity  in  separate 
transactions  or  even  in  the  same  one,  provided  the  customer  knows  our  position. 

Most  of  the  smaller  firms  do  not  have,  under  present  conditions,  enough 
pure  brokerage  business  to  support  their  oi-ganizations ;  neither  can  they 
possibly  carry  enough  different  issues  on  hand  on  a  dealer  basis  to  satisfy 
every  need  of  their  customers  as  to  variety  and  amount;  on  either  basis, 
therefore,  they  would,  under  tlie  bill,  stand  to  lose  substantial  parts  of  the 
profits  on  which  they  depend  for  their  existence. 

A  typical  example  of  what  is  involved  may  be  cited.  A  customer  approaches 
us  to  sell  a  lilock  of  bonds,  needing  his  funds  promptly.  Bids  cannot  be 
located  for  the  entire  block,  so  we  sell  what  we  can  on  commission  and  tell 
our  customer  we  will  either  continue  his  order  or  take  the  bonds  for  our 
own  account  at  the  same  net  price  and  take  our  chances  of  retailing  them. 
The  customer  elects  to  sell  them  all  and  gets  his  money  when  he  needs  it. 
As  we  read  the  bill,  such  a  transaction  would  be  illegal,  as  we  have  acted 
as  a  combination  of  dealer  and  broker.  We  cannot  see  why  this  is  not  only 
a  perfectly  honest  but  also  a  very  useful  service. 

We  believe  the  authoi's  of  the  bill  have  overlooked  the  essential  character  of 
the  bond  business,  if  (as  we  doubt)  this  provision  was  intended  to  affect  our 
business.  There  is  not  a  natural  market  at  all  times  for  more  than  a  small 
percentage  of  bond  issues.  Even  the  largest  and  best-kno\\n  issues  are  at  times 
difficult  to  sell  in  blocks  except  over  a  period  of  time.  The  service  of  the  bond 
house  lies  in  its  knowledge  of  prospective  buyers  and  their  presentation  of  the 
issues  in  far  more  than  mere  name.  This  takes  time,  effort,  and  expense ;  and 
if  it  were  not  for  houses  like  ourselves  which,  knowing  their  business  and  their 
markets,  are  willing  to  take  the  risk  involved  in  buying  outright  for  resale 
when  immediate  bids  are  not  available,  a  large  part  of  the  marketability  of 
bonds  would  disappear  or  their  markets  would  be  seriously  hampered. 

We  know  of  no  pure  bond  houses  which  are  not  forced  at  times  to  act  in 
both  capacities  to  serve  banks,  insurance  companies,  and  individuals,  and  we 
believe  it  is  an  essential  service  in  the  bond  market.  We  agree  that  the 
customer  should  know  at  all  times  in  which  capacity  we  are  acting,  and  should 
be  in  a  position  to  instruct  us  if  he  so  desires  as  to  his  wishes  in  this  x'egard. 
We  do  not  believe,  however,  that  the  structure  of  the  investment-bond  busi- 
ness should  be  torn  down,  as  we  believe  this  bill  would  do,  as  a  corroUary  of 
a  measure  aimed  at  stock  speculators,  certain  of  whose  transactions  appear  as 
dubious  to  us  as  to  you. 

John  K.  Starkweather, 
Starkweather  &  Co.,  Inc. 


San  FR^iNcisco,  March  1,  193.'f. 
Hon.   Duncan   Fletcher, 

United  States  Senator,  Washinffton,  D.V. 
De.\r  Senator  Fletcher:  The  enclosed  figures  conclusively  demonstrate  what 
happens  when  credit  is  expanded  under  the  present  lax  margin  requirements. 
Another  strong  argument  that  should  support  supervision  and  regulation 
would  be  to  ascertain  the  value  of  securities  that  have  been  admitted  to  trad- 
ing wiiich  are  either  valueless  or  selling  at  a  small  fraction  of  their  piice  at 
the  time  they  were  admitted. 

Piracy  on  the  high  seas  of  finance  must  be  doomed. 

You  represent  the  United  States  of  today.  This  opportunity  to  serve  us 
transcends  in  importance.  Billions  of  dollars  have  been  needlessly  lost.  The 
facilities  and  methods  previously  employed  must  be  i-estricted. 

Any  stock  exchange  legislation,  not  too  severe,  decisively  correcting  abuses 
so  abundant  and  harmful  in  the  past  is  hailed  by  me,  a  customer's  man,  as 
placing  my  position  on  a  much  higher  and  more  respected  plane. 
Sincerelj''  yours, 

Donald  E.  Fritts. 
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[From  the  New  York  Evening  Post] 
A  Twenty-Billion -Dollar   Stock  Orgy 

American  Founders  Corporation  and  subsidiaries,  $424,450,000. 

Betlilehem  Steel  Co.  and  subsidiaries,  $539,100,000. 

Electric  Bond  ifc  Share  and  subsidiaries,  $809,685,000. 

Standard  Oil  Co.  of  New  Jersey,  $17,672,520,000. 

No,  gentle  reader,  these  huge  amounts  do  not  represent  dividends  or  capitali- 
zation or  anything  else  which  appears  in  reports  to  stockholders  or  on  auditing 
sheets.  They  have  nothing  whatever  to  do  with  the  businesses  for  which  the 
companies  were  organized. 

These  millions  and  billions  of  dollars  were  poured  into  the  stock  market 
in  the  hysterical  days  of  1929.  One  after  another,  a  score  of  the  biggest  indus- 
trial combinations  in  the  country  went  wild,  like  so  many  excited  speculators, 
and  with  their  eyes  on  the  tape  threw  their  stockholders'  money  into  the 
boiling  market — which  thereupon  boiled  the  more  violently. 

And  did  the  governors  of  the  stock  exchange,  impressed  with  a  sense  of  public 
responsibility,  refuse  to  allow  this  money  to  be  received?  Did  they  suggest 
to  the  speculating  companies  that  they  should  not  use  their  funds  as  if  they 
were  chips  in  a  poker  game?  Did  they  hint  that  the  market  was  already  run- 
ning away  with  itself?    Not  so  that  you  could  notice  it. 

A  little  regulating  in  the  mad  year  of  1929  would  not  seem  to  have  been 
altogether  out  of  place. 

Richard  Whitney,  president  of  the  exchange,  is  solicitous  for  investors. 

"  There  are  literally  millions  of  our  citizens  ",  he  tells  the  Senate  investigat- 
ing connnittee,  "  who  own  or  are  interested  in  listed  securities.  The  vast 
majority  of  them  are  investors  and  not  speculators."  Let  us  accept  these  state- 
ments literally.  Let  us  accept  the  further  statement  that  these  millions  of 
people  "  are  all  interested  in  the  maintenance  of  a  pul)lic  market  for  securities." 

What  kind  of  pul)lic  market  are  they  interested  in  and  what  kind  do  they 
have  a  right  to?  A  public  market  which,  when  it  is  already  dizzy  with  its 
inflated  figures  of  values,  can  be  made  still  dizzier  by  the  dumping  of  billions 
of  dollars  from  companies  which  have  forgotten  what  they  were  organized  for? 
Is  that  the  kind  of  market  which  Mr.  Whitney  would  provide  for  the  millions 
of  "  investors  and  not  speculators  "  for  whom  he  is  so  solicitous? 

The  interest  of  these  investors,  he  says,  "  is  a  real  one."  It  is,  indeed.  And 
just  because  it  is  real  it  needs  the  protection  which  so  far  it  has  not  received 
from  Mr.  Whitney  or  his  fellow  governors.  Mr.  Whitney  raises  an  objection 
against  almost  every  provision  of  the  stock  exchange  regulation  bill.  But  he 
is  strongly  in  favor  of  regulation  which  will  make  no  appreciable  difference 
in  the  pi'esent  practices  and  which  would  not  prevent  a  repetition  of  the  1929 
boom  and  the  subsequent  crash. 

To  leave  regulation  of  the  stock  exchange  in  its  own  hands  would  be  not 
unlike  permitting  drug  addicts  to  regulate  the  narcotic  trade. 


Elizabeth,  N.J.,  March  2,  193^. 
Hon.  Duncan  U.  Flettcheb, 

Wdshington,  D.C. 
Dear    Senator  :  Your   work    on    the    investigating   committee    of   the   stock 
market  is  one  deserving  of  praise  and   admiration  for  the  stand   you   have 
taken.    Do  not  let  any  of  the  Wall  Street  pirates  get  away  from  being  severely 
regvUated  by  law. 

In  my  estimation  the  stock  exchange  was  one  of  the  large  contributories  to 
our  present  depression,  having  robbed  millions  of  people  of  their  money  who 
today  are  floundering  around  in  a  helpless  condition,  having  bought  securities 
on  recommendation  of  the  Wall  Street  crook. 

I  am   enclosing  a  clipping  from   the   New   York  Evening  Post  which  is  of 
interest  and  no  doubt  is  a  true  interpretation  as  to  how  the  Wall  Street  crowd 
cares  about  investors. 
Yours  very  truly, 

S.  P.  BopF. 
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[From  the  St.   Louis  Star-Times] 
Me.  Whitney's  St.  Louis  Aids 

A  sample  of  the  way  stock-market  propaganda  works  is  found  in  the  quick 
response  of  the  St.  Louis  Chamber  of  Commerce  to  the  SOS  sent  out  by  Richard 
Whitney,  president  of  tlie  New  York  Stock  Exchange,  who  called  upon  corpora- 
tions and  industrial  groups  to  oppose  the  Fletcher-Kayburn  bill  regulating  the 
security  markets.  Evidence  that  the  directors  of  the  St.  Louis  Chamber  of 
Commerce  accepted  Mr.  Whitney's  arguments  off-hand,  without  putting  them  to 
any  test  of  validity,  is  found  in  the  following  climactic  declaration  against 
the  bill: 

"  We  do  not  believe  it  to  be  prudent  or  constructive  to  require  banking  insti- 
tutions to  exact  a  GO-percent  margin  or  that  members  of  licensed  exchanges  not 
be  allowed  to  loan  on  or  trade  in  unlisted  securities ;  thereby  destroying  the 
marketability  of  a  great  number  of  sound  securities,  thus  causing  irreparable 
harm  to  investors  and  corporations,  further  liquidation  and  deflation,  together 
with  restriction  and  curtailment  of  credit  at  a  time  when  credit  should  be 
expanded." 

If  Mr.  Nardin  or  any  of  his  fellow  directors  had  taken  the  trouble  to  tele- 
phone to  leading  St.  Louis  brokerage  houses  holding  memberships  in  the  New 
York  Stock  Exchange  he  would  have  learned  that  they  do  not  now,  and  have 
not  for  years,  made  loans  on  unlisted  securities.  He  could  also  have  learned, 
by  consulting  newspaper  files  or  the  records  of  the  bankruptcy  court,  that 
loans  on  unlisted  securities  were  made  by  the  defunct  Steinberg  and  Lorenzo 
Anderson  brokerage  firms,  both  New  York  Stock  Exchange  houses. 

Of  course,  the  directors  of  the  St.  Louis  Chamber  of  Commerce  would  not 
have  painted  this  picture  of  impending  disaster  if  they  had  known  that  the 
standards  they  denounced  are  the  existing  standards  of  solvent  St.  Louis 
brokerage  houses,  and  that  the  standards  they  defended  were  the  standards 
of  brokerage  houses  which  went  into  bankruptcy  with  the  loss  of  millions  to 
St.  Louis  people. 

Apparently  the  directors,  when  they  adopted  this  resolution,  did  not  know 
that  the  60-percent-margin  requirement  of  the  Fletcher-Rayburn  bill,  as  applied 
to  banks,  relates  only  to  collateral  which  the  borrower  has  fully  owned  for 
less  than  30  days.  In  other  words,  it  is  merely  a  precaution  to  prevent  the 
shifting  of  speculators'  loans  to  banks,  and  does  not  relate  to  business  credit 
at  all. 

To  judge  from  this  resolution,  the  chamber  of  commerce  directors  simply 
swallowed  the  part  of  Richard  Whitney's  $2,000,000  propaganda  which  was 
brought  in  by  the  letter  carrier.  That  propaganda  now  goes  back  to  Wash- 
ington as  the  voice  of  St.  Louis  business. 

Some  provisions  in  the  Fletcher-Rayburn  bill  seem  to  put  an  unwarranted 
expense  upon  industrial  corporations,  but  that  calls  merely  for  the  perfecting 
of  details.  What  Mr.  Whitney  and  his  friends  are  aiming  at,  and  what  they 
are  calling  upon  chambers  of  commerce  to  aid  them  accomplish,  is  to  knock 
out  effective  Government  control  and  continue  the  stock-market  game  of  the 
insiders  robbing  the  public. 


St.  Louis  Stak  and  Times, 

March  1,  lOSIf. 
Hon.  Duncan  U.  Fletcheb, 

United  States  Senate,  Washington,  B.C. 
Dear  Senator  Fletcher:  I  am  sending  you  an  editorial  showing  how  Mr. 
Whitney's  propaganda  worked  in  St.  Louis. 
Yours  truly, 

Irving  Brant. 


February  27,  1934. 
Senator  Fletcher. 

Editor:  Stock  exchange  houses  are  advising  their  clients  to  wire  Senators 
and  Congressmen  to  protest  against  the  Fletcher  bill  to  correct  stock 
manipulation. 
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Fortunately  for  the  proponents  of  this  bill,  Mr.  Pecora  throws  the  "  alcohol 
pool  bomb  ",  showing  that  the  old  game  of  rigging  the  market  and  trimming 
the  suckers  is  still  in  high  favor. 

Before  wasting  telegrams,  pool-room  clients  ought  to  read  Collier's,  February 
24,  "  Sour  Mash ",  by  Flynn.  It  might  change  their  minds  regarding  the 
virtues  of  the  New  York  Stock  Exchange  and  its  agents  elsewhere. 

S.  L.  Bernstein. 

49  FouETH,  San  Feancisco,  CALrF. 
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TUESDAY,  MARCH  6,   1934 

United  States  Senate, 
Committee  on  Banking  and  Cuerency, 

Washington^  D.C. 

The  committee  met  at  10:30  a.m.,  pursuant  to  adjournment  on 
yesterday,  in  room  301  of  the  Senate  Office  Building,  Senator 
Duncan  U.  Fletcher  presiding. 

Present:  Senators  Fletcher  (chairman),  Goldsborough,  and  Kean. 

Present  also:  Ferdinand  Pecora,  counsel  to  the  committee;  Julius 
Silver  and  David  Saperstein,  associate  counsel  to  the  committee; 
and  Frank  J.  Meehan,  chief  statistician  to  the  committee;  Roland 
L.  Redmond,  counsel  to  the  New  York  Stock  Exchange;  also  R.  E. 
Desvernine,  counsel  to  Association  of  Stock  Exchange  Firms. 

The  Chairman.  The  committee  will  come  to  order.  Is  Mr.  Bab- 
bage  present? 

Mr.  Babbage.  Yes,  Mr.  Chairman. 

The  Chairman.  Please  come  forward  to  the  committee  table. 

STATEMENT  OF  RICHARD  G.  RARBAGE,  NEW  YORK  CITY,  AT- 
TORNEY AT  LAW,  RIPIIESENTING  THE  REAL  ESTATE  BOARD 
OF  NEW  YORK 

The  Chairman.  Mr.  Babbage,  please  state  your  name,  residence, 
and  business. 

Mr.  Babbage.  My  name  is  Richard  G.  Babbage.  My  residence 
is  555  Park  Avenue,  New  York  City.  My  profession  is  that  of  law- 
yer, and  I  represent  in  this  hearing  the  Real  Estate  Board  of  New 
York,  of  12  East  Forty-first  Street. 

The  Chairman.  We  will  be  very  glad  to  have  your  views  about 
the  bill  under  consideration,  S.  2693.  Just  proceed  in  your  own 
way. 

Mr.  Babbage.  The  Real  Estate  Board  of  New  York  is  a  corpora- 
tion organized  under  the  laws  of  the  State  of  New  York,  having  its 
place  of  business  at  12  East  Forty-first  Street,  New  York  City.  Its 
membership  of  2,348  is  made  up  of  owners  of  New  York  City  real 
estate  and  of  management  agents  and  brokers.  It  is-  the  represent- 
ative real-estate  association  of  the  Borough  of  Manhattan  in  said 
city. 

As  a  result  of  an  investigation,  we  find  that  the  stock-exchange 
tenants  occupy  at  least  5,000,000  square  feet  of  space  in  the  city  of 
New  York.  At  an  average  price  of  $3  per  square  foot,  this  would 
produce  a  rental  of  $15,000,000.     In  this  space  there  are  employed 
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over  35,000  employees,  who,  it  is  reasonable  to  suppose,  receive  an 
average  salary  of  $1,500  a  year,  which  would  make  the  aggregate 
salaries  amount  to  $52,500,000. 

Another  great  class  interested  in  this  real  estate  are  those  who 
hold  the  mortgage  securities  issued  against  it.  It  is  impossible  to 
state  the  number,  but  these  securities  are  held  by  savings  banks,  life- 
insurance  companies,  and  individuals  in  all  walks  of  life. 

Anything  that  affects  the  value  of  real  estate  affects  these  owners 
and  holders  of  mortgages.  A  serious  vacating  of  space  at  the  pres- 
ent time  might  cause  the  rentals  to  be  insufficient  to  carry  the 
properties. 

That,  Mr.  Chairman,  is  what  I  base  my  request  on  to  appear  before 
you,  because  anything  that  would  destroy  the  industry  in  securities 
in  New  York  would  very  gravely  affect  our  real  estate,  and  we 
owners  of  real  estate  are  passing  through  a  period  of  depression 
when  a  change  of  that  kind  might  have  a  very,  very  serious  result. 

The  real-estate  board  having  given  consideration  to  the  pro- 
visions of  the  proposed  bill  is  of  the  opinion  that  the  act  would 
greatly  deflate  the  securities  industry,  if  .it  would  not  destroy  it.  All 
the  interests,  therefore,  represented  by  the  real-estate  board  would 
sustain  a  very  serious  loss  in  connection  with  the  devaluation  of  their 
properties. 

We  do  not  contend  that  the  stock  exchange  does  not  need  regula- 
tion but  we  do  contend  that  it  is  unnecessary  to  pass  a  law  which 
would  be  so  serious  in  its  effects  that  it  might  destroy  that  organiza- 
tion. We  have  the  impression  on  reading  the  act  that  its  draftsman 
was  not  so  much  concerned  over  curing  the  evils  in  the  exchange 
alone  but  was  seeldng  to  bring  around  governmental  operation  of 
the  industry  and  of  the  listed  corporations,  and  to  make  it  so  difficult 
and  expensive  for  them  to  carry  on  business  that  the  industry  would 
be  dissipated.  An  act  of  this  character  should  be  drafted  by  some 
unprejudiced  person.  It  is  to  be  hoped  that  the  act,  when  amended, 
will  be  the  result  of  a  competent,  intelligent,  and  sympathetic  drafts- 
manship and  will  be  confined  to  its  alleged  purpose  of  curing  the 
evils  instead  of  fixing  absolute  governmental  control  upon  the  stock 
exchange  and  the  corporations  listed  on  it.  The  provisions  making 
it  difficult  and  dangerius  to  do  business  under  the  act  and  imposing 
unnecessary  expense  should  be  eliminated. 

The  different  provisions  of  the  act  have  been  subject  to  so  much 
discussion  that  I  shall  not  attempt  to  take  them  up  again  with  the 
committee.  To  sustain  the  foregoing  statements,  I  will  call  atten- 
tion, however,  to  one  or  two  of  them,  which,  I  think,  illustrate  the 
general  character  of  the  act. 

The  provision  in  relation  to  proxies  is  so  written  that  it  would 
be  practically  impossible  to  hold  a  corporate  meeting  under  it.  The 
requirement  for  filing  a  statement  with  a  list  of  stockholders  and 
the  later  requirement  that  you  are  to  send  a  copy  of  that  statement 
to  every  stockholder  from  whom  you  desire  a  proxy,  is  entirely 
impracticable  and  out  of  line  with  all  corporate  practice.  It  is  ele- 
mentary that  the  purposes  of  the  meeting  are  stated  in  the  notice 
of  meeting  and  that  the  proxies  should  enable  persons  holding  them 
to  vote  for  any  question  that  can  be  legally  brought  before  the  meet- 
ing. It  is  necessary  in  order  to  obtain  a  quorum  that  some  system 
of  obtaining  proxies  should  be  adopted. 
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The  other  provisions,  forbidding  the  disclosure  of  any  confidential 
information,  which  is  intended  to  prevent  officers  of  corporations 
from  giving  to  some  favored  few  information  which  may  affect  the 
value  of  the  stock,  will  do  away  with  the  great  improvement  which 
has  taken  place  of  late  years  in  relation  to  the  contact  of  officers  of 
corporations  with  their  stockholders.  This  contact  should  be  en- 
couraged and,  in  my  opinion,  the  stockholder  should  be  furnished 
with  all  information  in  relation  to  the  corporation's  activities  that 
he  may  desire.  Under  this  provision,  however,  the  officers  of  a 
corporation,  especially  those  against  whom  the  section  is  aimed,  will 
find  a  ready  excuse  for  not  furnishing  a  stockholder  with  informa- 
tion, except  through  public  statements,  while  the  confidential  infor- 
mation is  carried  in  some  indirect  way  to  the  favored  few.  Any 
information  that  an  officer  may  give  in  relation  to  his  company  is 
liable  to  have  some  bearing  upon  the  value  of  its  stock  and  might, 
therefore,  be  held  to  be  confidential. 

The  provision  in  relation  to  registration  is  also  extremely  onerous. 
Why  should  a  corporation  agree  to  comply  with  the  law?  It  has 
to  comply  with  the  law,  if  the  law  be  constitutional.  The  documen- 
tary evidence  which  will  have  to  be  produced  in  connection  with 
the  registration  of  a  corporation  would  incur  a  heavy  burden  espe- 
cially as  the  officers  of  today  would  become  responsible  if  there 
were  any  inaccuracies  in  the  accounts  of  past  generations.  It  is  a 
very  serious  thing  for  a  corporation  to  agree  to  comply  with  any 
rules  that  a  public  body  may  hereafter  promulgate. 

We,  therefore,  call  these  matters  to  the  attention  of  the  committee 
and  the  serious  damage  which  may  be  done  to  the  interests  repre- 
sented by  us,  and  we  trust  that  the  committee  in  its  wisdom  may 
confine  the  proposed  bill  to  remedying  such  evils  as  may  exist  but 
not  to  approve  in  its  final  form  an  act  which  will  be  so  rigid  and 
severe  that  the  industry  of  our  public  exchanges  will  be  crippled 
or  destroyed. 

I  feel  very  strongly,  Mr.  Chairman  and  gentlemen  of  the  com- 
mittee, in  relation  to  that  disclosure  of  confidential  information. 
I  think  it  is  extremely  necessary  that  stockholders  he  given  access 
to  their  corporation,  to  their  directors  and  officers,  in  order  to  obtain 
all  information  they  may  wish  to  know  about  in  regard  to  their 
company,  and  any  law  which  would  cause  an  officer  to  saj^  that  he 
could  not  give  information  because  he  was  forbidden  by  law  to  do  so, 
or  that  he  feared  to  do  so  because  of  what  he  construed  the  law  to  be, 
would  be  very  unfortunate  indeed. 

The  Chairman.  You  say  that  stock  exchange  tenants  occupy  so 
much  space,  and  that  the  rental  from  such  tenants  amounts  to  about 
15  million  dollars  a  year? 

Mr.  Babbaqe.  Yes,  sir. 

The  Chairman.  Wliat  property  is  included  in  that? 

Mr.  Babbage.  That  means  all  the  different  office  buildings  in  New 
York  City. 

The  Chairman.  Owned  by  the  stock  exchange  as  well  ? 

Mr.  Babbage.  No;  not  owned  by  the  stock  exchange.  But  stock- 
exchange  firms  rent  their  quarters  in  the  different  office  buildings? 

The  Chairman.  You  mean  stock-exchange  members? 

Mr.  Babbage.  Yes,  sir. 
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The  Chairman.  But  you  say  stock-exchange  tenants.  What  do 
you  mean  by  that? 

Mr.  Babbage.  Well,  I  mean  persons  connected  with  the  stock 
exchange. 

The  Chahjman.  Those  who  are  members  of  the  stock  exchange, 
and  persons  of  that  sort? 

Mr.  Babbage.  I  mean  brokerage  firms  and  their  brokerage  offices 
throughout  the  city  of  New  York. 

Senator  Kean.  The  New  York  Stock  Exchange  does  not  own  any 
building  that  is  rented  to  brokers  for  their  offices,  does  it? 

Mr.  Babbage.  Except  their  own  exchange  building,  for  their  pur- 
poses. I  was  merely  speaking  to  show  you  gentlemen  that  anything 
that  would  affect  the  stock  exchange  as  an  industry  would  have  very 
grave  effect  on  innumerable  other  people  who  have  built  up  their 
lifework  around  it. 

The  Chairman.  The  stock-exchange  building  itself  is  owned  by 
a  realty  company,  as  I  understand  it. 

Mr.  Babbage.  Well,  I  am  not  familiar  with  that.  It  is  probably 
owned  by  some  company  connected  with  the  New  York  Stock 
Exchange. 

Senator  Kean.  But  in  that  particular  building  there  are  no  offices 
of  brokers,  as  I  understand. 

Mr.  Babbage.  Well,  I  know  that  there  are  certain  firms  of  brokers 
in  the  stock  exchange  building.  There  are  several  buildings  there, 
whether  you  take  the  New  York  Stock  Exchange  or  not,  that  there 
is  an  office  building,  a  sort  of  annex  to  it  at  the  corner.  And  I  know 
there  are  a  number  of  brokers  there.  But  I  am  not  familiar  with 
the  details.  I  was  not  so  much  concerned  with  the  people  who  may 
be  in  the  stock  exchange,  because  that  building  is  largely  occupied 
by  stock-exchange  tenants.  But  if  you  should  diminish  the  tenancy 
of  those  connected  with  the  stock  exchange,  brokers  for  instance,  say, 
by  50  percent,  it  would  mean  that  a  building  which  is  now  productive 
would  then  become  unproductive. 

The  Chairman.  That  would  depend  on  whether  or  not  the  New 
York  Stock  Exchange  continued  to  do  business  as  it  has  heretofore 
done. 

Mr.  Babbage.  Yes,  sir.     They  are  all  closely  related. 

Senator  Kean.  It  is  also  true  that  stock  exchange  firms  have  many 
branch  offices  all  over  the  city. 

Mr.  Babbage.  Yes ;  and  that  is  included  in  my  figures. 

The  Chairman.  Well,  I  think  there  is  no  idea  of  abolishing  the 
stock  exchanges. 

Mr.  Babbage.  Well,  sometimes  we  can  do  a  thing  unintentionally, 
I  mean  by  indirection,  which  we  would  not  do  directly,  and  it  is 
to  guard  against  the  committee  doing  anything  that  might  indi- 
rectly bring  this  around  that  I  take  the  privilege  of  appearing  before 
you. 

Tlie  Chairman.  And  we  are  very  glad  to  hear  from  you. 

Mr.  Babbage.  I  feel  that  we  ought  to  speak  up  in  these  matters 
in  case  we  have  anything  to  say. 

The  Chairman.  That  is  entirely  right. 

Mr.  Babbage.  And  I  thank  you  gentlemen. 

The  Chairman.  Very  well,  if  that  is  all. 
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(Thereupon,  Mr.  Babbao^e  left  the  committee  table.) 
Senator  Goldsborough.  Mr.  Chairman,  with  the  consent  of  your- 
self and  the  committee  I  should  now  like  to  offer  a  letter  from  Mr. 
Michael  S.  Haas,  president  of  the  Associated  Mutual  Savings  Banks 
of  Baltimore.  And  I  might  say  that  these  banks  are  entirely  mutual, 
and  have  no  stock  issues  whatever,  and  have  deposits  aggregating 
approximately  20  million  dollars. 

The  Chairman.  The  letter  will  be  made  a  part  of  the  record. 

Metkopolitan  Savinos  Rank, 

Baltimore,  March  J,  193^. 
Hon.  Phillips  Le^;  Goldsborough, 

United  States  Senate,  Washington,  B.C. 

My  Dear  Senator  Goldsborough  :  As  you  are  fully  aware,  the  mutual  sav- 
ings banks  of  Baltimore  enjoy  a  long  and  outstanding  re(  ord  of  n^.eful  service 
to  the  people  of  Baltimore.  They  have  afforded  a  means  for  s'fekeepiag  the 
savings  of  people  of  small  means  and  at  the  same  time  furnishing  an  ava  I- 
able  supply  of  funds  for  investment  in  mortgage  loans  for  the  building  of 
homes. 

In  order  to  adequately  protect  and  diversify  the  investment  of  their 
depositors'  savings,  these  Mutual  Ravings  I'anks  for  many  years  have  also 
been  purchasers  of  large  amounts  of  high  grade  investment  bonds.  Many  of 
these  bonds  are  the  public  securities  of  states,  counties,  and  munieipaliti'  s,  as 
well  as  large  amounts  of  equipment  trust  certificates  and  underlyin-r  railroad 
and  public  utility  obligations,  which  are  not  listed  on  any  exchange  for 
obvious  practical  reasons. 

The  purchase  and  sale  of  such  bonds  are  made  through  recognized  security 
dealers,  many  of  whom  in  order  to  render  better  facilities  to  their  clients 
are  also  stock-exchange  members.  Tliese  dealers  throiig'i  tlieir  knowledge 
of  investment  conditions  and  through  their  contacts  with  other  dealers  and 
institutions  in  different  parts  of  the  United  States  are  enabled  to  locate  and 
determine  whether  their  customers  are  best  served  in  the  execution  of  such 
transactions  on  the  stock  exchanges  or  through  the  over-the-counter  markets. 

Frequently  it  is  much  more  advantageous  to  institutions  such  as  our  mutual 
savings  banks  to  deal  with  such  security  dealers  when  they  are  acting  directly 
as  principal  in  the  transactions.  Our  experience  is  that  it  is  decidedly  to  the 
interest  of  institutions  such  as  ours,  and  therefore  our  many  depositors,  to 
be  able  to  handle  such  transactions  through  recognized  security  dealers  whose 
combined  facilities  enable  them  to  render  either  dealer  or  broker  service. 

Naturally  the  mutual  savings  banks  are  not  interested  in  fostering  specu- 
lation in  securities,  and  unquestionably  practices  have  developed  that  justify 
correction  and  a  regulation  of  these  spcK'ulative  activities,  but  it  is  certainly 
obvious  that  serious  consideration  should  be  given  to  the  effects  of  that  por- 
tion of  the  Rayburn-Pletcher  bill  which  provides  for  segregation  of  the  dealer- 
broker  business  and  its  effect  on  the  investment  transactions  of  the  mutual 
savings  banks,  which  are  truly  representative  of  the  thrifty  people  of  small 
means. 

"Very  truly  yours, 

Michael  S.  IL\as, 
President  Associated  Mutual  Savings  Banks  of  Baltimore. 

The  Chairman.  We  will  now  hear  Mr.  Frank  R.  Hope. 

STATEMENT  OF  FRANK  R.  HOPE,  PRESIDENT  OF  THE  ASSOCIATION 
OF  STOCK  EXCHANGE  FIRMS,  NEW  YORK  CITY 

Mr.  Hope,  you  want  to  be  heard  on  S.  2693, 1  take  it? 

Mr.  Hope.  Yes,  sir. 

The  Chairman.  You  may  proceed. 

Mr.  Hope.  Mr.  Chairman  and  gentlemen  of  the  Committee:  I 
speak  on  behalf  of  the  Association  of  Stock  Exchange  Firms,  a 
voluntary  association  of  substantially  all  member  firms  of  the  New 
York  Stock  Exchange.     Our  members  are  the  house  partners  and 
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therefore  the  persons  in  the  New  York  Stock  Exchange  business 
who  are  in  constant  and  immediate  contact  with  the  customers  and 
the  public. 

It  is  for  this  reason  that  we  are  so  particularly  concerned  with 
this  bill  which  we  have  analyzed  particularly  from  the  point  of 
view  of  our  relations  as  brokers  acting  on  behalf  of  our  customers 
in  executing  their  orders  on  the  exchange.  The  stock  exchange,  as 
such,  is  the  place  and  instrumentality  through  which  we  operate  and 
which  is  necessary  for  the  clearance  of  our  transactions  and,  there- 
fore, we  are  fundamentally  concerned  with  any  regulations  of  stock 
exchanges  to  the  extent  that  they  may  limit  or  interfere  with  our 
ability  to  render  efficient  service  to  our  customers. 

In  order  to  save  your  committee's  time,  and  as  requested  by  your 
chairman,  I  will  not  again  discuss  matters  already  fully  presented 
to  you  but  desire  leave  to  file  with  the  committee  the  analysis  which 
our  association  has  made  of  the  entire  bill  as  introduced.  Further- 
more, representatives  of  the  various  phases  of  the  stock  exchange 
business  have  appeared  or  will  separately  appear  to  present  the  pe- 
culiar problems  incidental  to  the  particular  phase  of  the  business  in 
which  they  are  engaged  and,  therefore,  I  will  not  specifically  dis- 
cuss their  separate  problems. 

Mr.  Whitney  made  a  proposal  to  the  House  Committee  on  Inter- 
state Commerce,  on  behalf  of  the  New  York  Stock  Exchange,  sug- 
gesting the  creation  of  a  stock  exchange  coordinating  authority ;  and, 
on  behalf  of  the  Association  of  Stock  Exchange  Firms,  I  endorsed 
that  proposal.  Mr.  Whitney's  proposal  conceded  the  principle  of 
governmental  regulation.  The  regulatory  body  which  he  suggested 
seems  to  us  a  sound,  workable,  and  efficacious  body  which  could  as 
a  practical  matter  exercise  efficient  and  effective  supervision  over 
the  stock  exchanges,  especially  because  it  provides  for  coordination 
with  the  other  branches  of  the  Government  having  jurisdiction  over 
finance  and  credit.  The  very  nature  of  the  brokerage  business  makes 
sucli  coordination  essential.  The  entire  credit  and  financial  structure 
of  the  country  is  fundamentally  involved  and  affected.  Without 
presuming  to  urge  upon  Congress  the  selection  or  creation  of  any 
particular  body,  as  the  regulating  body,  we  must  clearly  point  out 
that  whatever  regulatory  body  might  be  selected  it  should,  as  a  mat- 
ter of  its  basic  structure,  be  equipped  with  a  personnel  experienced 
in  matters  of  credit  and  finance. 

Although  some  form  of  regulation  of  stock  exchanges  might  be 
deemed  in  the  public  interest,  we  must  particularly  point  out  that 
no  such  form  of  regulation  can  be  considered  except  one  which  will 
permit  the  efficient  functioning  of  the  stock  exchanges  and  the 
brokerage  business  as  a  means  of  supplying  a  broad  market  place 
where  the  public  can  freely  deal  in  securities.  We  wish  to  express 
our  desire  to  cooperate  in  any  effoi-t  to  develop  a  form  of  regula- 
tion which  will  correct  alleged  abuses  which  have  arisen  in  stock 
exchange  business  without  so  restricting  that  business  that  much  of 
its  usefulness  as  a  means  for  facilitating  legitimate  business  in 
securities  will  be  lost.  With  that  in  mind,  the  analysis  of  the  bill 
which  we  have  submitted  must  be  considered,  for,  although  the  bill 
is  entitled  and  is  intended  primarily  to  regulate  the  stock  exchange 
business,  it  would  seem  not  to  be  limited  to  that  matter  but  to  have 
three  fundamental  parts  of  almost  equal  importance.    They  are : 
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1.  To  regulate  certain  stock-exchange  practices. 

2.  To  restrict  and  control  the  granting  of  credit  on  investments. 

3.  To  control  many  of  the  practices  of  the  corporations  them- 
selves, their  officers,  directors,  and  stockholders. 

Any  bill,  such  as  the  one  before  you,  which  embodies  fundamental 
provisions  respecting  these  three  phases  of  business  goes  far  beyond 
the  express  purpose  of  stock-exchange  regulation;  and  in  fact  be- 
comes by  its  far-reaching  provisions,  a  vehicle  for  the  regimentation 
of  credit  and  corporate  practices.  The  effects  of  the  bill  are  so 
fundamental  upon  existing  financial  and  corporate  practices  and  so 
drastic  and  far-reaching  that  every  consideration  must  be  given 
to  its  content  and  possible  consequences. 

The  direct  supervisory  control  given  to  the  Federal  Trade  Com- 
mission by  the  bill  should  be  carefully  considered  in  connection  with 
the  so-called  "  Roper  report."'  In  that  report  it  was  contemplated  that 
the  governmental  agency  exercising  supervision  over  security  ex- 
changes would  primarily  have  power  to  interfere  with  an  exchange 
only  in  the  event  of  certain  improper  conditions  arising  in  respect 
to  the  operation  of  the  exchange  and  the  conduct  of  its  members  or 
because  of  an  exchange's  failure  to  adequately  prescribe  and  effec- 
tively carry  out  the  principles  established  by  law.  Until  such  con- 
ditions arose,  the  operation,  control,  and  management  of  the  ex- 
change and  the  responsibility  therefor  would  be  primarily  that  of 
the  exchanges  themselves  and  their  officials.  The  bill,  however, 
would  subject  the  exchanges  to  such  rigid  and  minute  direction  in 
its  management  and  affairs  that  the  discretionary  control  and  im- 
mediate responsibility  which  would  remain  in  the  exchanges  under 
the  Roper  report  would  be  lost.  The  goverinnental  regulatory  body, 
as  well  as  an  exchange  itself,  must  have  elasticity  and  discretion, 
even  if  somewhat  restricted,  so  as  to  practicably  meet  situations  as 
they  arise.  This  is  a  serious  consideration  when  the  nature  of  the 
functions  of  exchanges  and  the  requirements  for  prompt  action  is 
considered. 

The  bill  has  many  desirable  purposes.  To  the  extent  that  it 
establishes  uniform  practices  corrective  of  alleged  abuses  and  ele- 
vates the  trading  standards  of  all  exchanges  and  all  members  of 
exchanges  to  the  highest  practicable  level,  requires  full  disclosure 
to  the  public  of  all  material  facts  necessary  to  a  reasoned  judgment 
as  to  value  and  outlaws  manipulative  practices  against  the  public 
interest,  it  must  be  sponsored.  But,  as  pointed  out  in  our  brief  and 
as  here  discussed,  it  unnecessarily  and  dangerously  exceeds  these 
necessary  objectives  and  for  all  practical  purposes  attempts  to  regi- 
ment credit  and  business  generally  and  in  many  respects  is  imprac- 
ticable and  unworkable.  The  desired  objects  can  be  attained  with- 
out unintentionally  destroying  a  useful  and  necessary  business  if  a 
full  consideration  of  the  technique  and  operations  of  the  business 
is  relied  upon. 

The  Association  of  Stock  Exchange  Firms,  a  voluntary  association 
of  substantially  all  the  members  and  member  firms  of  the  New 
York  Stock  Exchange,  respectfully  submit  to  the  Committee  on 
Banking  and  Currency  of  the  Senate  the  following  memorandum 
which  is  an  analysis  of  the  proposed  "  National  Securities  Exchange 
Act  of  1934  ",  as  set  forth  in  Senate  Bill  No.  2693. 
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This  memorandum  is  only  intended  as  a  brief  analysis  and  ex- 
planation of  the  possible  effect  of  the  bill  entitled  "  National  Securi- 
ties Exchange  Act  of  1934."  It  does  not  challenge  the  advisability 
of  regulation  nor  is  it  to  be  understood  as  an  attack  on  the  bill  as 
such.  The  bill  is,  however,  so  fundamental  in  its  effect  upon  exist- 
ing financial  and  corporate  practices  and  so  drastic  and  far-reaching 
that  full  consideration  must  be  given  to  its  contents  and  possible 
consequences.  To  help  make  these  clear  is  the  sole  purpose  of  this 
memorandum  and  it  must  be  so  interpreted. 

The  two  bills  presented  in  Senate  and  House  are  identical  and 
are  designated  as  bills  to  provide  for  the  registration  of  national 
securities  exchanges  operating  in  interstate  and  foreign  commerce 
and  through  the  mails  and  are  to  prevent  inequitable  and  unfair 
practices  on  such  exchanges  and  for  other  purposes.  The  references 
to  sections  will  therefore  refer  to  each  bill. 

Section  1  is  entitled  "  Short  title  "  and  merely  gives  the  name 
of  the  bill  as  the  "  National  Securities  Exchange  Act  of  1934." 

Section  2  is  entitled  "  Regulation  of  Exchanges  Using  the  Chan- 
nels of  Interstate  Commerce  and  the  Mails  Necessary  in  the  Public 
Interest." 

This  section  attempts  to  set  forth  conditions  purporting  to  sanc- 
tion and  justify  regulation  of  stock  exchanges  primarily  under  the 
power  of  Congress  to  enact  regulations  for  interstate  and  foreign 
commerce  and  through  the  use  of  the  mails.  It  is  more  in  the 
nature  of  an  argument  than  a  statutory  enactment.  The  conditions 
recited  primarily  tend  to  describe  a  national  interest;  but  they 
are  fundamentally  different  from  those  that  have  heretofore  been 
relied  upon  to  describe  an  interstate  commerce  transaction.  In 
other  words,  national  interest  and  interstate  commerce  are  not 
synonymous;  and  the  fact  that  the  matters  regulated  affect  the  public 
as  a  whole  is  itself  not  sufficient  to  justify  regulation  of  such  matters 
as  interstate  commerce.  For  a  discussion  of  the  organization,  func- 
tions, and  place  of  stock  exchanges  in  the  financial  structure  and 
their  relation  to  and  effect  upon  interstate  commerce  and  all  related 
legal  problems  we  refer  to  the  study  entitled  '*  The  Extent  of  Fed- 
eral Power  to  Regulate  Stock  Exchanges  and  Stock  Exchange 
Firms  "  and  the  supplement  thereto  prepared  by  Mr.  Raoul  E.  Des- 
vernine,  counsel  for  the  Association  of  Stock  Exchange  Firms. 

The  bill,  however,  exceeds  its  express  purposes  of  exchange  regu- 
lation and  investor  protection  and  in  fact  becomes  by  its  far-reach- 
ing provisions  a  vehicle  for  the  regimentation  of  credit  and  cor- 
porate practices  through  the  medium  of  stock-exchange  regulation. 
To  illustrate,  it  vests  in  the  Federal  Trade  Commission  the  power 
to  control  collateral  loans  and  interest  rates ;  to  prescribe  the  forms 
of  reports,  balance  sheets  and  earning  statements  and  methods  of 
accounting  in  the  appraisal  or  valuation  of  assets  and  liabilities, 
and  in  determining  depreciation,  and  so  forth,  to  be  employed  by 
corporations  whose  securities  are  registered  on  any  exchange;  it 
dictates  the  conduct  of  officers,  directors,  and  stockholders  of  cor- 
porations; it  requires  annual  and  quarterly  reports,  balance  sheets 
and  profit-and-loss  statements  (certified  by  independent  public  ac- 
countants), as  well  as  monthly  reports  and  statements  of  sales  or 
gross  income  of  all  corporations  whose  securities  are  registered  on 
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any  exchange;  and  gives  absolute  regulatory  power  over  all  securi- 
ties, registered  or  unregistered.  The  Federal  Trade  Commission  is 
given  an  indirect  but  potentially  effective  directional  control  over 
the  investment  of  all  capital. 

Section  3  is  entitled  "  Definitions." 

The  definitions  do  not  need  specific  consideration  here  but  must 
be  considered  from  time  to  time  in  relation  to  the  provisions  to 
which  they  apply. 

The  definition  of  "  interstate  commerce "  should,  however,  be 
specially  considered.  The  proponents  of  the  bill  attempt  to  justify 
its  constitutionality  primarily  as  an  exercise  of  the  power  of  Con- 
gress over  matters  of  interstate  commerce.  Therefore  the  consti- 
tutionality of  the  bill  depends  largely  on  whether  the  matter  regu- 
lated actually  is  interstate  commerce.  This  is  a  question  for  the 
courts  to  decide;  and  Congress  cannot  by  its  own  fiat  or  by  merely 
extending  the  meaning  and  scope  of  its  delegated  authority  beyond 
interpretation  judicially  arrived  at  endow  itself  with  jurisdiction 
or  power  not  conferred  hj  the  Constitution.  Therefore,  the  validity 
of  the  definition  will  depend  on  such  constitutional  limitations. 

The  only  securities  which  are  exempted  from  the  bill  (subsection 
(10)  of  this  section),  are  "direct  obligations  guaranteed  as  to 
principal  or  interest  by  the  United  States."  It  is  not  clear  from  this 
language  if  it  is  intended  to  only  include  guaranteed  obligations 
and  to  exclude  direct  obligations.  Furthermore,  State,  municipal, 
and  bonds  of  quasi-governmental  bodies,  such  as  port  authorities, 
and  so  forth,  are  not  exempted,  which  will  result  in  an  impairment 
of  the  value  of  these  obligations  and  will  result  in  the  forced  sale 
of  many  of  such  securities  now  held  as  collateral. 

Section  4  is  entitled  "Prohibition  of  the  Use  of  Channels  of  Inter- 
state Commerce  and  the  Mails  to  Unregistered  Exchanges." 

Unless  the  exchanges  are  actually  instrumentalities  of  interstate 
commerce  and  subject  to  direct  regijlation  under  the  commerce  clause, 
Congress  probably  has  no  ])ower  to  require  compliance  with  detailed 
regulations  as  a  condition  of  the  right  to  use  the  instrumentalities  of 
interstate  commerce  or  the  mails.  It  is  a  well-established  principle 
that  Congress  cannot  regulate  matters  outside  its  jurisdiction  merely 
by  passing  a  statute  which  in  form  is  a  type  of  statute  within  the 
power  of  Congress. 

The  mere  fact  that  one  or  more  isolated  transactions  of  an  ex- 
change might  require  the  utilization  of  an  instrumentality  of  inter- 
state commerce  does  not  ipso  facto,  and  cannot  ipsa  jure,  make_  the 
entire  exchange  and  all  its  facilities  and  all  its  transactions  subjects 
of  interstate  commerce.  To  attempt  to  thus  reach  out  and  even  em- 
brace "  any  person,  directly  or  indirectly  ",  is  to  completely  destroy 
all  and  every  intrastate  act  or  transaction.  If  a  New  York  corpora- 
tion having  all  its  business  in  the  State  of  New  York  should  utilize 
the  mails  in  writing  a  letter  to  Chicago,  the  use  of  this  single  instru- 
mentality of  interstate  commerce  does  not  make  it  generally  and  all 
its  intrastate  business  and  transactions  subject  to  interstate  com- 
merce regulation. 

Section  5  is  entitled  "  Registration  of  National  Securities  Ex- 
changes." 
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Apart  from  the  questions  of  legalit}'  the  following  considerations 
respecting  the  practical  operations  of  the  proposed  requirements  for 
registration  should  be  considered. 

The  most  outstanding  characteristic  of  the  proposed  form  of  regu- 
lation is  that  the  Federal  Trade  Commission  is  to  be  granted  detailed 
and  complete  supervisory  power  over  all  the  transactions  on  the  ex- 
changes and  that  as  a  condition  of  registration,  an  exchange  must 
agree  to  abide  by  any  future  rule  or  regulation  made  by  the  commis- 
sion. In  this  connection  it  should  be  pointed  out  that  the  Roper 
report  contem]:)lated  that  the  governmental  agency  exercising  super- 
vision over  security  exchanges  would  primarily  have  power  to  inter- 
fere with  the  exchange  only  in  the  event  of  certain  improper  condi- 
tions arising  in  respect  to  the  operation  of  the  exchange  and  the  con- 
duct of  its  members.  Until  such  conditions  arose  the  operation,  con- 
trol, and  management  of  the  exchange,  and  the  responsibility  there- 
for would  be  primarily  that  of  the  exchange  itself  and  its  officials 
and  governors.  The  present  proposal  gives  the  Federal  Trade  Com- 
mission power  from  time  to  time  to  change  all  rules  and  require- 
ments, including  the  power  to  prescribe  regulations  for  the  election 
of  officers  and  committees  of  the  exchanges;  for  the  suspension  or 
disciplining  of  members,  and  so  forth,  thus  substituting  itself  to  the 
fullest  extent  in  the  place  of  the  private  management  of  the  several 
exchanges. 

This  is  a  real  problem  because  it  renders  the  present  exchanges 
absolutely  impotent  to  effectively  and  efficiently  act;  it  deprives 
them  of  all  self-government  and  implies  the  principle  that  the  Gov- 
ernment will  in  fact  run,  not  alone  supervise,  the  exchanges. 

Most  careful  consideration  should  be  given  as  to  what  body 
should  be  given  such  powers  and  to  the  special  and  expert  knowl- 
edge and  teciinical  skill  of  the  pereonnel.  The  Roper  report  signal- 
ized the  importance  of  this. 

Control  of  the  Federal  Trade  Commission  would  tena  to  cen- 
tralize the  financing  and  management  of  all  securitv  investment  in 
the  Federal  Trade  Commission  without  reference  to  the  other  gov- 
ernmental departments  and  agencies  having  similar  and  concur- 
rent iurisdiction.  Confusion  and  conflict  in  policy  and  regulation 
would  result.  It  would  seem  that  some  means  of  coordination  with 
the  Treasury  Department  and  the  Federal  Reserve  System  would 
be  indispensable.  The  broad  powers  over  the  entire  credit  and 
financial  system  of  the  country  given,  directly  and  indirectly,  by 
the  provisions  of  this  bill  must  be  self-evident. 

Subdivision  4  (d)  of  this  section  should  be  considered,  for  it 
appears  to  require  the  expulsion  of  a  member  of  an  exchange  for 
any  infraction  of  the  rules.  No  discretion  is  apparently  granted  to 
the  exchange  or  to  the  Commission,  and  there  are  no  provisions  for 
reinstatement  or  other  adjustments  of  penalty  or  variation  taking 
into  consideration  the  relative  gravity  of  the  offense.  This  is  par- 
ticularly arbitrary  in  view  of  the  fact  that  violations  of  the  rules 
may  occur  through  mistakes  without  any  wrongful  intent  or  any 
gross  negligence  on  the  part  of  the  member.  It  is  difficult  to  con- 
ceive of  why  a  person  should  invest  substantial  amounts  in  a  busi- 
ness from  which  he  may  be  arbitrarily  expelled  permanently  and 
without  recourse  or  the  riffht  of  reinstatement. 
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Also  subdivision  4  (f)  prevents  an  exchange  withdrawing  its 
registration  except  on  rules  that  the  Commission  may  from  time  to 
time  provide.  This  nieans  that  if  any  group  wishes  to  organize  an 
exchange  they  must  in  advance  sign  an  agreement  to  abide  by  any 
changes  in  the  rules  for  the  conduct  of  that  business  that  the  Com- 
miysion  may  at.  any  time  in  its  own  discretion  establish  and  that 
they  cannot  withdraw  from  the  business  except  on  the  permission 
of  the  Commission. 

Section  G  is  entitled  "  Margin  requirements  on  long  accounts." 

Subdivision  (a)  of  this  section  makes  it  unlawful  for  any  person 
who  transacts  a  business  in  securities  through  the  medium  of  a 
member  of  an  exchange  to  extend  credit  on  securities  unless  the 
securities  are  registered  on  an  exchange.  Banks  throughout  the 
country,  particularly  outside  the  city  of  New  York,  extend  the 
service  to  their  depositors  of  forwarding  orders  for  the  purchase  and 
sale  of  securities  and  to  that  extent  engage  in  the  business  of  securi- 
ties through  the  medium  of  a  member  of  an  exchange.  This  section 
would,  therefore,  prohibit  any  such  bank  from  making  any  loans  on 
unregistered  securities.  The  effect  of  this  on  the  banking  business, 
the  extension  of  credit,  and  the  people  as  a  whole  is  tremendous  for 
they  would  either  lose  the  facilities  of  the  banks  in  getting  credit  on 
unregistered  securities,  which  include  the  shares  of  stock  and  bonds 
of  thousands  of  small  corporations  (unless,  of  course,  all  such  securi- 
ties were  registered),  or  it  would  make  it  necessary  for  persons  living 
outside  the  great  metropolitan  centers  to  establish  direct  connections 
with  those  centers  in  order  to  invest  their  funds.  The  difficulties 
caused  by  this  subdivision  on  all  parts  of  the  country,  outside  of  New 
York  cannot  be  overestimated. 

The  effect  of  this  section  is  also  extremely  deflationary.  To  the 
extent  that  it  increases  the  margin  requirements  or  makes  any  of  the 
pledged  securities  illegal  collateral  it  requires  calling  of  the  loans. 
This  will  be  caused  even  in  cases'  where  the  borrower  is  in  good 
financial  condition,  because  it  prevents  the  putting  up  of  any  securi- 
ties other  than  registered  securities  and  a  person  with  large  holdings 
of  State  and  municiapal  obligations,  bank  stock,  insurance  stock, 
or  stock  of  small  corporations  which  are  not  registered  cannot  use 
them  as  collateral  even  though  they  would  be  entirely  satisfactory 
to  the  lender.  A  person  only  having  unregistered  securities  avail- 
able, no  matter  how  valuable  they  may  be,  could  not  protect  his 
equity  by  using  them  as  collateral  and  would  be  compelled  to  a 
forced  liquidation,  thereby  sacrificing  his  entire  equity. 

Conversely,  a  broker  cannot  accept  unregistered  securities  to  aug- 
ment a  customer's  collateral  and  in  a  rapid  price  decline  might 
thereby  be  obliged  to  suffer  a  loss  by  a  forced  sale  without  the 
possibility  that  now  exists  of  protecting  his  loan  by  receipt  of  any 
collateral.     This  might  even  cause  the  broker's  insolvency. 

The  effect  of  making  unregistered  securities  ineligible  as  collateral 
would  greatly  reduce  the  nuirket  value  of  such  securities.  To  out- 
law by  one  stroke  the  legality  of  State  and  municipal  obligations 
and  bank  shares,  insurance  shares,  equipment  trust  certificates,  and 
other  presently  unlisted  securities  as  collateral  for  exchange  firms 
and  also  as  above  pointed  out  for  many  banks,  can  only  tend  to  make 
such  securities  less  desirable  and  attractive  for  investment  purposes 
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and  will  impair  the  credit  value  of  all  such  unregistered  securities. 
To  that  extent  securities  worth  billions  of  dollars  will  be  frozen  as 
a  basis  for  credit  in  the  country  at  a  time  when  credit  is  most 
needed. 

In  considering  the  effect  of  these  provisions  the  assumption  cannot 
be  made  that  the  securities  presently  listed  on  exchanges  will  be 
registered  under  the  act  and  thus  made  eligible  for  collateral.  The 
restrictions  placed  by  these  bills  upon  corporations  which  register 
their  securities  and  the  officers,  directors,  and  principal  stockholders 
of  such  corporations  may  result  in  many  listed  securities  not  being 
registered. 

This  discrimination  aga.inst  unlisted  securities  will  operate  unfairly 
against  hundreds  of  thousands  of  small  corporations  which  are 
locally  owned  throughout  the  United  States.  It  should  be  particu- 
larly noted  that,  insofar  as  this  section  is  concerned,  brokers  may 
arrange  for,  and  actually  extend,  loans  to  customers  secured  by  real 
property,  chattels,  and  commodities — the  only  restriction  being  that, 
if  the  loan  is  secured  by  securities,  the  securities  must  be  registered. 
This  distinction  seems  wholly  arbitrary. 

The  same  subdivision  (a)  also  prevents  a  member  of  an  exchange 
from  arranging  for  any  credit  for  a  customer  except  on  registered 
securities.  This  restriction  is  not  confined  only  to  the  usual  trans- 
actions between  the  broker  and  customer,  but  would  prohibit  a  mem- 
ber from  assisting  a  person  who  happens  to  be  a  customer  in  obtain- 
ing any  loan  whatsoever  from  any  third  party  unless  the  securities 
given  as  collateral  are  registered  securities. 

The  effect  of  these  requirements  for  collateral  will  undoubtedly 
render  ineligible  much  of  the  collateral  now  pledged  throughout  the 
country.  This  will  necessitate  calling  of  loans  as  above  pointed  out 
and  to  the  extent  that  the  collateral,  although  adequate  under  normal 
conditions,  cannot  be  liquidated  under  these  forced  conditions,  losses 
will  result  to  banks  throughout  the  country.  Collateral  maintained 
for  loans  throughout  the  country  has  not  been  maintained  on  a  level 
which  will  permit  a  forced  liquidation  by  nationwide  governmental 
action,  without  causing  such  a  drop  in  the  market  value  of  the 
securities  to  be  liquidated  that  the  realizable  value  of  such  securities 
will  probably  be  reduced  below  the  amount  of  the  loans. 

Subdivision  (b)  of  this  section  prohibits  brokers  lending  an 
amount  exceeding  80  percent  of  the  lowest  price  at  which  a  security 
has  been  sold  in  the  preceding  3  years,  or  40  percent  of  the  current 
market  price,  whichever  is  higher.  This  provision  seems  clearlj'^ 
unsound,  for  depending  on  the  coui*se  of  the  market  it  would  require 
brokers  to  obtain  margins  varying  between  25  percent  (Avhich  is  less 
than  the  minimum  margin  now  required  by  the  New  York  Stock 
Exchange)  and  150  percent  of  the  debit  balance.  The  latter  figure 
is  clearly  excessive.  It  would  create  a  volume  of  cumulative  selling 
by  those  unable  or  unwilling  to  bring  their  margins  up  to  the  new 
requirements.  Every  decline  in  price  would  precipitate  further  liqui- 
dation. It  would  force  liquidation  of  a  large  amount  of  credit  out- 
standing today  in  banks  against  security  collateral.  In  round  fig- 
ures, brokers'  loans  are  $1,000,000,000  and  bank  loans  to  customers 
against  security  collateral  about  $3,500,000,000.  It  is  certain  that 
the  margin  of  all  these  loans  is  substantially  less  than  150  percent 
of  the  amount  due — particularly  when  unlisted  securities  are  elim- 
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inated  from  consideration.  The  effect  of  fixing  such  margin  re- 
quirements will  obviously  require  additional  margin  or  will  cause 
terrific  deflation  of  such  loans.  As  unregistered  securities  cannot 
be  accepted,  this  seriously  reduces  the  available  supply  of  additional 
collateral  to  comply  with  such  demands,  and  the  effect  of  these  re- 
quirements would,  therefore,  undoubtedly  start  a  Nation-wide  defla- 
tionary movement.  The  fact  that  such  liquidation  need  not  be  com- 
pleted for  7  months  does  not  change  the  fundamental  effect  of  the 
margin  requirements.  Liquidation  on  such  widespread  scale  to  be 
completed  by  the  specified  time  would  have  to  be  started  long  before 
its  completion  was  required. 

Inflexible  margin  requirements  throughout  the  country  would  also 
add  to  the  serious  effect  of  this  provision,  because  a  drop  in  the 
market  prices  of  a  registered  security  might  make  it  ineligible  for 
loans  throughout  the  country  unless  additional  collateral  was  put 
up.  Certainly  a  general  market  drop  would,  because  of  the  rigid- 
ity of  the  margin  requirements,  cause  liquidation  throughout  the 
country  and  would  probably  cause  cumulative  selling,  resulting  in 
stock-market  panics  each  time  there  was  a  comparatively  slight  gen- 
eral reaction. 

It  is  true  that  the  Commission  is  given  right  to  change  margin 
requirements  above  the  requirements  specified  in  the  statute.  The 
amounts  specified  are  such  as  may  cause  serious  difficulty  under  the 
present  conditions;  but  even  assuming  subsequent  adjustment  to 
those  conditions  and  the  development  of  requirements  more  drastic 
even  than  those,  it  is  difficult  to  conceive  of  how  the  Commission 
would  have  sufficient  time  to  change  rules  so  as  to  establish  the  flexi- 
bility, and  elasticity  needed  to  meet  constantly  and  suddenly  chang- 
ing conditions. 

A  further  error  in  these  mandatory  margin  provisions  lies  in  the 
fact  that  they  do  not  discriminate  between  high-grade  investment 
securities  and  highly  speculative  issues  which  fluctuate  greatly  and 
are  of  less  certain  value  as  security.  In  the  last  analysis  the  deter- 
mination of  what  constitutes  a  sound  margin  involves  questions  of 
opinion  as  to  the  evaluation  of  actual  and  potential  values  and  there- 
fore requires  the  exercise  of  experienced  and  trained  judgment  in 
the  appraisal  of  conditions  which  change  from  day  to  day.  No 
fixed  legislative  formula  can  be  used  as  a  substitute  for  such  a  judg- 
ment and  appraisal. 

The  power  granted  to  the  Commission  by  this  section  to  adjust 
loan  values,  gives  the  Commission  power  to  expand  and  contract 
credit.  It  can,  by  increasing  margin  requirements,  immediately 
cause  the  liquidation  of  loans  throughout  the  country.  (It  cannot 
reduce  requirements  because  the  statutory  limitations  although  ex- 
ceeding the  present  requirements  are  specified  as  minimum.)  All 
margin  accounts  could  be  automatically  forced  to  liquidate.  Fur- 
thermore, arbitrary  distinctions  could  be  made  between  different 
classes  of  securities.  This,  of  course,  may  not  have  been  contem- 
plated, but  to  give  to  any  govermnental  agency  such  complete  ar- 
bitrary control  over  the  credit  structure  of  the  country  is  such  a 
drastic  step  that  it  should  be  considered  with  tlie  utmost  care,  and 
adopted  only  if  it  is  absolutely  certain  that  there  is  little  chance  that 
the  power  can  be  mistakenly  used. 
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Subdivision  (c)  attempts  to  prevent  all  banks  or  other  persons 
from  extending;  credit  on  listed  securities  and  purcha.sed  by  the 
borrower  within  thirty  days  of  the  date  of  the  loan,  except  on  terms 
identical  with  those  which  must  be  required  by  brokers.  This  un- 
questionably and  in  addition  to  the  conditions  above  pointed  out. 
extends  the  unsound  margin  provisions  of  the  bill  to  our  entire 
banking  system,  and  emphasizes  the  deflationary  influences  which 
will  probabl}^  be  put  in  motion  by  the  bill. 

Subdivision  (d)  give  the  Commission  right  to  establish  rules  as  to 
the  notice  and  method  of  closing  accounts.  This  means  that  the 
Commission,  in  an  endeavor  to  protect  the  borrowing  public  might 
require,  such  length  of  notice  and  procedure  for  foreclosing  loans 
as  would  make  the  security  of  little  value.  In  other  words,  market- 
able securities  have  been  taken  as  collateral  in  many  cases  because 
the  lender  is  able  to  realize  on  his  collateral  promptly,  and  thus  avoid 
loss.  If  some  third  party  can  dictate  the  terms  on  which  the  lender 
can  exercise  such  right,  the  certainty  of  the  realizable  value  of  such 
collateral  is  diminished,  and  the  attractiveness  and  safety  in  at- 
tempting such  collateral  for  loans  will  be  impaired.  The  further 
fact  that  these  rules  can  be  established  after  the  loan  has  been  made 
greatly  increases  the  uncertainty  and  introduces  another  deflation- 
ary element,  because  it  removes  a  large  part  of  the  collateral  now 
relied  upon  for  a  tremendous  volume  of  credit. 

Section  7  is  entitled  "  Restrictions  on  members'  borrowing." 
Subdivision  (a)  of  this  section  would  have  a  most  far-reaching 
effect  which  was  probably  not  intended.     It  prohibits  a  member 
from  borrowing  on  any  registered  security  from  any  person  other 
than  a  member  of  the  Federal  Reserve  System. 

This  would  prevent  loans  from  special  or  general  partners,  and 
many  other  forms  of  special  or  emergency  borrowings  from  others 
where  even  registered  collateral  is  to  be  given  as  security.  In  emer- 
gencies, frequently  hurried  loans  are  imperative  and  can  only  be 
obtained  from  individuals  thoroughly  familiar  with  all  the  cir- 
cumstances of  the  existing,  and  in  many  cases  local  and  peculiar, 
conditions  of  the  credit  situation,  and  without  having  the  time 
to  clear  a  banking  transaction.  This  may  have  serious  effect  by 
eliminating  important  sources  of  help  at  times  when  they  are  most 
needed,  and  may  thus  precipitate  additional  deflationary  forces 
when  they  are  most  dangerous.  The  bill  prevents  a  firm  requiring 
such  emergency  loans  from  securing  them  with  sound  collateral, 
registered  or  unregistered,  which  it  might  have  available  from  any 
source  as  can  be  done  at  present.  To  so  unfjualifiedly  confine  bor- 
rowing to  the  Federal  Reserve  System  may  therefore  deprive  mem- 
bers from  emergency  relief  with  serious  consequent  dangers  to 
everyone. 

This  provision  also  prevents  many  normal  and  customary  per- 
sonal loans  and  the  utilization  of  private  credit.  Any  such  step 
results  in  the  collectivization  of  all  financial  relationships  between 
individuals  into  a  Government-controlled  banking  system  and  re- 
stricts some  of  the  private  uses  of  private  capital  and  therefore 
should  be  most  carefully  considered. 

These  borrowing  restrictions  may  also  cau^e  the  closing  of  many 
branch  brokerage  offices  and  thereby  the  forcing  of  local  business 
into  the  large  metropolitan  centers. 
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Subdivision  (b)  limits  the  aggregate  indebtedness  of  members  to 
a  percentage,  based  on  the  "  net  current  assets  "  employed  in  their 
business.  Considering  the  fact  that  "  net  current  assets  "  are  not 
defined,  it  is  a  grave  question  as  to  whether  that  method  is  the  sound 
basis  for  determining  the  credit  responsibility  and  risk  of  any  such 
member.  The  commission  could  from  time  to  time  by  classifying 
assets  as  current  or  otherwise  thus  cause  the  liquidation  and  in- 
solvency of  firms  whose  practices  it  did  not  like. 

Section  8  is  entitled  '•  Prohibition  Against  Manipulation  of  Secur- 
ity Prices." 

This  section  is  directed  primarily  against  "  wash  sales  ",  fictitious 
transactions,  and  pools,  which  are  in  many  respects  already  pro- 
hibited by  the  rules  of  the  New  York  Stock  Exchange  and  the  laws 
of  several  States.  However,  some  of  its  subdivisions  would  appear 
to  go  very  nmch  further  and  to  cause  much  greater  damage  than  any 
possible  benefit  that  could  accrue. 

Subdivision  4  makes  it  unlawful  for  any  broker  to  give  informa- 
tion that  the  price  of  a  security  is  likely  to  rise  or  fall  partly  because 
of  the  market  activity  of  certain  individuals  if  he  believes  that  the 
person  may  purchase  securities  on  the  basis  of  such  information. 
Widespread  circulation  of  such  information  might  have  some  harm- 
ful effects,  but  it  is  not  seen  what  purpose  is  gained  by  prohibiting 
a  broker  from  giving  such  information  personally  to  his  customers. 
To  forbid  a  broker  to  so  advise  his  customer  might  be  depriving  the 
customer  of  information  useful  to  him  in  the  protection  of  his 
interests. 

Subdivision  5  makes  it  unlawful  to  give  information  which  in  the 
light  of  circumstances  is  misleading,  if  the  broker  giving  such  infor- 
mation has  reason  to  believe  that  the  person  to  whom  it  is  given 
will  rely  upon  it  in  the  purchase  of  securities.  The  broker  is 
granted  the  defense  that  he  acted  in  good  faith,  but  to  put  the  bur- 
den on  him  to  justify  every  statement  and  to  give  every  customer  the 
right  to  put  his  broker  to  the  proof  of  every  statement  made,  can 
only  result  in  the  refusal  of  cautious  brokers  to  give  any  informa- 
tion whatsoever.     Certainly  this  cannot  be  in  the  public  interest. 

The  liabilities  imposed  are  severe  and  would  undoubtedly  be  used 
by  unscrupulous  purchasers,  when  they  made  an  unfortunate  pur- 
chase, as  a  means  of  forcing  some  settlement  or  contribution  from 
the  broker.  They  would  have  nothing  to  lose  and  everything  to 
gain.  They  could  engage  in  speculative  purchases  and  could  keep 
the  benefits  if  the  purchases  turned  out  successful.  If  they  were  un- 
successful they  would  try  to  recover  from  their  broker  because  of 
something  they  claimed  that  they  had  heard  him  say,  and  if  they 
could  not  recover,  possibly  force  a  settlement  because  of  the  drastic 
penalty  provisions. 

There  is  moreover  nothing  in  this  section  which  limits  the  type 
of  information  to  which  this  subdivision  refers  to  being  matter 
specially  within  the  knowledge  of  the  broker.  The  liability  might 
be  based  on  misinformation  which  was  being  generally  circulated 
and  to  which  the  customer  had  just  as  good  source  of  information 
as  the  broker  himself.  Nor  is  there  any  requirement  that  the  mis- 
taken information  have  any  relation  to  the  purchase  of  the  security 
or  its  market  value. 
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This  liability  of  the  broker  would  probably  drive  much  of  the 
business  from  responsible  houses  to  unreliable  brokers  willing  to 
gamble  on  such  liability  and  to  give  any  advice  to  their  customers 
on  the  chance  that  they  could  evade  liability. 

The  measure  of  damages  exacted  by  this  section  between  the  price 
paid  and  the  last  price  for  which  such  securities  shall  have  sold 
during  the  90  days  preceding  and  the  90  days  following  such  pur- 
chase seems  entirely  arbitrary.  There  is  no' reason  why  such  pen- 
alty as  that  should  be  exacted.  The  price  of  the  stock  90  days 
preceding  a  transaction  has  no  relationship  to  the  transaction  what- 
soever, and  the  price  90  days  following  is  entirely  too  long.  It  gives 
an  added  opportunity  to  an  unscrupulous  person  to  play  against  the 
broker  for  90  days  without  assuming  any  risk  whatever  himself 
This  IS  particularly  true  when  the  customer  can  wait  for  2  years 
without  bringing  any  action  and  still  bring  suit  for  damages  against 
his  broker. 

The  restrictions  of  this  section  against  the  giving  of  advice  and 
the  heavy  liability  provisions  hereinbefore  discussed  also  will  render 
practically  obsolete  the  business  of  investment  counsel  and  may  tend 
to  eliminate  the  possibility  of  people  desiring  to  invest  getting  any 
practical  advice  from  those  more  experienced.  The  result  mav  thus 
be  to  put  a  greater  difficulty  in  the  way  of  the  small  investor  in 
his  ettorts  to  make  a  real  investment  which  will  not  exist  in  regard 
to  the  wealthy  investor  who  may  have  statisticians  and  assistants 
in  his  service  to  make  his  personal  surveys. 

Subdivision  7  requires  reports  as  to  pegging  being  given  to  the 
Commission  as  well  as  to  the  exchange  authorities.  This  adds  to 
the  complications  and  details  of  the  operation  of  a  delicate  mecha- 
nism such  as  the  stock  exchange  and  the  credit  structure  of  the 
country  With  the  other  provisions  for  supervision  and  control 
many  of  the  provisions  for  detailed  information  and  reports  should 
be  sutticient  it  the  information  and  reports  were  filed  with  the  ex- 
change authorities  and  not  both  with  the  exchange  and  in  Wash- 
ington. *= 

Subdivision  (9)  forbids  any  person  to  effect  by  use  of  the  facility 
ot  any  exchange  any  transaction  whereby  a  put,  caU,  straddle  or 
other  optional  privilege  is  acquired.  ' 

Subdivision  9  (i)   will  result  in  the  absolute  elimination  of  any 
transactions  with  warrants,  and  subdivision   9    (iii)    will  likewise 
make  impossible  any  transactions  in  convertible  bonds 
Devices^"    ^  '^  entitled  "  Eegulation  of  the  Use  of  Manipulative 

This  section  gives  the  Federal  Trade  Commission  blanket  control 
over  short  selling,  stop-loss  orders,  and  the  right  to  establish  rules 
tor  the  use  ot  any  device  or  contrivance  "  in  connection  with  the 
purchase  or  sale  of  any  security.  The  danger  of  putting  in  the 
hands  of  anybody  not  in  intimate  and  immediate  contact  with 
minute-to-minute  developments  the  power  to  change  rules  affectino- 
matters  having  such  direct  effect  on  the  entire  stock  market  situatioS 
as  short  sellmg  IS  extremely  dangerous  and  may  lead  to  results 
entirely  different  from  what  is  contemplated.  The  elimination  of 
stop-loss  orders  is  undoubtedly  against  the  public  interest.  The  last 
subdivision  of  this  section  giving  them  control  over  devices  and 
contrivances  might  be  construed  to  mean  almost  anything 
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Section  10  is  entitled  "  Segregation  and  Limitation  of  the  Func- 
tions of  Broker,  Specialist,  and  Dealer." 

This  section  forbids  a  broker  from  also  being  a  dealer  or  an 
underwriter.  It  completely  divorces  the  commission  business  and 
the  investment  banking  business  of  the  issuance,  underwriting,  and 
original  distribution  of  securities,  and  would,  therefore,  be  extremely 
harmful  outside  of  New  York  City  where,  because  of  the  small  vol- 
ume of  business,  a  dealer  in  securities  must,  of  necessity,  act  as  both 
broker  and  dealer.  There  are  few,  even  in  the  large  metropolitan 
centers,  and  none  outside,  who  could  possibly  live  on  only  one  of 
these  branches  of  business  alone  and  who  could  command  enough 
business  to  justify  their  keeping  in  operation  as  only  a  broker  or 
a  dealer. 

One  of  the  most  striking  effects  of  this  section  is  that  it  absolutely 
prohibits  the  existence  of  the  odd-lot  house,  which  is  the  only  efficient 
means  that  modern  exchange  facilities  have  developed  whereby  the 
small  investor  may  purchase  shares  of  stock  in  lots  of  less  than  the 
minimum  unit  of  trading  without  paying  exorbitant  premiums. 
Furthermore,  it  might  well  increase  the  cost  to  a  small  investor  ten- 
fold above  the  present  level  if  the  basic  unit  of  trading  were  elimi- 
nated. Small  units  of  trading  would  not  fairly  reflect  the  true  mar- 
ket. The  reporting  of  quotations  on  such  a  multitude  of  small  trades 
in  different  numbers  of  shares  and  the  clearance  thereof  would 
impair  and  retard  the  entire  mechanical  efficiency  of  the  exchange. 
Moreover,  if  the  purchaser  of  small  lots  is  restricted  by  the  elimina- 
tion of  the  odd-lot  dealer,  the  small  investor's  market  is  put  out  of 
existence  and  he  is  required  to  be  a  speculator  in  a  larger  number  of 
shares.  Why  the  useful  service  of  odd-lot  houses  should  be  pro- 
hibited is  not  understandable.  It  is  possible  that  it  was  not  realized 
that  the  odd-lot  houses  conduct  their  transactions  as  dealers  and 
not  as  brokers.  However,  the  fact  remains  that  they  are  members 
of  the  exchanges  and  deal  as  members  in  their  negotiations  with 
other  members  and  purchase  and  sell  odd-lots  from  such  other  mem- 
bers. They  do  not  receive  commissions.  Section  18  (c)  indicates 
that  the  continuance  of  the  odd-lot  house  is  contemplated,  therefore 
the  wording  of  this  section  is  either  a  mistake  or  put  in  through  a 
misunderstanding  of  the  nature  of  the  odd-lot  business. 

This  section  will  also  absolutely  prohibit  floor  trading.  This 
phase  of  the  stock-exchange  business  accounts  for  a  considerable 
volume  of  transactions  and  thereby  promotes  marketability  of  secur- 
ities and  liquidit}'  of  credit.  Before  it  is  summarily  dismissed  the 
possible  effect  of  such  action,  particularlj'-  under  present  conditions, 
should  be  carefully  considered. 

This  section  also  gives  the  Commission  blanket  control  over  spe- 
cialists and  absolutely  prohibits  a  specialist  from  executing  a  mar- 
ket order.  The  effect  of  such  latter  prohibition  might  result  much 
more  to  the  hardship  of  the  investor  than  to  the  specialist  or  to  the 
speculator.  The  extremely  important  and  necessary  position  that 
the  specialist  plays  in  the  market  cannot  be  too  carefully  considered 
The  effect  on  the"  operation  of  the  market  as  a  whole  through  dras- 
tic action  along  these  lines  will  be  great  for,  even  though  there  may 
be,  in  extremely  isolated  cases,  abuses  in  connection  with  the  opera- 
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tion  of  specialists,  they  are  important  in  maintaining  the  present 
market  hquidity  and  stability. 

There  is  also  the  possibility  that  this  section  prevents  a  stock- 
exchange  member  from  mvesting  in  securities  for  his  personal  ac- 
count.    In  other  words,  a  stock-exchange  member  could  only  buy 
and  sell  shares  on  commission   for  others.     This  may  not  be   in- 
tended but  is  a  possible  interpretation  of  the  restriction  of  members 
acting  as  dealers  m  securities.     In  view  of  the  serious  liabilities  im- 
posed for  violation  of  the  bill,  it  is  doubtful  if  an  exchano-e  member 
would  be  willing  to  take  a  chance  on  his  possible  right  to  invest  in 
securities  for  his  account  and  thus  to  the  extent  that  the  commission 
business  does  not  provide  adequate  income  may  force  stock-exchano-e 
members  to  withdraw  from  the  brokerage  business  in  order  to  be 
able  to  invest  their  personal  capital  in  income-producing  securities. 
Section  11  is  entitled  "  Eegistration  Eequirements  f  or  ^Securities."' 
There  is  nothing  to  indicate  whether  these  requirements  apply 
only  to  securities  to  be  registered  in  the  future  or  whether  a  relistino- 
of  all  presently  listed  securities  is  required.    The  possible  effect  of 
this  must  be  fully  considered.     The  enormous  expense  entailed  in 
relisting  all  these  securities  and  collecting  and  furnishing  data  would 
be  tremendous.    In  fact,  one  corporation  recently,  in  order  to  qualify 
a  single  bond  issue  for  $15,000,000  under  the  Securities  Act  of  1933 
before  the  Federal  Trade  Commission,  reports  that  it  was  required 
to  spend  approximately  $250,000  therefor.     It  is  not  inconceivable 
that  the  Federal  Trade  Commission  would  require  somewhat  similar 
data  for  registration  on  exchanges,  and  one  should  consider  the  ex- 
pense of  these  requirements  if  every  outstanding  security  presently 
listed  on  an  exchange  must  go  through  somewhat  similar  procedure 
Furthermore,  some  of  the  issues  may  be  denied  registration  under 
the  new  requirements  and  under  the  provisions  of  the  bill  practically 
at  the  discretion  of  the  Commission.    This  might  have  serious  effect 
on  the  credit  situation  of  the  country,  the  credit  of  corporations 
whose  securities  are  presently  listed,  and  the  value  of  such  securities 
in  the  hands  of  the  public. 

This  section  also  requires  that  the  registration  information  must 
be  filed  with  the  Federal  Trade  Commission,  in  addition  to  bein^ 
hied  with  the  stock  exchange.  Furthermore,  the  information  mus^t 
K  .,  ,  .f,*  ^^^^y  ^^  ^^y^  before  the  registration  becomes  effective. 
n  the  bill  goes  into  effect  on  October  1,  1934,  the  mass  of  informa- 
tion required  from  all  the  corporations  having  presently  listed  se- 
curities must  be  filed  by  September  1,  1934.  It  would  be  difficult, 
it  not  impossible,  to  compile  adequate  information  even  if  the  rules 
as  to  what  would  be  required  were  immediately  issued.  How  any 
single  commission  could  digest  all  that  information  in  30  days  and 
decide  what  securities  were  to  be  registered  and  what  not  is  a  prac- 
tical problem  to  be  considered  in  the  drafting  of  the  legislation 

A  restri  tion  m  this  section  affecting  the  corporations  themselves 
is  that  they  must  file  an  undertaking  to  abide  by  all  future  rules  and 
regulations  of  the  Federal  Trade  Commission  and  agree  not  to  lend 
lunds  in  any  money  market  or  to  any  person  who  transacts  busi- 
ness in  securities  except  in  accordance  with  the  regulations  of  the 
l^ederal  Irade  Commission.  By  this  and  some  of  the  followino- 
provisions  this  bill  ceases  to  be  a  regulation  of  stock  exchanges  and 
becomes  in  effect  a  bill  completely  subjugating  every  business  to  the 
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absolute  discretion  of  the  Federal  Trade  Commission  over  most  of, 
if  not  all,  the  important  phases  of  its  operation. 

Furthermore,  when  a  corporation  has  once  qualified  for  registra- 
tion and  agreed  to  abide  by  the  rules  of  the  Commission  it  is  bound 
to  do  so  forever  and  cannot  withdraw  from  registration  except 
"  upon  such  terms  as  the  Commission  may  fix." 

A  corporation  registering  its  securities  is  also  required  to  furnish 
in  addition  to  data  as  to  its  organization,  financial  structure,  etc., 
particulars  regarding  material  contracts  of  its  directors  and  officers 
and  principal  security  holders  and  also  those  regarding  remunera- 
tion to  others  than  directors  or  officers  exceeding  $20,000  per  annum, 
and  particulars  respecting  bonus  and  profit-sharing  arrangements 
and  management  and  survey  contracts.  Furthermore,  financial  state- 
ments are  required  not  only  for  current  years  but  also  for  preceding 
years  and  must  be  certified  by  independent  public  accountants.  As 
is  generally  provided  throughout  the  bill,  the  Federal  Trade  Com- 
mission is  entitled  to  demand  such  other  information  and  take  such 
other  steps  as  it  deems  advisable. 

Section  12  is  entitled  "Annual  Quarterly  and  Monthly  Reports  " 
and  requires  the  filing  with  the  exchange  and  with  the  Commission 
of  such  information  and  documents  as  the  Commission  may  require. 
The  blanket  nature  of  the  information  and  the  frequency  with  which 
it  can  Be  required  is  left  entirely  with  the  Commission.  The  full 
effect  of  this  section  is  made  more  evident  when  it  is  considered  in 
connection  with  section  18  (a)  and  (b),  which  specifically  authorize 
the  Commission  to  prescribe  the  methods  to  be  followed  in  the  ap- 
praisal or  valuation  of  assets  and  liabilities,  in  the  determination  of 
depreciation  and  depletion  and  various  other  phases  which  seriously 
affect  the  management  policy  of  a  corporation. 

Section  13  is  entitled  "  Proxies  "  and  prevents  the  solicitation  of 
any  proxy  in  respect  of  registered  securities  unless  prior  to  the  solici- 
tation the  person  to  exercise  the  proxy  shall  file  with  the  Federal 
Trade  Commission  a  statement  setting  forth  the  purposes  of  the 
proxy,  the  person  to  exercise  it,  his  relations  to  and  interest  in  the 
security  and  the  names  and  addresses  of  persons  from  whom  proxies 
are  being  required.  Literally  construed  this  would  require  every 
corporation  sending  proxies  to  its  own  stockholders  to  send  each  of 
them  a  list  of  the  names  and  addresses  of  all  stockholders.  The  pro- 
vision is  also  contained  that  such  further  information  can  be  required 
in  such  form  and  detail  as  the  Federal  Trade  Commission  may 
require. 

Section  14  is  entitled  "  Over-Counter  Markets." 

This  section  attempts  to  make  it  unlawful  for  any  person  to  use 
the  mails  or  any  instrumentality  of  communication  or  transporta- 
tion for  the  purpose  of  making  or  creating  or  enabling  another  to 
make  a  market  for  any  security  without  complying  with  the  rules 
of  the  Federal  Trade  Commission.  The  extent  of  the  control  given 
the  Federal  Trade  Commission  under  this  section  is  difficult  to 
visualize.  Many  informal  arrangements  which  are  used  in  small 
communities  for  the  exchange  or  sale  of  real-estate  mortgages  and 
other  local  securities  would  thus  all  be  brought  under  the  direct 
and  blanket  control  of  the  Federal  Trade  Commission.  Whether 
the  restrictions  of  this  section  will  add  another  element  in  the  defla- 
tion of  registered  securities  and  the  encouragement  of  bootleg  trans- 
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actions  by  removing  all  legal  right  to  conduct  informal  places  for 
the  exchange  of  securities  is  an  important  practical  problem  to 
consider.  Its  effect  on  unregistered  securities  in  the  large  cities  will 
undoubtedly  be  great,  but  its  effect  on  the  smaller  cities  will  probably 
be  even  greater. 

Section  15  is  entitled  "  Transactions  by  directors,  officers,  and  prin- 
cipal stockholders." 

This  section  may  have  a  place  in  a  national  corporation  act,  but  it 
ha?  no  place  in  a  bill  purporting  to  regulate  security  exchanges.    It 
restricts  transactions  by  officers,  directors,  and  also  any  stockholders 
who  hold  more  than  5  percent  of  the  class  of  stock  of  which  they 
are  stockholders;    and   requires   all   such   persons   to   file   monthly 
reports  of  changes  in  their  holdings  of  the  stock  of  the  corporation 
whether  such  holdings  be  of  record  or  be  beneficial.     This  would 
bring  under  the  restriction  of  this  section  a  broker  in  whose  name 
there  was  registered  more  than  5  percent  of  a  corporation's  stock 
who  might  not  own  or  have  a  beneficial  interest  in  a  single  share.     It 
also  makes  it  unlawful  for  any  such  person  to  purchase  any  re^^is- 
tered  security  of  his  corporation  with  the  intention  or  expectation 
of  selling  the  security  within  6  months;  and  any  profit  which  he 
makes,  if  he  should  sell  the  security  within  that  period,  must  be 
paid  over  to  the  corporation.     It  also  prevents  any  such  person 
from  selling  short  any  securities  of  the  corporation.     It  also  makes  it 
unlawful  for  any  such  person  to  disclose  any  confidential  information 
affecting  a  registered  security  of  the  corporation,  and  not  necessary 
to  be  disclosed  as  a  part  of  his  corporate  duties.    Any  profit  made 
within  6  months  in  respect  to  such  security  by  any  person  to  whom 
such  information  shall  have  been  disclosed  shall  be  paid  by  such 
person  to  the  corporation. 

The  effect  of  these  restrictions  cannot  be  fully  visualized  but  they 
have  definite  possibilities  of  seriously  limiting  the  registerino-  of 
securities  by  corporations.  The  credit  value  of  the  holdings  of  many 
stockholders  may  be  seriously  diminished  through  the  restriction^ 
on  unregistered  securities,  because  of  these  and  other  burdens  thrown 
on  the  corporations  and  the  officers  and  directors.  If  the  burdens 
are  as  great  as  seem  possible  many  corporations  may  not  register 
their  securities,  for  the  benefit  which  the  corporation  receives  from 
such  hstxrg  may  be  small  compared  to  the  burden  placed  upon  the 
corporation  to  maintain  such  registration. 

Section  16  is  entitled  "Accounts  and  Records,  Reports,  Examina- 
tions of  Exchanges,  Members  and  Others." 

This  section  gives  blanket  power  to  the  Federal  Trade  Commission 
to  examine  all  records  of  every  exchange  and  the  members  thereof 
and  to  send  persons  to  make  such  examinations,  all  at  the  expense 
of  the  person  being  examined.  This  again  gives  power  to  the  Fed- 
eral Trade  Commission  without  limitation,  and  even  takes  away  the 
customary  limitation  on  most  actions  that  the  person  takino-  it  must 
consider  the  expense.  Here  the  Commission  does  not  e?en  have 
to  think  of  that. 

Section  IT  is  entitled  "  Liability  for  Misleading  Statements." 
Ihe  broad  liability  imposed  by  the  bill  makes  this  section  particu- 
larly burdensome  and  puts  tremendous  advantages  in  the  hands  of 
a  speculator  to  cover  himself  from  bad  speculation  through  endeavor- 
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iiig  to  force  recovery  from  his  broker  for  alleged  misstatements. 
The  nature  of  this  right  has  been  discussed  hereinbefore. 

Section  18  is  entitled  "  Special  Powers  of  the  Commission  ",  and 
has  been  partially  discussed  hereinbefore  in  connection  with  section 
12.  It  again  gives  the  Commission  broad  powers  over  reports  and 
information  and  gives  the  power  to  the  Commission  to  subpena  wit- 
nesses, administer  oaths,  and  so  forth.  The  Commission  is  author- 
ized to  investigate  and  publish  information  concerning  any  facts 
which  it  may  deem  necessary  and  proper. 

Particular  attention  should  be  called  to  the  part  of  subdivision 
(c)  which  gives  the  Commission  power  to  prescribe  the  time  and 
method  of  making  settlements,  payments,  and  deliveries,  and  the  time 
of  calculating  margin  requirements,  and  the  time  and  method  of  clos- 
ing out  undermargined  accounts.  The  control  of  these  matters  by 
a  commission  which  is  entirely  outside  the  control  of  the  persons 
conducting  the  matters  regulated  is  likely  to  cause  extreme  damage 
to  the  business.  The  possibility  of  the  Commission  preventing  clos- 
ing out  of  margin  accounts  for  a  certain  length  of  time  which  might 
be  alleged  to  be  in  the  interest  of  the  investor,  has  been  hereinbefore 
discussed.  The  great  danger  of  such  requirements  and  the  preven- 
tion of  freedom  of  contract  in  respect  to  them  cannot  be  overesti- 
mated. It  should  also  be  i)ointed  out  that  under  this  same  sub- 
division the  Commission  is  given  the  right  to  fix  interest  rates  and 
charges  and  may  summarily  suspend  trading  in  any  registered  se- 
curity or  even  close  the  exchange  itself.  The  dangers  from  these 
blanket  delegations  of  authority  also  cannot  be  overemphasized. 

Section  19  is  entitled  ''  Liability  of  Controlled  Persons  "  and  con- 
tains drastic  provisions  making  every  person  who  controls  another 
through  stock  ownership,  agency  or  otherwise  liable  for  the  acts 
of  the  controlled  person  as  if  such  acts  were  his  own.  What  is 
meant  by  a  controlled  person  is  not  described  and,  therefore,  the 
full  effect  of  th.is  section  cannot  be  understood.  There  are  many 
liabilities  established  for  individuals  by  the  bill,  and  to  what  extent 
an  individual  is  a  controlled  person  within  the  meaning  of  this 
section  is  difficult  to  understand. 

Sections  20, 21,  22,  23.  24.  25,  and  26  provide  for  various  procedural 
and  penal  matters. 

Section  27  provides  for  the  validity  of  certain  contracts. 

Section  28  is  entitled  "  Foreign  Exchanges  "  and  gives  the  com- 
mission power  to  restrict  transactions  on  exchanges  out  of  the  United 
States.  The  effect  of  this  section  on  American  securities  which  have 
already  been  listed  on  the  leading  European  and  other  exchanges 
should  be  carefully  considered,  for  although  the  purpose  of  the 
section  may  be  to  prevent  evasion  of  the  bill  by  merely  conducting 
the  security  transactions  outside  the  exchange,  the  effect  may  be 
much  greater. 

Furthermore,  this  section  applies  only  to  brokei-s  and  dealei-s  and, 
therefore,  all  individuals  who  are  not  brokers  and  do  not  come  within 
the  classification  of  dealers,  may  conduct  any  of  the  prohibited  trans- 
actions on  foreign  exchanges. 

Conclusion:  From  the  foregoing,  the  bills  may  be  seen  to  have 
three  fundamental  characteristics  of  almost  equal  importance:  (1) 
to  regulate  certain  stock  exchange  practices;  (2)  to  restrict  and  con- 
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trol  the  granting  of  credit  and  investment;  and  (3)  to  control  many 
of  the  practices  of  the  corporations  themselves,  their  officers,  di- 
rectors, and  stockholders. 

All  these  important  subjects  are  by  these  bills  placed  under  the 
supervision  and  control  of  the  Federal  Trade  Commission,  whose 
functions  were  confined  (as  its  name  would  indicate)  to  the  admin- 
istration and  enforcement  of  the  Sherman  Anti-Trust  Act,  the  Clay- 
ton Act,  the  Federal  Trade  Commission  Act,  and  related  laws,  all 
of  which  concern  trade  and  commercial  practices.  Its  personnel 
has  been  chosen  for  these  special  purposes.  To  so  suddenly  invest 
this  body,  however  efficient  it  may  have  been  in  its  own  field,  with 
the  broad  and  absolute  control  over  the  delicate  financial  mechanism 
of  the  banks,  corporations,  stock  exchanges,  and  the  general  markets 
for  securities,  to  say  the  least,  requires  the  most  cautious  consider- 
ation. 

It  should  be  further  remembered  that  the  Federal  Trade  Commis- 
sion, in  addition  to  its  original  duties,  was,  by  the  Securities  Act 
of  1933,  given  control  of  the  issuance  of  new  securities.  It  thus 
has  recently  been  given  drastic  control  of  new  financing  by  the  cor- 
porations of  the  country;  but  these  bills  now  propose  in  addition 
to  give  it  jurisdiction  over  the  market  for  and  trading  in  outstanding 
securities  and  also  give  it  jurisdiction  over  many  of  the  related  credit 
transactions  of  the  entire  banking  system  of  the  country  and  of  many 
corporate  practices. 

If  this  proposal  is  carried  out,  the  Federal  Trade  Commission 
can,  through  its  control  of  so  many  of  the  varied  phases  of  the 
financial  and  economic  life  of  the  country,  restrict  the  operation  of 
and  even  destroy  corporations  that  incur  its  displeasure.  The  Fed- 
eral Trade  Commission  does  not  have  to  convict  a  corporation  of 
any  particular  illegal  transaction,  but  can  regulate  it  out  of  existence 
by  control  of  credit,  restrictions  on  new  financing,  removal  of  its  se- 
curities from  exchanges,  and  so  forth,  without  in  any  way  justifying 
its  motives  or  the  soundness  of  its  judgment.  Although  the  bill  pro- 
vides for  judicial  review  by  appeal  to  the  courts  from  the  decisions 
and  orders  of  the  Federal  Trade  Commission,  it  must  be  appreci- 
ated that  many  such  orders  and  decisions  of  far-reaching  and  funda- 
mental effect  would  be  primarily  administrative  orders  invohdno- 
the  discretion  of  the  Commission  and  might  thus  not  l:>e  subject  to 
review  by  the  courts  in  a  manner  sufficient  to  present  the  full  con- 
troversy for  judicial  review.  Furthermore,  immediate  action,  abso- 
lutely required  by  the  very  nature  of  the  subjects  involved  is 
impossible,  and  delay  will  prove  a  denial  of  justice.  ' 

Furthermore  granting  to  the  Federal  Trade  Commission  the  pro- 
posed broad  control  over  financial  matters  further  causes  confusion 
and  conflict  in  that  it  separates  from  the  normal  financial  branches 
of  the  Government  control  over  some  of  the  most  important  phases 
ot  the  financial  and  credit  structure  of  the  country.  To  so  separate 
control  of  different  ])arts  of  the  financial  system  of  the  countrv  in 
several  independent  branches  with  no  coordination  established"  be- 
tween them  presents  much  possibility  for  confusion,  conflict,  and 
disorder. 

The  Chairman.  We  are  very  much  obliged  to  you,  Mr.  Hope 
Do  the  members  of  the  committee  wish  to  ask  any  questions  ? 
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Senator  Kean.  I  do  not. 

Senator  Goldsborough.  I  do  not. 

The  Chairman.  All  right,  Mr.  Hope. 

(Thereupon,  Mr.  Hope  left  the  committee  table.) 

The  Chairman.  Is  Mr.  Legg  present? 

Mr.  Legg.  Yes,  Mr.  Chairman. 

The  Chairman.  Please  come  forward  to  the  committee  table. 

STATEMENT  OF  JOHN  C.  LEGG,  JR.,  OF  THE  FIRM  OF  MACKTJBIN, 
LEGG  &  CO.,  BROKER-DEALERS,  BALTIMORE,  MD.,  AND  MEM- 
BERS OF  THE  NEW  YORK,  BALTIMORE,  AND  WASHINGTON 
STOCK  EXCHANGES 

The  Chairman.  You  desire  to  be  heard  on  this  bill,  do  you? 

Mr.  Legg.  Yes,  sir. 

The  Chairman.  Please  state  your  name,  place  of  residence,  and 
occupation. 

Mr.  Legg.  My  name  is  John  C.  Legg,  Jr.,  of  Baltimore,  a  mem- 
ber of  the  firm  of  Mackubin,  Legg  &  Co.,  broker-dealers,  members  of 
the  New  York,  Baltimore,  and  Washington  Stock  Exchanges. 

The  Chairman.  You  may  proceed  in  your  own  way. 

Mr.  Legg.  Mr.  Chairman  and  gentlemen,  I  represent  18  broker- 
dealers  of  Baltimore. 

Attendance  at  5  hearings  before  the  Interstate  and  Foreign  Com- 
merce Committee  of  the  House,  followed  by  attendance  at  9  hearings 
before  the  Banking  and  Currency  Committee  of  the  Senate,  leads  us 
to  believe  that  most  of  the  sections  of  the  National  Securities  Ex- 
change Act  of  1934  have  been  adequately  discussed,  but  also  leaves 
us  in  doubt  as  to  whether  there  is  a  clear  understanding  of  a  few 
sections  upon  which  we  desire  to  comment. 

We  do  not  come  with  apologies  for  the  profession  in  which  we 
are  engaged.  We  know  that  our  business  is  essential  and  any  regula- 
tions which  would  seriously  hamper  its  normal  operations  would  un- 
favorably affect  the  public.  Those  interested  in  securities  must,  of 
necessity,  have  someone  to  whom  they  can  turn  for  advice.  My  own 
firm,  in  association  with  two  other  banking  firms,  just  completed 
what  I  believe  to  be  one  of  the  largest  refunding  operations  of  its 
kind  ever  attempted  in  the  United  States.  A  plan  was  worked  out 
with  the  assistance  of  the  Reconstruction  Finance  Corporation  for 
the  refunding  by  two  large  surety  companies  of  approximately 
$80,000,000  of  bonds  secured  by  mortgages  which  had  been  guar- 
anteed by  those  surety  companies.  Seven  hundred  and  eighty  se- 
curity dealers  located  in  45  States  and  the  District  of  Columbia 
cooperated  with  us  in  this  plan,  and  more  than  39,000  certificates  of 
deposit  were  issued  to  29,395  investors.  The  significant  fact  of  this 
achievement  is  that  thousands  of  bondholders  relied  upon  the  advice 
of  those  dealers  to  the  extent  of  approximately  94  percent  of  the 
bonds  affected. 

This  is  only  one  illustration  of  what  is  constantly  going  on 
throughout  the  country;  investors  depending  upon  their  local  deal- 
ers for  advice  and  counsel.  Years  of  experience,  constant  study, 
and  the  expenditure  of  a  substantial  part  of  gross  earnings  on  statis- 
tical departments  are  necessary  to  give  adequate  service  to  clients. 
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The  cost,  time,  and  expense  involved  precludes  any  but  very  substan- 
tial investors  from  maintaining  adequate  statistical  organizations 
making  it  necessary  for  smaller  institutions  and  investors  to  seek 
the  advice  of  security  dealers. 

The  representatives  of  recognized  stock  exchanges  scattered 
scattered  throughout  the  United  States  have  testified  here  that  an 
overwhelming  majority  of  their  members  are  both  brokers  and  deal- 
ers in  securities. 

To  our  mind  the  first  sentence  of  section  10  is  especially  obiection- 
able.  It  IS  necessary  for  a  "  broker  "  and  "  dealer  "  to  combine  their 
two  functions  in  the  smaller  financial  centers,  and  the  smaller  the 
city  or  town  the  more  necessary  this  becomes  if  the  "  broker-dealer  " 
is  to  have  sufficient  revenue  to  afford  the  overhead  costs  essential 
to  provide  the  character  of  service  desired  by  the  investino-  public 
In  this  bill  there  is  a  clause  which  does  not  allow  an  investment 
banking  house  to  have  any  affiliation  with  the  brokerage  business 
meaning  the  selling  or  buying  of  securities  for  their  clients,  either 
on  a  cash  or  part-cash  basis.  This  bill,  if  unchanged,  will  force 
out  of  business  the  great  majority  of  the  bond  and  brokerage  houses 
in  the  smaller  financial  centers,  which  in  the  aggregate  number  more 
than  6,000  firms,  employing  many  thousands  of  people.  Merely  to 
act  as  dealer  and  underwriter  and  distributor  of  new  issues  would 
not  bring  them  enough  income  to  keep  their  businesses  going.  Who 
then,  would  remain  to  underwrite  and  distribute  new  securities  and 
perform  the  useful  function  of  dealing  in  securities  now  out- 
standing? 

Conditions  of  the  securities  markets  may  be  such  that  at  one  time 
most  activities  in  securities  would  be  centered  in  the  brokerage  de- 
partment of  a  broker-dealer  while  at  another  time  the  major  activi- 
ties are  confined  to  the  investment  and  over-the-counter  departments, 
and  only  occasionally  are  conditions  of  the  securities  market  such 
that  all  departments  are  active  at  the  same  time.  The  right  to  exer- 
cise both  functions  tends  to  keep  the  income  from  the  business  at  a 
more  unifonn  level  than  would  otherwise  be  the  case,  which  permits 
the  broker-dealer  to  employ  an  average  force  much  larger  than  if 
he  is  permitted  to  act  as  broker  only,  and  in  doing  so,  gives  much 
better  service  to  his  clients. 

It  may  be  roughly  estimated  that  of  all  transactions  in  bonds  only 
10  percent  is  made  on  the  New  York  Stock  Exchange,  the  remaining 
90  percent  being  made  on  other  exchanges  and  on  over-the-counter 
markets,  which  are  largely  "  dealer  "  transactions. 

Very  careful  consideration  should  be  given  to  the  position  in 
which  the  buyer  of  unlisted  securities  would  be  placed  by  segrega- 
tion. Billions  of  dollars  of  securities— including  State  and  munici- 
pal bonds— are  traded  in  only  "  over-the-counter."  If  the  broker- 
dealer  retains  his  membership  in  an  exchange  he  is  prevented  from 
exercising  his  latter  function— that  of  dealing  in  securities— and  so 
his  clients  who  buy  or  sell  such  securities  are  forced  to  transact  their 
business  elsewhere — with  a  nonmember — a  person  unregulated  ex- 
cept as  the  Federal  Trade  Commission  may  at  some  future  date 
prescribe. 

The  Dickinson  report  and  statements  made  here  by  Mr.  Corcoran 
emphasize  the  difficulty  in  formulating  effective  control  of  "  over- 
the-counter  "  markets.     In  what  possible  wav  can  this  segregation 
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be  called  a  safeguard  for  the  public  ?  The  activities  of  the  broker- 
dealer  as  a  member  of  a  recognized  exchange  are  under  supervision, 
and  his  methods  scrutinized.  On  the  other  hand,  if  we  interpret 
the  proposed  law  correctly,  the  nonmember  dealer  will  be  compara- 
tively unregulated. 

In  February  1933  the  bond  market  was  completely  demoralized. 
A  sale  of  as  few  as  5  bonds  would  often  cause  a  decline  of  several 
points  from  the  last  recorded  sale.  Bids  at  times  were  so  far  below 
last  sales  that  frequently  the  stock  exchange  authorities  would  refuse 
to  allow  a  sale  to  be  made  at  the  market  but  would  fix  a  minimum 
price.  Such  action  by  the  exchanges  helped  to  stabilize  the  markets, 
but  did  not  help  the  banks  and  insurance  companies  to  raise  the 
funds  demanded  by  their  depositors  and  policyholders.  Frequently 
a  broker-dealer  would  act  as  broker  for  his  bank  or  insurance  com- 
pany customer  and  sell  on  the  exchange  as  many  bonds  as  the  mar- 
ket would  take  at  a  fair  price,  and  then  in  his  capacity  as  dealer 
would  negotiate  with  his  client  and  purchase  the  balance  of  the  block 
and  through  his  own  sales  force  distribute  them. 

A  similar  operation  comes  about  through  the  function  of  broker- 
dealer  in  distribution  of  stocks  and  bonds  through  options  on  se- 
curities which  are  worthy  of  recommendation  to  his  clients.  We 
have  in  mind  a  block  of  stock  held  in  a  bank  loan.  Careful  inves- 
tigation convinced  the  broker-dealer  of  the  merits  of  the  stock.  A 
circular  was  issued,  and  through  their  sales  organization  they  dis- 
tributed a  substantial  block  of  the  stock.  As  broker  they  were  able 
to  stabilize  the  market  by  purchasing  such  stock  as  was  offered  for 
sale  on  the  exchange  and  sell  such  stock  as  was  wanted  while  the 
distribution  was  going  on. 

We  believe  the  question  of  segregation  which  involves  over-the- 
counter  transactions  is  grave  enough  in  its  possibilities  of  harm  to 
both  the  investing  public  and  the  broker-dealer  and  his  employees 
to  justify  the  appointment  of  a  committee  to  study  every  phase  of 
the  proposed  segregation. 

Section  6  (a),  Margin  requirements  on  long  accounts,  may  pos- 
sibly have  been  designed  to  protect  brokers,  but  would  work  serious 
hardships  upon  small  corporations  throughout  the  country  and  upon 
owners  of  their  unlisted  securities  by  destro3dng  their  collateral 
value.  The  burden  of  registration  requirements  under  the  act  may 
force  man}'^  small-  and  medium-sized  corporations  to  remove  their 
securities  from  listing  on  exchanges  in  smaller  financial  centers,  thus 
aggravating  tlie  situation. 

The  drastic  and  rigid  margin  requirements  under  section  6  (b) 
would  in  all  likelihood  prompt  further  substantial  liquidation  of 
securities.  Those  responsible  for  the  writing  of  this  bill,  no  doubt, 
were  largely  influenced  by  the  revelations  made  before  the  Banking 
and  Currency  Committee  of  the  Senate,  and,  as  is  often  the  case, 
when  concentrating  upon  abuses  and  their  correction  the  suggested 
remedy  may  do  an  incalculable  harm.  Will  the  proposed  commis- 
sion at  all  times  in  the  future  be  better  able  to  regulate  the  amount 
that  can  be  safely  loaned  on  a  given  security  than  broker-dealers 
and  the  banks  from  whom  they  in  turn  borrow? 

We  believe  that  the  volume  of  credit  used  by  stock  exchange 
members  can  be  reaulated  under  the  Banking  Act  of  1933.     The 
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eftective  curb  to  undue  speculation  is  the  curtailment  of  credit. 
Prices  of  stocks  cannot  be  advanced  inordinately  unless  the  pur- 
chases can  be  financed.  Officers  of  banks  with  their  knowledge  of 
security  markets  who  pass  upon  collateral  loans,  when  actin<r  solely 
in  the  interest  of  the  depositors  and  stockholders,  are  able  to  place 
proper  loan  values  on  collateral  offered.  Thus  unwise  and  destruc- 
tive speculation  can  be  better  regulated. 

It  is  our  belief  that  the  reasons  for  regulating  stock  exchanges 
and  their  members  arose  from  the  disclosures  developed  by  the  in- 
vestigations of  the  Banking  and  Currency  Committee  of  the  Senate 
in  the  past  2  years.  We  believe  that  the  overwhelming  maioritv  of 
the  members  of  the  New  York  Stock  Exchange  are  in  whole-hearted 
sympathy  with  your  desire  to  eradicate  any  practice  detrimental 
to  the  best  interests  of  the  public  and  believe  if  the  governors  of 
the  New  York  Stock  Exchange  had  been  more  fully  advised  of  the 
teehng  in  different  parts  of  the  country  toward  practices  that  some 
regarded  as  detrimental  to  the  best  interests  of  the  public  that 
remedial  measures  would  have  been  adopted  sooner.  ' 

If,  as  we  recommend,  the  management  of  the  exchanges  is  to  be 
lett  to  the  exchanges  with  such  regulation  as  Congress  decrees  we 
believe  the  opinions  of  the  various  parts  of  the  countrv  should  be 
expressed  through  representation  on  the  Board  of  Governors  of  the 
New  York  Stock  Exchange  by  members  located  in  various  parts  of 
the  United  States. 

We  are  convinced  that  the  day-to-day  management  of  the  New 
1  ork  fetock  Exchange  must  be  conducted  bv  governors  available  for 
immediate  decisions.  For  that  reason  it"^  may  be  inadvisable  to 
enlarge  the  governing  committee  to  a  point  where  it  would  be  difficult 
to  obtain  a  quorum,  but  the  out-of-town  members  selected  could  be 
formed  into  an  advisory  committee  to  meet  frequently  with  the 
governing  committee. 

Following  our  belief  that  the  proposed  regulations  are  suggested 
as  a  result  of  the  disclosures  of  certain  practices  on  the  New  York 
fetock  Exchange  we  presume  the  regulations  suggested  are  for  the 
purpose  of  eliminating  such  practices  and  respectfully  suggest  that 
the  regulations  be  confined  thereto  and  not  extended  to  affect  other 
functions  of  broker-dealer  business  to  the  detriment  of  the  o-eneral 
public.  ^ 

With  that  in  mind  we  suggest  changes  in  several  sections  under 
the  heading     Definitions."     Section  3,  subdivision  4,  to  read : 

The  term  "broker"   means  any  person   engaged  in  a  business  of  effecting 
transactions  in  securities  for  the  account  of  others,  for  which  service  a  com 
mission  is  charged. 

The  definition  as  given  in  the  bill  could  be  interpreted  to  include 
banks  and  trust  companies  that  ])uv  securities  for  the  account  of 
others. 

Section  3,  subdivision  5  to  read : 

The  term  ;' dealer  "  means  any  person  engaged  in  the  business  of  buving  and 
selling  securities  for  his  own  account,  through  a  broker  oi-  otlierwise  the  chief 
purpose  of  which  is  to  give  investors  a  service  that  will  enable  them  to  buy  or 
sell  securities,  whether  listed  or  not,  which  cannot  be  purcliased  or  sold  to 
better  advantage  on  a  national  securities  exchange.  A  dealer  also  mav  be  an 
underwriter  and  distributor  of  securities. 
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We  urge  the  elimination  of  section  6  for  reasons  previously  given. 

We  urge  the  elimination  under  "  Restrictions  of  members  borrow- 
ing ",  section  7  (a). 

To  prohibit  a  member  of  a  national  securities  exchange  from 
borrowing  from  any  person  other  than  a  member  bank  of  the 
Federal  Reserve  System  Avould  work  an  extreme  hardship  on  broker- 
dealers  located  outside  of  the  principal  financial  centers.  In  the 
ordinary  conduct  of  business  broker-dealers  find  it  necessary  to 
carry  open  accounts  with  their  correspondents  in  the  financial  cen- 
ters where  the  larger  stock  exchanges  are  located.  If  broker-dealers 
are  denied  the  privilege  of  carrying  such  accounts  with  their  broker 
correspondents,  they  could  only  use  a  member  bank  of  the  Federal 
Reserve  System  to  clear  their  transactions.  Even  if  practical,  this 
would  naturally  incur  another  charge  to  be  passed  on  to  the  public. 

We  suggest  a  change  in  the  heading,  ''  Segregation  and  limitation 
of  the  functions  of  broker,  specialist  and  dealer  ",  on  page  21,  to 
read  "  Segregation  and  limitation  of  the  functions  of  broker  and 
specialist." 

It  has  been  stated  before  your  committee  that  the  segregation  of 
"  broker  "  and  "  dealer  "  was  to  give  greater  security  to  the  clients 
of  brokers,  reciting  the  failure  of  four  New  York  Stock  Exchange 
firms,  chiefly  because  of  their  "  dealer  "  commitments.  Compare  the 
remarkably  low  percentage  of  failures  of  private  banking  firms  to 
other  failures  and  we  believe  you  will  agree  that  there  is  no  apparent 
need  to  prescribe  such  stringent  regulations  as  would  destroy  the 
necessarj'  part  of  our  financial  structure  as  would  be  the  result  of 
the  proposed  segregation  of  broker  and  dealer. 

We  strongly  urge  the  elimination  of  the  first  sentence  of  section  10. 

We  appreciate  the  opportunity  you  have  given  us  to  appear  before 
you  and  express  our  views  on  the  pending  legislation. 

The  Chairman.  Can  you  suggest  any  modifications  of  sections  6, 
7,  and  10  of  the  bill,  to  which  you  have  made  reference? 

Mr.  Legg.  On  page  5  I  brought  out  our  opinion  about  section  6 
of  the  bill. 

The  Chairman.  You  want  to  eliminate  it  entirely,  do  you?  Can 
you  suggest  any  modification  that  you  think  might  improve  the 
situation  ? 

Mr.  Lego.  Well,  I  would  not  presume  to  do  that.  I  think  that 
margin  requirements  must  be  left  to  stock  exchange  regulations, 
and  be  flexible  enough  to  keep  us  from  selling  our  clients  out  without 
notice,  which  we  would  have  to  do  under  this  bill  as  drawn. 

Mr.  Pecora.  Mr.  Legg,  prior  to  October  of  1929  wasn't  the  matter 
of  margin  requirements  left  solely  to  the  judgment  of  stock  ex- 
changes and  their  individual  members,  with  the  result  of  a  tre- 
mendous inflation  of  security  prices  due  to  the  speculative  mania 
that  was  encouraged  by  the  undue  extension  of  credit  on  margin  ? 

Mr.  Legg.  The  requirements  were  left  to  brokers,  but  I  do  not 
think  that  resulted  in  undue  inflation.  Brokers  had  their  own  rules 
for  margins,  and  I  know  that  my  house,  and  almost  every  other 
conservative  house,  had  very  stiff  margin  requirements. 

Mr.  Pecora.  Do  you  recognize  that  prior  to  October  of  1929  there 
was  excessive  speculation  in  securities? 

Mr.  Legg.  Yes,  sir. 
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Mr.  Pecora.  Don't  you  think  that  that  excessive  speculation  wa.. 
pr<..npted,  m  part  at  least,  by  the  use  of  the  maryrrrquiremeTts 
that  were  impose  dby  brokers  on  their  customers?  ^^^irements 

'tl  )^Z^VZ  ;r X;f  ^  -"-^  ^^^  ^^-  requirementr^^^' 

a  fn^at'r^/stocT^^'  ''"^^^  ^^^"^^  ''''  ^^^^^-  ^^  ^^^  --  ^' 
at^iat^timeY  ^^^^'^"P^^^"^) '    ^^^^^  ^«^ld  you  say  was  the  average 

TT^/'-Zaft  ^L"^^",^^.^^  impossible  for  me  to  say.  Let  us  take 
United  States  Steel  before  it  had  its  big  boom,  and  one  micrht  ca?r^ 

possibly  for  lo  points.  But  there  we"e  a  great  many  Zer  stocS 
that  I  would  not  carry  at  any  margin.  ^ 

Mr.  Pecora.  You  say  on  page  8  of  your  memorandum  • 

and  limitation  of  the  functions  of  broker  and  specialist  "  Segregation 

Was  it  your  purpose  to  suggest  to  the  committee  that  there  be  a 

segregation  limitation  of  the  functions  of  broker  and  specialist? 
Ml.  Legg.   No,  sir.     Our   intention   in   suffffestino-  that   was   to 

eliminate  the  dealer  from  that  regulation        ^"^^''"^   ^^^^   ^^^   *^ 

ih.Ly^''''^^'-^.''}  ^""l  "^"^  *^'^^^'  ^^^^^^  «"^^^<;  to  be  a  segregation  of 
Its?  o'r'  "f -^f  "'  ^"^r^"  ^^^^^^^  ^^^^  brokers  who  ar?  special- 
vpnt  n  *°  P"V^  !"  ^.''^*^'"  ^^^'  ^^^  bill  ^«  proposed  would  pre- 
vent a  specialist  who  is  a  member  of  an  exchange  from  trading 
for  his  own  account.     Do  you  approve  of  that  principle?  ^ 

ni,7pi;  af"'  f  ^""^Z^'  i?y  relations  with  the  stock  exchange  are 

exchinr  %"}f^"ber  for  the  purpose  of  the  facilities  of  the'stock 
exchange  I  have  been  a  member  of  the  exchange  since  1916,  and 
have  probably  never  been  on  the  exchange  20  times  in  my  life  I 
F^h^rfr  ^o^fidence  in  the  management  of  the  New  York  Stock 
Exchange  and  I  think  the  evidence  which  they  have  given  here  in 
reference  to  specialists  would  certainly  be  more  illuminating  to  you 
than  anything  I  might  say  about  them.  ^ 

Mr   Pecora.  From  the  standpoint  of  your  experience  would  you 
account?   ^^^""'^^'^^^  ^^ould  be  permitted   to   trade  for  their  own 

Mr.  Lego.  My  experience  with  specialists  has  been  nil. 
Mr.  Pecora.  Then  you  have  no  opinion  on  it? 
Mr.  Legg.  No. 

te^e  •  '^^^^^'^-  ^^  *1'^  ^^^t  P^Se  of  your  statement  occurs  this  sen- 

tbe??a!.  iurriofadvicr""""  ""^^'   ""'  "^^^^•^^^^"'   ^'^^^  '^'^"^-^   '^   -^-^ 

hr^hJT  ^"^'i  ^^'|■  ^^*f ^'"e^^  ««  '<'  P^^-t  "f  your  argument  that 
brokei  -dealers  should  not  be  required  to  segregate  their  duties  ?  You 
recognize  don't  you,  that  customers  of  brokers  often  turn  to  brokers 

to  V  ecukte^n?""^'  ^''''"  ^""'^  '''^'''''''  ""''  '^''''^'^  *^'^^  "''^b^  "^^"^ 

Mr.  Legg.  Frequently. 
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Mr.  Pecora.  Don't  you  recognize  that  in  such  a  situation  a  broker 
who  is  also  a  dealer  is  placed  under  the  temptation  of  recommending 
transactions  in  securities  in  which  that  broker  as  dealer  is  also  pri- 
marily interested? 

Mr,  Legg.  I  think  that  circumstance  would  arise  very,  very  seldom, 
speaking  again  for  my  own  group. 

Mr.  Pecora.  Wouldn't  it  arise  in  all  cases  where  a  broker-dealer 
is  asked  for  investment  or  speculation  advice  by  a  customer? 

Mr.  Legg.  I  think  not,  because  it  is  very  infrequent  that  broker- 
dealers  are  interested  in  an  obligation  for  their  own  account.  That 
has  certainly  been  true  for  the  past  few  years. 

Mr.  Pecora.  Well,  in  the  instance  where  a  broker-dealer  has  an 
interest  in  securities,  don't  you  think  he  is  placed  under  the  tempta- 
tion of  recommending,  when  his  advice  is  sought  by  a  customer, 
securities  in  which  he  is  interested  as  dealer  ? 

Mr.  Legg.  I  certainly  would  not  think  it  would  be  a  temptation. 
I  think  the  broker-dealer  would  know  from  his  customer  what  the 
customer  needed. 

Mr.  Pecora.  Well,  he  might  be  tempted  to  feel,  because  of  his 
interest  in  securities,  securities  in  which  he  has  an  interest  or  an 
underwriting,  that  that  very  security  might  be  the  one  which  his 
customer  needs  and  might  advise  him  accordingly. 

Mr.  Legg.  I  think  that  can  be  done  honestly. 

Mr.  Pecora.  There  is  no  question  about  that.  But  we  also  know 
by  evidence  presented  to  this  committee  that  brokers,  who  have  an 
interest  as  optionees  in  certain  securities  they  were  trading  in,  rec- 
ommended the  purchase  of  such  securities  to  their  customers,  al- 
though in  their  own  confidential  reports,  based  upon  a  survey  of  the 
issuing  company,  they  regarded  the  security  as  a  purely  speculative 
one  at  the  same  time  they  were  advising  their  customers  on  the 
basis  of  investment. 

Mr.  Legg.  Well,  I  mentioned  in  my  brief  when  speaking  of 
options : 

A  similar  operation  comes  about  through  the  function  of  broker-dealer  in 
distribution  of  stocks  and  bonds  tlirough  options  on  securities  which  are  worthy 
of  recommendation  to  his  clients. 

Mr.  Pecora.  Who  is  going  to  determine  that? 

Mr.  Legg.  The  broker-dealer. 

Mr.  Pecora.  Exactly,  and  if  the  broker-dealer  has  an  interest  in 
the  security  as  underwriter  or  sponsor  that  might  tincture  the 
advice  he  gives  his  customer,  might  it  not  ? 

Mr.  Legg.  I  cannot  get  your  point,  Mr.  Pecora.  I  am  thinking 
about  the  broker-dealer  who  is  doing  an  honest  business,  who  investi- 
gates a  stock  or  bond,  issues  a  circular  and  puts  his  recommendation 
on  it.  It  certainly,  as  you  say,  tinctures  his  advice,  because  he 
believes  it  is  the  thing  for  his  client. 

Mr.  Pecora.  But  it  might  tincture  it  because  he  believed  it  would 
be  in  his  own  interest  to  prompt  its  sale. 

Mr.  Legg.  You  and  I  are  not  speaking  of  the  same  kind  of  broker- 
dealers. 

Senator  Kean.  Isn't  it  also  true  that,  if  a  man  comes  into  an 
office  and  says  he  has  so  much  money  to  invest,  that  you  give  him 
a  list  of  securities,  some  of  which  you  may  be  interested  in  and 


1    4fJ4     .}'i 


6924 


STOCK   EXCHANGE   PRACTICES 


some  of  which  you  are  not  interested  in,  and  that  when  you  submit 
that  list  to  him  you  say:  On  these  we  would  not  charge  vou  anv 
commission,  because  we  own  these  securities  ?  *^     j  j 

Mr.  Legg.  Yes,  sir. 

Senator  Kean  Therefore  it  is  at  the  option  of  the  purchaser. 
_iou  try  to  give  him  all  the  facts  that  you  have  in  regard  to  that 
investment ;  after  you  have  made  a  study  of  that  security  you  try  to 
give  him  all  the  facts  in  regard  to  that  proposed  investment,  so  that 
It  is  his  choice  after  knowing  all  the  facts  that  you  have  worked  up 
and  put  before  him,  I  mean  it  is  his  choice  as  to  whether  he  will  buv 
that  security  or  not.  ■^ 

Mr.  Legg.  That  is  right. 

Mr   Pecora.  One  of  the  biggest  purchasers  of  securities  that  this 
country  had  was  the  National  City  Co.,  was  it  not« 
Mr.  Legg.  Yes. 

Mr  Pecora.  Are  you  familiar  with  the  testimony  introduced  be- 
fore this  committ^ee  with  regard  to  the  troubles  of  that  securities 
selling  company? 

_    Mr.  Legg.  I  would  not  say  I  was  famihar  with  it.     I  have  read 
It  over  now  and  then  in  the  papers. 

Mr  Pecora.  I  think  if  you  were  familiar  with  that  testimony  you 
would  hnd  out  one  of  the  purposes  of  the  provisions  of  this  bill  that 
you  take  exception  to. 

Mr.  Legg.  Mr.  Pecora,  naturally  your  investigations  have  brought 
out  the  bad  part  of  this  business. 

Mr.  Pecora  It  is  only  the  bad  part  that  it  is  sought  to  eliminate 
through  the  bill,  not  the  good  part. 

Mr.  Legg.  Yes.  I  am  sure  that  every  decent  thinking  person  in 
my  business  wants  to  help  you  to  eliminate  such  practices.  We 
speaking  for  the  small  broker-dealer  are  penalized  in  your  effort^ 
to  regulate  the  few  people  even  though  it  is  the  large  people  whom 
you  have  investigated  and  who  have  offended.  That  is  the  reason 
1  ask  that  your  efforts  be  confined  to  regulation  of  offenders  and  not 
spread  throughout  the  country  to  the  6,000  broker-dealers  who  are 
doing  a  legitimate  business. 

Mr.  Pecora.  If  you  can  find  out  any  way  by  which  Congress  can 
determine  what  particular  firms  are  liable  to  err  in  the  future  as 
they  have  in  the  past,  that  might  be  done;  but  I  do  not  know  any 
way  by  which  that  can  be  done.     Do  you  ? 

Mr.  Legg.  I  do  not  know  any  way  that  it  can  be  done,  but  I  know 
what  this  bill  will  do  to  the  honest  broker-dealers  throughout  the 
country  in  your  attempt  to  regulate  the  other  side. 

Mr.  Pecora.  It  simply  puts  them  in  a  position  where  they  will 
continue  to  do  business  on  a  basis  of  good  faith. 

Mr.  Legg.  No;  I  do  not  think  we  can  continue  to  do  business  if  you 
segregate  the  broker-dealer. 

Mr.  Pecora.  Why  can  you  not  continue  to  do  business  as  a  dealer? 
Mr.  Legg.  Because  there  is  not  enough  money  in  any  one  branch 
of  the  business,  Mr.  Pecora. 

Mr.  Pecora.  That  affects  your  private  interest;  it  does  not  affect 
the  public. 
Mr.  Legg.  It  does  affect  the  public. 
Mr.  Pecora.  I  do  not  think  so. 
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Mr.  Legg.  Because  I  can  serve  the  public  better  as  a  broker-dealer 
than  I  can  as  either  one  individual. 

I  am  sorry  that  Senator  Goldsborough  did  not  take  the  opportunity 
to  read  a  letter  that  the  Mutual  Savings  Banks  Association  in  Balti- 
more wrote  him  yesterday,  for  the  record. 

The  Chairman.  I  think  that  has  been  put  into  the  record  this 
morning. 

Mr.  Lego.  I  am  sorry  that  Mr.  Pecora  has  not  had  the  benefit  of 
that. 

Senator  Goldsborough.  I  have  it  in  my  hand,  and  I  will  ask  that  it 
be  read. 

Mr.  Legg.  This  letter  is  dated  March  5,  1934,  and  addressed  to 
Hon.  Phillips  Lee  Goldsborough,  United  States  Senate,  Washington, 

I  might  say,  before  I  read  this  letter,  that  the  mutual  savings 
banks  in  Baltimore  have  deposits  of  approximately  $200,000,000 
[reading]  : 

My  Deae  Senator  Goldsborough  :  As  you  are  fully  aware,  tlie  mutual  saviugs 
banks  of  Baltimore  enjoy  a  long  and  outstanding  record  of  useful  service  to 
the  people  of  Baltimore.  They  have  afforded  a  means  for  safe-keeping  the 
savings  of  people  of  small  means  and  at  the  same  time  furnishing  an  available 
supply  of  funds  for  investment  in  mortgage  loans  for  the  building  of  homes. 

In  order  to  adetiuately  protect  and  diversify  the  investment  of  their  depositors' 
savings,  these  mutual  savings  banks  for  many  years  have  also  been  purchasers 
of  large  amounts  of  high-grade  investment  bonds.  Many  of  these  bonds  are 
the  public  securities  of  States,  counties,  and  municipalities,  as  well  as  large 
amounts  of  equipment-trust  certificates  and  underlying  railroad  and  public 
utility  obligations,  which  are  not  listed  on  any  exchange  for  obvious  practical 
reasons. 

The  purchase  and  sale  of  such  bonds  are  made  through  recognized  security 
dealers,  many  of  wiiom,  in  order  to  render  better  facilities  to  their  clients,  are 
also  stock  exchange  members.  These  dealers,  through  their  knowledge  of  invest- 
ment conditions  and  through  their  contacts  with  other  dealers  and  institutions 
in  different  parts  of  the  United  States,  are  enabled  to  locate  and  determine 
whether  their  customers  are  best  seryed  in  the  execution  of  such  transactions 
on  the  stock  exchanges  or  through  the  over-the-counter  markets. 

Frequently  it  is  much  more  advantageous  to  institutions  such  as  our  mutual 
savings  banks  to  deal  with  such  security  dealers  when  they  are  acting  directly 
as  principal  in  the  transactions.  Our  experience  is  that  it  is  decidedly  to  the 
interest  of  institutions  such  as  ours,  and  therefore  our  many  depositors,  to  be 
able  to  handle  such  transactions  through  recognized  security  dealers  whose 
combined  facilities  enable  them  to  render  either  dealer  or  broker  service. 

Naturally  the  mutual  savings  banks  are  not  interested  in  fostering  specula- 
tion in  securities  and  unquestionably  practices  have  developed  that  justify 
correction  and  a  regulation  of  these  specidative  activities,  but  it  is  certainly 
obvious  that  serious  consideration  should  be  given  to  the  effects  of  that  portion 
of  the  Rayburn-Fletcher  bill  which  provides  for  segregation  of  the  dealer- 
broker  business  and  its  effect  on  the  investment  transactions  of  the  mutual 
savings  banks,  which  are  truly  representative  of  the  thrifty  people  of  small 
means. 

Very  truly  yours, 


President  Associated  Mutual  S'lvings  Banks  of  Baltinvore. 

Senator  Goldsborough.  The  savings  banks  belong  entirely  to  the 
depositors  ? 

Mr.  Legg.  Yes,  sir. 

Ml".  Pecora.  That  makes  a  rather  favorable  argument  for  regula- 
tion, because 

Mr.  Legg.  I  do  not  take  it  from  the  letter.  I  take  it  that  it  would 
mean  the  service  which  was  rendered  by  the  broker-dealer. 
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Mr.  Pecora.  I  do  not  see  why  a  dealer  has  to  be  a  broker  in  order 
to  give  better  service. 

Mr.  Legg.  That  gentleman  has  had  30  or  40  years'  experience  in 
the  purchase  of  securities,  and  that  is  his  opinion. 

Mr.  Pecora.  Do  you  mean  to  say  that  the  mutual  savings  banks 
of  Baltimore  could  not  effect  their  transactions  in  the  sale  of  securi- 
ties through  dealers  who  were  not  brokers,  just  as  they  do  through 
those  that  are  brokers  ? 

Mr.  Legg.  But  the  president  of  this  association  is  stating  that  he 
thinks  they  can  do  it  to  better  advantage  through  a  combination 
house. 

Mr.  Pecora.  I  do  not  think  he  says  they  can  do  it  to  better  advan- 
tage through  a  combination  house. 

Mr.  Legg.  A  broker-dealer,  he  calls  them. 

Senator  Goldsborough.  I  would  like  to  ask  a  question.  On  pao-e  6 
of  your  memorandum,  Mr.  Legg,  you  referred  to  the  fact  that  you 
are  convinced  that  ihQ  day-to-day  management  of  the  New  York 
Stock  Exchange  must  be  conducted  by  governors  available  for  im- 
niediate  decisions ;  but  I  understand  that  you  also  suggest  that  you 
think  it  would  be  wisdom  that  there  should  be  formed  an  advisory 
committee  to  meet  frequently  with  the  governing  committee  ? 

Mr.  Legg.  Senator,  those  two  paragraphs  do  not  jibe  very  well 
It  was  written  probably  a  little  hastily.  We  had  thought  that  the 
opinion  of  the  investing  public  throughout  the  United  States  could 
be  more  adequately  presented  to  the  governors  of  the  New  York 
Stock  Exchange  if  those  out-of-town  members  had  a  duty  or  an  ob- 
ligation to  confer  with  the  governors.  As  it  is  now  we  do  not  see 
the  governors  from  one  year's  end  to  the  other.  I  do  not  criticise 
the  governors  for  not  sensing  these  opinions  throughout  the  country, 
any  more  than  I  censor  ourselves  for  not  bring  it  to  the  attention 
of  the  governors.  But  there  should  be  something  done  to  get  these 
things  to  the  governors  and  there  should  be  an  obligation  to  brin^  it 
to  them.  ^ 

Senator  Goldsborough.  My  purpose  in  this  question  was  to  em- 
phasize what  you  had  said,  because  it  seemed  to  carry  some  merit, 
at  least  to  my  mind. 

Mr.  Pecora.  Is  it  your  opinion  that  the  bill  takes  the  day-to-day 
management  of  the  stock  exchanges  out  of  the  hands  of  their  gov- 
ernmg  committees  and  vests  it  in  the  Federal  Trade  Commission? 
Mr.  Legg.  That  is  the  way  I  would  read  the  bill,  and  fear  it. 
Mr.  Pecora.  You  apparently  are  not  familiar  with  the  statements 
iHade  to  this  committee  by  Mr.  Corcoran  at  the  opening  of  these 
hearings  last  week? 

Mr.  Legg.  Yes,  sir;  I  heard  Mr.  Corcoran's  statements. 
Mr.  Pecora.  Have  you  read  the  bill? 
Mr.  Legg.  Yes,  sir. 

Mr.  Pecora.  Could  you  point  to  the  provisions  in  it  that  in  your 
opinion  divest  ih^  exchange  authorities  of  the  power  of  self-man- 
agement? 

Mr.  Legg.  There  are  a  lot  of  things  in  this  bill  that  you  do  not 
read.  The  Federal  Trade  Commission  reserves  to  itself  the  right  to 
adopt  and  prescribe  such  rules  and  regulations  in  the  future  as  it 
desires.  With  that  it  certainly  could  take  over  the  management  of 
not  only  the  exchange,  but  a  great  many  other  things. 
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Mr.  Pecora.  Do  j^ou  think  that  it  means  that  the  governing  au- 
thorities of  the  exchanges  are  divested  and  also  divested  of  their 
power  of  self-management  ? 

Mr.  Legg.  I  would  fear  it,  from  the  bill.  I  think  you  would  agree 
with  me  that  the  management  of  the  stock  exchange  must  be  left  in 
the  hands  of  those  who  are  available   for  emergency.     I   pointed 

<^)Ut 

Mr.  Pecora.  I  do  not  see  anything  in  the  bill  that  operates  to  de- 
prive them  of  that  day-to-day  management  and  operation. 

Mr.  Legg.  I  pointed  out  the  1933  bond  market.  I  do  not  know 
Avhether  you  were  as  close  to  that  as  we  were,  but  that  was  a  verj'^ 
uncomfortable  time.  The  assets  of  banks  and  insurance  companies 
were  being  dissipated  by  the  reduction  in  market  values  which  were 
not  justified  by  the  small  amount  of  securities  which  were  offered. 
I  saw  several  occasions  when  we  had  market  orders  to  sell  small 
blocks  of  bonds  when  the  stock  exchange  would  refuse  to  allow  a 
client  to  sell  at  the  bid  price.  It  was  so  much  below  the  last  sale  that 
tliey  arbitrarily  fixed  a  minimum  price.  It  needs  somebod}^  on  the 
stock  exchange  to  take  that  kind  of  action. 

The  Chairman,  At  the  time  you  speak  of  there  was  local  manage- 
ment by  the  stock  exchange  itself.     Xobody  interfered  with  that. 

Mr.  Legg.  No;  and  they  took  action.  Senator.  If  they  had  not, 
we  would  have  seen  bontl  [)rices  very  much  lower  than  they  were  on 
very  small  liquidation. 

The  Chairman.  We  are  much  obliged  to  3'ou,  Mr.  Legg. 

Mr.  Redmond.  May  I  place  myself  at  the  table,  Mr.  Chairman,  in 
case  I  wish  to  ask  any  questions? 

The  Chairman.  Yes. 

STATEMENT  OF  HON.  WILLIAM  CLARK.  PRINCETON,  N.J..  UNITED 
STATES  JUDGE  FOR  THE  DISTRICT  OF  NEW  JERSEY 

The  Chairman.  Please  state  your  name,  residence,  and  profession. 

Judge  Clark.  My  name  is  William  Clark.  I  live  in  Princeton, 
N.J.  I  am  United  States  district  judge  for  the  District  of  New 
Jerse3^  I  think  that  inasmuch  as  you  have  witnesses  here  who  rep- 
resent the  stock  exchange,  I  would  like  to  appear  as  representing 
the  victims  of  stock-exchange  speculation. 

The  Chairman.  We  are  very  glad  to  hear  from  3^ou,  Judge. 

Mr.  Pecora.  Do  you  mean  that  you  are  attempting  to  speak  for 
tiie  general  public? 

Judge  Clark.  That  is  my  idea,  Mr.  Pecora. 

Mr.  Chairman  and  Senators,  I  have  accepted  your  committee's 
kind  invitation  to  impose  on  their  time  for  one  reason  only.  I  have 
strong  feelings  on  the  subject  of  the  margin  section  of  the  proposed 
bill.  I  believe  that  section  does  not  go  far  enough.  I  believe  that 
the  stock  exchange  should  be  put  on  a  cash  basis.  Those  feelings 
and  that  belief  are  not  manufactured  for  this  occasion,  nor  are  they 
simply  the  result  of  cloistered  thinking  by  an  enfeebled  intellect.  In 
10  years  on  the  Federal  bench,  I  have  had  personal  observation  of 
the  tragic  consequences  of  margin  trading  in  three  respects. 

First:  I  have  had  to  send  men  to  prison  because  they  had  used 
the  money  entrusted  to  them  by  poor  depositors  to  "  i^iotect "'  their 
175541— 34— PT 15 33 
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margin  accounts.  The  district  attorney  for  my  district  advises  me 
that  about  one  half  of  our  national  bank  embezzlements  in  the  last 
5  years  are  the  result  of  stock  speculation. 

As  far  back  as  1931  the  Department  of  Justice,  Bureau  of  Investi- 
gation, informed  me,  for  the  purposes  of  a  speech  which  I  was  mak- 
ing, that  the  average  for  the  country  generally  runs  as  high  as  60 
percent. 

If  you  examine  the  records  of  bonding  companies  and  of  prose- 
eutors'  offices  you  will,  I  think,  find  that  officers  in  State  institutions 
and  public  officials  have  been  equally  inclined  to  use  other  people's 
money  for  investment  in  the  stock  exchange.     The  judicial  function 
of  punishment  is  always  heartrending  to  exercise.     In  the  case  of 
certain  classes  of  crimes,  the  nature  of  the  offense  and  of  the  person 
committing  it  leaves  the  emphasis  on  the  necessity  for  protecting 
society.     To  sentence  a  drug  peddler  is  one  thing;  to  punish  a  lead- 
ing citizen  of  the  community  for  betraying  the  neighbors  who  trusted 
him  IS  quite  another.     Furthermore,  in  dealing  with  the  professional 
criminal  one  has  the  feeling  that  the  causes  of  his  erring  (environ- 
ment, inheritance,  physical  and  mental  condition,  and  so'' forth)  are 
deep  rooted  in  any  civilization  and  yield  only  gradually  to  elimina- 
tion.    In  the  case  of  the  bank  officer,  however,  there  is  obviously 
only  one  cause:  His  inability  to  resist  the  insidious  temptation  of 
following  the  crowd  in  seeking  what  looks  like  safe  and  easy  money. 
Second.  There  has  been  since  1929  an  increasing  number  of  suits 
in  my  court  on  insurance  policies  where,  mider  the  terms  of  the 
standard  policy,  the  issue  was :  Accident  or  suicide  ?     The  company 
has  been,  therefore,  obliged  to  establish  motive,  and  in  nearly  every 
instance  the  motive  has  been  "  wiped  out  in  the  stock  market.'-     The 
number  of  these  cas^s  caused  me  to  inquire  of  insurance  executives 
about  the  causes  of  suicide  under  straight-life  policies.     The  answer 
was  again  mostly  stock-exchange  speculation.     The  situation  became 
so  serious,  I  am  informed,  that  the  companies  considered  abrogating 
the   1-year  incontestable  clause  in   their  policies.     Sometime's   this 
first  and  second  res]:)ect  can  be  combined,  because  the  particular  bank 
officer  or  public  official  prefers  death  to  dishonor  and  anticipates 
the  court  with  a  pistol.     We  had  such  a  case  in  Princeton,  where  I 
live,  2  years  ago.     The  cashier  of  one  of  our  banks  killed  himself, 
and   it  was   discovered  that  a  local  brokerage  office    (it  has   now 
folded   its  ledgers  and   departed)    had   covered   his  margins   with 
about  $100,000  of  the  bank"s  money  and  about  $50,000  of  the  local 
churches  for  good  measure. 

Tliird.  In  1980  and  1931,  I  conducted  with  the  aid  of  the  Yale 
Law  School  and  the  Department  of  Commerce,  what  we  called  a 
•  bankruptcy  clmic  "—we  examined  a  large  number  of  persons  who 
Jiad  filed  ])etitions  in  the  NeAV  Jersev  court  for  the  purpose  of  dis- 
covering the  whys  and  wherefores  of  their  unfortunate  condition— 
ho])ing  that  we  might  be  able  to  chart  the  seas  instead  of  just  salva*^- 
lug  the  wreck.  We  Avere  shocked  to  find  the  large  nuuiber  of  indi- 
viduals, both  business  men  and  wage  earners  who  had  taken  a  flino- 
in  the  market  as  a  sideline,  with,  of  course,  fatal  results.  *^ 

My  knowledge  of  these  things  led  me  to  the  conclusion  that  margin 
trading  in  an  unconscionable  number  of  cases  led  to  either  death, 
dishonor,  or  distress.     I  have  been  endeavoring  for  several  years 
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now  to  impart  that  conclusion  to  the  stock-exchange  authorities 
themselves.  Through  the  newspapers,  in  speeches,  and  even  through 
personal  correspondence,  I  have  endeavored  to  suggest  that  they 
w^ould  be  wise  to  alter  a  system  that  fostered  such  dreadful  results. 
You  gentlemen  who  have  experienced  the  cooperative  spirit  of  the 
exchange  will  not  be  surprised  to  hear  that  I  did  not  accomplish 
nuich  except  perhaps  qualify  myself  in  their  regard  for  a  jjlace  in 
the  United  States  Senate. 

In  fact,  I  was  met  by  the  same  plaintive  cry  (it  reminds  me  of  a 
sort  of  fimmcial  Mother  Carey's  chicken)  that  you  must  be  pretty 
sick  of  "  The  stock  exchange  is  a  market  place.''  One  has  heard  this 
so  often  that  one  almost  expects  to  see  the  floor  brokers  becomingly 
draped  in  white  ajn-ons  and  to  smell  fish  instead  of  stocks.  One  might 
suppose  that  Shakespeare's  famous  phrase  had  ended  the  argiunent 
by  giving  a  name.  The  stock  exchange  is  not  a  market  place  any 
more  than  margin  trading  is  per  se  gambling. 

The  stock  exchange  is  a  very  important  institution  in  our  economy 
and  should  be  governed  according  to  sound  principles  of  political 
economy.  One  of  these  principles  is  uiidoubtedl}^  that  it  should  be 
a  place  where  stocks  can  be  bought  and  sold.  Another  is  that  it 
not  be  a  place  where  pe(ij)le  are  tempted  to  indulge  in  unreasonable 
risks.  Clearly,  if  everyone  could  purchase  stocks  for  the  asking  and 
without  the  humiliating  necessity  of  putting  u])  some  cash,  the  num- 
ber of  transactions  would  increase  and  murtii)ly  and  the  wi(h)\v  and 
orphan  could  sell  or  buy  every  split  second.  (I  might  digress  to  re- 
mark how  curious  it  is  that  tears  for  the  widow  and  orphan  appear 
wherever  a  utility  or  stock  excliange  goes  on  the  operating  table.) 
Equally  clearly,  a  margin  transaction  involves  a  real  risk.  It  is  not 
gambling  in  any  technical  sense.  It  is  simply  a  purchase  money 
mortgage  with  a  chose  in  action  (the  stock)  as  security.  Because 
that  security  is  very  volatile  in  its  nature  it  is  subject  to  wide  and 
vapid  fitictuations.  Because  it  is  subject  to  those  wide  and  rai)id 
fluctuations,  the  mortgagor  purchaser  is  always  in  danger  of  having 
to  bolster  the  impaired  security  and  if  he  can't,  of  being  foreclosed 
out  of  liis  purcliase  money. 

We  must,  it  seems  to  me,  arrive  at  a  social  balance  between  these 
conflicting  values.  The  widows  and  orphans  can  aliord  to  wait 
a  few  hours  to  get  their  money  for  their  securities  in  order  that  others 
of  tlieir  fellow  hunuin  beings  may  not  be  widowed  or  oq^haned 
(for  dishonor  is  a  worse  form  of  death)  or  forced  into  poverty  be- 
cause their  loved  ones  have  succumbed  to  the  temptation  of  unrea- 
sonable risks.  How  is  the  social  balance  to  be  reached^  In  my 
very  humble  judgment  by  putting,  as  I  said  in  the  beginning,  the 
stock  exchange  on  a  cash  basis. 

It  would  not  be  too  much  to  say  that  among  the  most  obvious  of 
the  nuich  talked  about  causes  of  the  nnich  talked  about  depression 
is  the  abuse  of  ci-edit.  You  gentlemen  have  seen  it  in  your  investi- 
gation of  foreign  loans  and  in  your  investigation  of  a  few  banks. 
You  have  not  seen  as  much  as  I  have,  j^erhaps,  of  the  great  Ameri- 
can institution  of  instalment  selling.  During  the  glad  gone  days  it 
\vas  fashionable  to  exalt  that  system.  Personally  I  never  could  see 
the  soundness  of  buying  anything  but  necessities  until  the  money 
Avas  in  the  bank.     It  costs  more,  it  is  subject  to  the  whim  of  fate 


6930 


STOCK    EXCHANGE    PRACTICES 


fc'^       I 


and  it  only  anticipates  enjoyment  at  the  expense  of  thrift.  How- 
ever that  may  be,  we  who  investigated  the  1,000  bankruptcies  I  have 
spoken  of,  had  ample  opportunity  to  observe  the  economic  effect 
of  the  unbridled  instalment  mania  of  the  last  decade.  The  instal- 
ment houses,  like  the  stock  brokers,  point  with  pride  to  the  fact 
that  they  lost  nothing.  That  is  no  doubt  true.  It  is  the  poor  fools 
that  fall  for  the  blandishments  of  both  that  have  done  the  losing. 

No  one  will  maintain  that  stocks  are  necessaries  in  the  sense  that 
shelter,  covering,  food,  and  transportation  are  essential  to  human 
welfare.  There  seems  no  good  reason  accordingly  why  stocks  should 
not  be  paid  for  by  money  that  has  first  been  saved,  rather  than  the 
saving  should  come  out  of  the  rise  or  fall  of  the  market.  That  is 
certainly  true  in  all  cases  where  the  mortgagor  purchaser  is  not  in 
a  credit  position  to  meet  the  fluctuations  of  his  security. 

Wlio  determines  that  mortgagor  purchaser's  credit  position?  As 
things  are  now,  the  one  man  least  fitted  to  do  so — the  broker.  Least 
fitted  for  tv.o  reasons.  He  has  not  the  capacity  or  the  incentive. 
The  business  as  at  present  constituted,  is  not  conducive  to  the  de- 
velopment of  inherent  talent.  The  floor  trading  could  certainly  be 
carried  on  by  Western  I^nion  messengers  and  it  has  been  even  sug- 
gested that  a  pari  nuitual  system  could  be  worked  out.  The  office 
work  is  largely  routine  and  the  chief  difference  between  a  bad  broker 
and  a  good  broker  seems  to  be  in  his  ability  to  make  friends — ^a 
beautiful  quality,  surely,  but  sometimes  expensive  for  the  friends. 
In  France  a  member  of  the  Bourse  has  to  be  both  a  chartered  ac- 
countant and  a  member  of  the  bar. 

Worse  than  lack  of  capacity,  the  incentive  of  the  stock  broker  is 
towards  tlie  abuse  of  his  power  to  extend  credit.  His  temptation 
is,  of  course,  to  ignore  the  credit  position  of  his  customer.  He 
makes  first  some  interest  on  the  money  he  loans,  and  then  he  earns 
the  livelihood  bj^  the  number  and  size  of  his  transactions.  As  long 
as  he  has  enough  to  cover  during  the  time  needed  for  him  to  sell 
out,  he  does  not  care  whether  the  customer  must  dip  into  the  till 
to  put  up  more  margin,  or  kills  himself,  or  loses  his  home  because 
he  can't.  It  is  true  he  may  lose  his  customer,  but  he  is  comforted 
by  Barnum's  aphorism.  The  stock  and  connnodity  broker  are  the 
only  go-betweens  I  know  of  that  exercise  the  credit  function.  Their 
stake  is  not  in  the  use  of  credit  in  the  interest  of  the  connnunity 
or  its  members,  but  in,  naturally,  lining  their  own  pockets  with 
as  many  commissions  as  possible.  They  immediately  become  unable 
to  estimate  the  wisdom  to  the  particular  individual  and  through 
him  to  society  of  any  credit  line. 

I  have  avoided  discussing  the  gambling  instinct  and  its  suppres- 
sion as  relates  to  the  stock  exchange.  We  are  all  of  us  lazy,  and  we 
would  all  like  to  make  some  money  without  working  for  it.  We 
have  not  been  as  a  Nation  very  successful  in  the  legislative  suppres- 
sion of  instincts.  I  am  only  suggesting  that  if  we  want  to  make 
monev  without  working  for  it,  by  operating  in  the  stock  market,  we 
should  either  have  the  cash  in  our  jeans  or  we  should  borrow  it  from 
some  source  which  is  both  more  or  less  expert  in  the  exercise  of 
the  credit  function  and  which  has  no  bias  in  favor  of  exercisinji 
rather  than  refusal.  Such  a  source  manifestly  exists  in  the  banking 
system,  which,  whatever  its  past  mistakes,  must  have  a  vital  interest 
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in  the  economic  wisdom  of  all  of  iis  and  must  govern  their  loans  by 
an  honest  desire  to  build  up  the  country  rather  than  by  the  wish 
to  have  a  new  crop  of  the  "  something-for-nothing  boys ""  every  few 
years. 

I  have  also  not  dwelt  upon  the  fatal  effects  of  the  abuse  of  credit 
by  the  stock  brokers  on  our  whole  economic  life.  To  tlo  so  seems 
hardly  necessary  after  what  we  have  just  been  through.  A  people 
can  scarcely  base  its  investment  policy  on  borrowing  to  buy  stocks 
whose  value  arises  principally  because  everyone  is  borrowing  to  buy 
them  and  benefit  by  it.  We  have  sown  margin  trading  and  are  now 
reaping  the  depletion. 

I  hope  I  have  not  been  presumptuous,  gentlemen.  I  have  seen 
with  my  own  eyes  what  margin  trading  has  done  to  its  victims.  It 
has  not  been  a  pleasant  sight.  I  hope  that  the  Congress  will  have 
the  courage  and  wisdom  to  put  an  end  to  it. 

May  I  close  with  two  warnings?  First,  the  stock-exchange  au- 
thorities have  attempted  to  arouse  the  country  to  some  chimera  of  ■ 
the  nationalization  of  industry.  Very  patriotic,  if  true:  but  let  me 
assure  you  that  the  real  interest  lies  in  the  margin  provision  because 
that  is  whei'e  the  money  is.  Second,  they  are  professing  great  con- 
cern for  the  small  investor,  as  they  euphemistically  term  him.  I 
even  i-ead  that  your  committee  was  contemplating  modifying  the 
margin  requirements  for  the  small  investor's  protection.  The  word 
should  have  b(ien  "  destruction."'  The  interest  of  the  stock  exchange 
in  him,  after  what  lias  happened,  reminds  me  of  the  interest  of  a 
much  ohler  wolf  than  the  big  bad  one  in  a  little  girl  with  a  certain- 
colored  hood. 

The  Chaikmax.  Judge,  do  vou  k'c  anv  economic  dangers  in  this 
bill? 

Judge  Clark.  As  to  what  .section.  Senator? 

The  Chairman.  As  to  any  part  of  it.  I  lav  the  whole  bill  before 
you  to  see  if  you  can  find  in  the  whole  bill  ctangers  that  will  bring 
injuries  to  business  and  bring  about  bad  economic  conditions. 

Judge  Clark.  Of  course.  Senator,  I  have  not  considered  as  care- 
fully the  other  sections  of  the  bill  as  I  have  the  margin  section.  I 
can  oidy  say  that  my  impression  is  that  the  o|){)onents  of  the  bill 
have  tried  to  twist  the  language  to  give  it  an  unfavorable  inter- 
pretation. I  am  sure  that  the  draftsmen  of  the  bill  for  your  com- 
mittee have  certainly  no  intention  to  harm  business,  and  that  if  those 
sections  that  they  object  to,  as  far  as  business  is  concerned,  can  be 
shown    to    harm    it,    I    think    the    language    will    be    narrowed. 

I  might  add  one  thing.  Senator.  I  have  been  anuized  at  the  ap- 
parent criticism  of  the  nuirgin  section.  The  newspapers  to  some  ex- 
tent, and  the  people  generall}',  seem  to  act  as  if  that  was  a  revolu- 
tionary innovation.  The  fact  is  of  course  that  in  nearly  every  other 
country  in  the  world  margin  trading  does  not  exist. 

I  have  here  a  book  on  the  stock  exchange,  and  it  says  this,  reading 
one  short  paragra])h  [reading]  : 

In  London  margin  tradiui;  of  the  kind  and  to  tlu'  extent  prevalent  in  New 
York  is  nnknown.  Brokers  do  not  reijiiire  margin  of  customers  trading  "  for  the 
account  "  or  on  the  "  term-settlement  "  basis.  This  fact  contributes  to  the  more 
personal  relaticmship  existing  between  broker  and  customers,  mentioned  in 
the  general  discussion  of  "  term  settlement  "  above.  Credit  for  carrying  securi- 
ties is  customarily  arranged,  not  through  margin  accounts  with  brokers,  as  in 
New  York,  but  by  means  of  bank  loans. 
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Mr  Pecoea.  Judge,  from  what  book  are  you  reading « 

Judge  Clark.  Stock  Market  Control.       ' 

The  Chairmax.  Do  you  feel,  Judge,  that  there  ought  to  be  some 
supervisioii  or  regulation  by  Federal  authority  of  sto'ck  exchan<?es1 

Judge  Clark  Apparently,  Senator  Fletcher,  that  seems  to  be^'the 
only  recourse,  does  it  not  ? 

The  Chairman.  Some  of  us  feel  that  way 

Judge  Clark.  I  think  everyone  can  agree— I  should  imagine  that 
everyone  could  agree-that  our  system  of  Government  makes  it 
wise  that  the  Government  not  step  in  where  people  eliminate  their 
own  abuses.  I  have  assumed  that  the  reason  that  this  bill  has  been 
offered  IS  that  such  abuses  have  not  ben  corrected. 

Ihe  Chairman.  Have  you  any  questions,  Mr.  Redmond? 

f^fi  M    'rf^-        "^''^  ^'""^  ^""^  "'■  ^''^«  questions  that  I  would  like 
to  asK.  Mr,  Chairman. 

Senator  Kean.  I  have  a  question  or  two. 

Judge  Clark.  Do  you  want  to  wait  until  Senator  Kean  has  asked 
the  questions  (  <i->ivcli 

Senator  Kean.  No;  never  mind. 

Mr.  Redmond.  Oh,  I  beg  your  pardon.  Senator.  I  thouo-ht  the 
chairman  asked  me  if  I  wanted  to  inquire.  ^ 

Senator  Kean.  Go  ahead,  Mr.  Redmond 
ih^l'';^  ^^^?^'^*'^^'°-  I^^  ^-e^ard  to  the  English  method,  you  appreciate 
that  they  have  no  margin  accounts  because  they  do  not  require  mar- 
gins? In  other  words,  they  go  to  the  full  extent  of  not  even  askino- 
a  customer  to  put  up  margin.  Would  not  that  entail  a  "TeateT- 
degree  of  speculative  activity?  a^it-diei 

Judge  Clark.  Mr.  Redmond,  I  have  not  i)ersonally  made  an  exam- 
ination of  the  operation  of  the  London  Stock  Exchanoe.  I  have 
assunied  that  the  committee  would  be  given  the  benefit  of  testimony 
as  to  the  practices  of  all  foreign  exchanges.  I  should  think  the 
committee  would  want  such  information. 

Mr  Redmond.  I  thought  you  made  the  statement 

Judge  Clark.  I  read  from  this  book  [indicatino-l 

Mr.  Redmond.  But  you  made  the  generalization  that  maro-in 
counts  as  we  know  them  do  not  exist  in  any  other  country  "in 
world;  and  1  was  just  wondering  whether  that  was  literally 'true 

Judge  Clark.  I  read  from  this  book. 

Mr.  Redmond.  Do  you  know  anything  about  the  practice  in 
r  ranee  ?  ^ 

Judge  Clark.  I  have  not  personally  studied  it;  no 

Mr.  Redmond.  You  made  some  statement  as  to  the  qualihcations 

ot  a  man  m  order  to  be  a  member  of  the  French  Bourse.     Of  course 

that  might  ai)ply  to  the  official  bourse,  but  it  does  not  apply,  does 

p.  ^?™^  1^  known  as  the  Coulisse,  who  are  the  active  bi-okers  in 

Judge  Clark.  I  understand,  without  going  into  a  discussion  of 
the  inatter  m  detail,  that  the  persons  I  referred  to  were  the  ao-ents 
de  change.  *" 

Mr.  Redmond.  The  official  bourse  numbers  TO  people,  but  the 
mam  market  is  carried  on,  is  it  not,  by  what  is  cominonlv  termed 
the  couhsse,  which  is  a  separate  organization  in  the  bourse,  and 
which  is  mucii  larger  and  contains  the  active  stocks? 
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Judore  Clark.  If  you  care  to  have  me  submit  a  thoroiioh  discus- 
sion of  comparative  stock-exchangfe  practices  I  would  be  glad  to 
do  it. 

Mr.  Redmond.  Judge  Clark,  you  made  the  statement,  and  I  simply 
wanted  to  find  out  and  develop  the  facts  before  the  committee. 

I  have  no  further  questions. 

Senator  Keax.  We  have  in  Xew  Jersey,  and  also  in  New  York,  a 
large  number  of  companies  which  have  taken  mortgages  on  property 
all  over  the  State,  and  all  over  New  York  City,  and  issued  certificates 
against  them.     You  are  familiar  with  those  companies,  are  you  not? 

Judge  Clark.  Some  of  them  seem  to  be  in  the  hands  of  receivers. 

Senator  Keax.  Every  one  of  them  has  failed,  so  far  as  I  know,  or 
has  practically  failed.  Now,  that  was  an  investment  which  was 
supposed  to  be  the  safest  that  you  could  obtain,  was  it  not?  I  mean 
to  say,  the  charities  in  New  York  and  in  New  Jersey  bought  these 
certificates  and  they  were  recommended  as  the  safest  that  one  could 
possibly  invest  in.  They  have  all  gone ;  they  are  all  in  trouble.  You 
did  not  inchide  them  in  your  statement.  They  are  entirely  outside 
of  the  stock  exchange. 

Judge  Clark.  But,  Senator  Kean.  I  think  there  are  very  unfor- 
tunate things  that  have  happened  to  the  whole  investment  structure. 
I  do  not  think  anybody  can  deny  that.  I  was  only  devoting  myself 
to  one  particular  part  of  it.  I  think  it  might  be  said — maybe  un- 
justly, but  still  it  might  be  said,  perhaps — that  the  stock-market 
collapse,  which  some  people  think  was  due  to  the  excessive  specula- 
tion, brought  about  the  general  economic  condition  and  brought  about 
the  unfortunate  condition  in  which  these  companies  find  themselves. 

Senator  Kean.  Perhaps  it  might  be  said  that  their  collapse  brought 
about  the  other. 

Judge  Clark.  Is  it  not,  chronologically  speaking,  sir,  correct  to  say 
that  the  stock  nuirket  touched  oil'  the  others? 

Senator  Ivean.  I  do  not  think  so.  I  think  perhaps  the  stock 
market  started  a  little  bit  sooner  than  the  others,  but  they  all  went 
down  together.  Here  are  these  investments  in  mortgage  bonds,  in 
homes,  and  everything  else.  A  great  many  people  committed  suicide 
because  they  were  about  to  lose  their  homes;  and  the  reason  they  were 
about  to  lose  their  homes  was  that  they  had  bought  their  homes 
and  had  a  mortgage  on  them. 

Mr.  Pecora.  In  other  words,  bought  them  on  margin? 

Senator  Kean.  Bought  tliom  on  margin,  if  you  choose.  But  are 
you  going  to  stop  all  the  building  and  loan  associations  so  that  people 
cannot  buy  a  home  on  a  building  loan?  AVould  you  stop  them  so  that 
they  cannot  get  a  mortgage  on  anything? 

Judge  Clark.  Of  course.  Senator,  is  there  not  a  distinction  be- 
tween a  mortgage  on  real  estate  and  a  mortgage  on  stock?  Real 
estate  is  not  as  volatile  as  stock.  If  I  lose  my  home  by  foreclosure 
it  does  not  immediately  and  to  such  a  great  extent  affect  the  market 
for  other  stocks. 

Senator  Kean.  It  affects  the  market  for  homes  in  the  neighbor- 
hood, because  you  have  a  record  just  the  same  as  you  have  on  the 
stock  exchange.  You  have  made  a  record  that  that  house  in  that 
block  has  sold  for  that  amount  of  money,  and  that  calls  everyone's 
attention  to  it  that  owns  a  house  with  a  mortgage  in  that  block. 


M  m  m 


6934 


STOCK   EXCHANGE   PRACTICES 


^  a. 


Judge  Clark.  I  think  it  does  have  some  effect ;  yes. 

Senator  Kean.  I  would  like  to  make  the  statement  for  the  record 
that  in  the  London  Stock  Exchange  they  do  Jiot  require  margin,  but 
their  stocks  are  payable  every  2  weeks.  Tliey  have  a  settlement 
and  they  pay  a  commission.  When  the  drop  in  the  market  came 
It  took  more  than  a  year,  certainly,  for  the  London  Stock  Exchange 
to  settle  their  commitments.  It  was  much  worse  than  the  stock- 
exchange  conditions  in  New  York,  because  they  settle  from  dav  to 
day. 

Judge  Clark.  I  was  of  the  impression.  Senator  Kean,  that  the 
events  in  the  London  Stock  Exchange  did  not  compare  with  ours. 
Maybe  I.  was  wrong. 

Senator  Kean.  That  is  partially  true,  because  the  volume  of  busi- 
ness that  they  do  is  not  to  be  compared  with  ours.  But  as  far  as 
they  went,  their  situation  was  very  unfortunate. 

I  have  nothing  further. 

The  Chairman.  I  think  the  record  might  show  that  on  October  1, 
1929,  stocks  listed  on  the  New  York  Stock  Exchange  were  sellinsr 
at  $87,073,000,000.  On  July  1,  1932,  stock  was  selling  at  approxi 
mately  $15,663,000,000,  a  loss  of  $71,440,000,000.  That  grew  largely 
out  of  the  speculative  mania  that  culminated  in  October  1929,  did  it 
not? 

Judge  Clark.  Yes,  sir;  I  should  certainly  suppose  it  did. 
The  Chairman.  Statistics  further  show  that  the  value  of  bonds 
on  the  NeAv  York  Stock  Exchange  on  October  1,  1929,  was  $49  456  - 
000,000,  and  on  July  1,  1932,  $48,000,000,000.  It  is  further  shown 
that  m  1929  the  value  of  all  the  properties  in  the  United  States  was 
estimated  at  $452,000,000,000;  4  years  after  that  at  $252,000,000,000— 
m  other  words,  a  loss  of  about  40  percent  on  the  value  of  all  prop- 
erty in  the  United  States.  The  income  of  the  United  States,  takino- 
the  whole  country,  has  dropped  about  one  half  in  the  last  4  year^ 
Senate r  Kean.  Judge,  you  have  no  figures  in  your  mind  as  to  the 
total  amount  of  these  mortgage  companies,  have  you? 

Judge  Clark.  You  mean,  the  ones  that  are  unsuccessful? 
Senator  Kean.  They  are  all  unsuccessful,  I  think.     They  run  to 
a  great  many  hundreds  of  millions  of  dollars,  do  they  not? 
Judge  Clark.  I  would  imagine  so. 

Senator  Kean.  I  think  more  than  a  billion  dollars  of  these  mort- 
gage companies  that  have  issued  certificates  on  first  mortgages,  that 

these  charity  organizations  bought  and  everybodv  else  bought 

Judge  Clark.  I  would  very  much  like  at  perhaps  some  other  time 
Senator,  to  suggest  what  should  be  done.  Some  of  tliein  have  been 
m  my  court;  but  1  do  not  understand  that  they  are  within  inter- 
state commerce.  I  am  afraid  that  it  would  have  to  be  taken  ui)  with 
the  individual  States.  I  think,  undoubtedlv,  Senator  Kean,  there 
have  been  great  abuses. 

Senator  Kean.  If  you  will  look  over  the  charities  of  New  York 
and  New  Jersey,  and  also  the  endowment  funds,  you  will  fiiid  that 
a  large  part  of  their  investments  have  been  in  these  mortgage  cer- 
tificates or  mortgages ;  also  life-insurance  companies.  Alf  these 
companies  have  invested  tremendously  in  these  mortgao-e  certifi- 
cates covered  by  first-mortgage  bonds,  and  they  are  all  of^them  either 
wiped  out  or  in  the  hands  of  receivers  or  in  trouble. 
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Judge  Clark.  Is  not  that  partly.  Senator  Kean,  because  of  the 
speculative  management  of  those  companies?  I  know  of  a  large 
savings  bank  in  Newark,  with  which  you  are  familiar,  and  of  which 
I  happened  to  be  manager.  I  asked  the  president  the  other  day 
how  many  of  his  mortgages  were  in  default.  Thev  have,  of  course,  a 
very  large  amount  of  mortgages.  He  said,  less  than  1  percent. 
They  have  managed  well.  Whereas,  the  mortgage  certificate  com- 
pany in  Newark  is  in  the  hands  of  a  receiver.  I  examined  their 
list  of  mortgages  the  other  day,  and  I  certainly  would  not  have  in- 
vested in  them. 

The  Chairmax.  Of  course  this  depreciation  in  values  extended 
to  real  estate  as  well  as  to  all  other  kinds  of  property. 

Senator  Kean.  I  believe  it  got  down  to  Florida,  didn't  it,  Mr. 
Chairman? 

The  Chairman.  Somewhat :  but  Florida  is  coming  back.  Every- 
one wants  to  get  down  there  now  to  buy.  So  there  is  a  change  in 
that  situation. 

Judge  Clark.  There  was  an  article  to  that  effect  in  the  paper 
just  the  other  day.  Senator.     I  do  not  know  whether  you  noticed  it. 

The  Chairman.  It  is  (juite  true.  Peo]ile  who  have  land  which 
they  acquired  in  the  boom  days  are  not  very  anxious  to  sell  it  now. 
There  is  a  good  deal  of  demand  for  it. 

Aside  from  that,  peoi)le  who  hold  certificates  and  mortgages  on 
real  estate  are  not  entirely  wiped  out.  There  is  something  left  there 
for  most  of  them.  With  stocks  and  that  sort  of  thing' they  are  gone 
absolutely. 

Judge  Clark.  With  stocks  you  are  out  the  window.  With  mort- 
gages you  have  some  chance. 

Senator  Kkan.  I  ho))e  they  all  come  back. 

Mr.  Reomond.  Judge  Clark,  may  I  ask  you  one  more  ({uestion? 

Judge  Clark.  Certainly. 

Mr.  Red^iond.  You  referred  to  the  excessive  amount  of  credit  on 
the  stock  market.     The  chairman  has  just  mentioned 

Judge  Clark.  T  do  not  think  I  used  the  word  "'excessive."  But 
let  that  go. 

Mr.  Redmond.  The  chairman  has  mentioned  the  total  valuation  of 
stocks  on  the  New  York  Stock  Exchange  in  October  1938.  If  you 
will  remember  the  figure  of  brokers'  loans,  it  was  about  $8,500,000,- 
000.  which  represented  slightly  less  than  10  percent  of  the  market 
value.  Do  you  think  that  10  percent  is  an  excessive  amount  to  bor- 
roAv  against  property? 

Judge  Clark.  I  do  not  think  I  used  the  word  "excessive.''  I  will 
look  at  my  statement  again  and  see.  My  objection  to  the  brokers 
loaning  money  is  that  they  have  an  incentive  to  loan:  they  are  not 
im])artial.  I  may  be  that  in  certain  cases  they  are  able  to  overcome 
that  tem})tation;  I  do  not  know. 

Mr.  Redmond.  But  you  doubt  it? 

Judge  Clark.  My  judgment,  from  what  has  passed,  is  that  they 
are  not  able  to  overcome  it. 

Mr.  Redmond.  That  is  all. 

The  Chairman.  Thank  you,  very  much. 
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STATEMENT    OF    ALFRED    I.    BERNHEIM,     NEW    YORK    CITY 
DIRECTOR    OF   THE   SECURITIES    MARKETS    SURVEY    OF   THE 
TWENTIETH  CENTURY  FUND,  INC. 

The  Chairman.  State  your  name,  please,  and  your  address  and 
occupation,  for  the  record. 

Mr.  Bernheim.  Alfred  L.  Bernheim,  27  West  Eighty-sixth  Street, 
..  ^r^^'^^  ^^^y-  ^  ^"^  director  of  the  Securities  Markets  Survey 
of  the  Twentieth  Century  Fund. 

The  Chairman.  Do  you  wi.sh  to  be  heard  on  this  bill,  Mr. 
Bernlieini  ? 

Mr.  Bernheim.  Yes,  sir. 

The  Chairman.  We  will  be  very  glad  to  hear  you.  You  may 
proceed  m  your  own  w^ay. 

Mr.  Bernheim.  I  am  appearing  before  the  committee  in  my  ca- 
pacity as  director  of  the  Securities  Markets  Survey  Staff  of  the 
Iwentieth  Century  Fund,  Inc.  The  staff  has  recently  completed 
a  nonpartisan  scientific  study  of  the  security  markets  from  the  point 
ot  vieAv  of  the  interests  of  the  American  public.  A  digest  of  the 
hndings  of  the  staff  and  their  recommendations,  for  Federal  re<^ula- 
tion  of  the  markets,  published  in  book  form  under  the  title  "  Stock 
Market  Control ' ,  by  the  D.  Appleton-Century  Co.  of  New  York  ha.s 
been  formally  submitted  to  the  members  of"  the  committee  and  its 
special  counsel. 

The  statement  I  am  about  to  make  has  been  drafted  on  the  basis 
ot  the  hndings  and  recommendations  of  the  staff,  as  summarized 
in  this  vo  ume.  It  is  endorsed  by  the  other  editors  who  were  asso- 
ciated with  me  in  tbe  preparation  of  the  book:  Evans  Clark,  director 
ot  the  Iwentieth  Century  Fund;  J.  Frederic  DeAvhurst,  the  fund'« 
economist,  and  Margaret  Grant  Schneider. 

At  the  outset  I  want  to  say  that  I  am  in  full  accord  with  the 
basic  purpose  of  the  National  Securities  Exchange  Act  of  1934 
which,  as  stated  in  section  2  of  the  act,  is  the  regulation  of  security 
exchanges  m  order  to  eliminate  manipulation  and  control  of  prices 
and,  m  general,  to  prevent  the  volume  of  speculation  in  securities 
from  reaching  excessive  and  harmful  proportions.  The  point  of 
view  I  represent,  as  developed  after  several  months  of  intensive 
study  ot  security  markets,  is  summarized  in  the  following  words  i,i 
the  recently  .published  digest  of  the  findings  and  recommendations 
ol  the  Security  Markets  Survey  staff: 

Security  exchanges  render  certain  economic  services  which  are  e^^ential 
under  a  capitalistic  economy.  However,  excessive  and  uncontrolled  si^eculation 
especially  when  accompanied  by  manipulation,  not  onlv  makes  the  price  we 
pay  for  these  services  out  of  proportion  to  their  value,  "but  it  also  mav  result 
in  a  positive  dissei-vice  to  investors  by  distorting  securitv  values  It  f(  Hows 
from  this  that  public  policy  requires  that  speculative  activities  be  brought 
under  such  control  that  they  will  add  to  and  not  detract  fron,,  the  value  of  ?Jie 
functions  which  security  exchanges  are  desig-ned  to  perform  ;  and  so  that  such 
activities  will  no  longer  create  credit  disturbances  and  other  maladjustments 
throughout  our  economic  structure.  .luju.  imiurs 

This  qtiotation  makes  it  clear  that  the  general  conclusions  reached 
by  tlie  staff  of  economists  who  conducted  the  survey  of  security  ex- 
changes on  behalf  of  the  Twentieth  Century  Fund,  coincide  Vith 
those  which  were  apparently  in  the  minds  of  the  framers  of  the 
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'*  National  Securities  Exchange  Act  of  1934."  I  am  appearing  be- 
fore you  to  advocate  the  principles  and  objectives  of  the  act.  I 
believe  that  the  prompt  enactment  of  these  principles  and  objectives 
into  law  is  a  matter  of  urgent  importance  to  the  economic  welfare 
of  the  Nation — especially  to  the  proper  working  of  the  Nation's 
banking  and  credit  system  and  the  flow  of  coninierce  between  the 
States.  I  am  of  the  opinion,  however,  that  the  bill  could  be  im- 
proved, strengthened,  and  brought  into  closer  conformity  with  its 
own  declared  purposes  by  certain  changes  wliich  I  beg  leave  briefly 
to  bring  to  your  attention. 

GENERAL  ANALYSIS 

I  can  best  summarize  my  views  at  the  outset  by  saying  that,  in  my 
opinion,  the  bill  as  drafted  lays  too  heavy  a  hand  of  Federal  control 
upon  some  of  the  activities  of  the  mai'kets  and  of  corporations  whose 
securities  are  bought  and  sold  in  them,  while  other  activities  are 
either  left  without  control  by  the  Federal  Government  or  subject  to 
undefined  and  unprcdictabk'  regulation  at  the  discretion  of  the  Fed- 
eral authorities.  If  tlie  bill  were  to  be  passed  as  drafted  I  believe 
the  result  might  be  the  straugidation  of  some  useful  and  beneticial 
activities  which  play  an  iuiportant  part  in  the  economic  functioning 
of  the  markets,  while  other  practices,  which  seriously  interfere  with 
the  proper  performance  of  the  markets'  functions,  would  be  left  un- 
restricted. 

Let  me  be  more  specific.  The  bill,  for  example,  could  be  so  ad- 
ministered as  to  subject  the  organized  exchanges  to  such  complete 
domination,  even  in  the  routine  details  of  their  administration,  by 
the  Federal  Trade  Commission  that  the  quick  and  effective  responsi- 
bility of  the  exchange  authorities  might  be  seriously  imi)aired.  I 
believe  that  as  a  matter  of  broad  ])olicy  certain  uiinimum  require- 
ments of  exchange  practices  should  be  clearly  set  forth  in  the  statute 
and  then  that  the  enforcement  of  these  provisions  be  made  the  re- 
sponsibility of  the  exchanges  themselves,  witli  penalties  provided  if 
ihey  or  their  members  should  fail  in  their  duties  and  obligations. 

On  the  other  hand,  the  bill  completely  exempts  the  corporation 
Avhose  securities  are  not  listed  on  the  exchanges  from  the  require- 
ments as  to  accounting  and  reporting  and  the  security  tninsactions 
of  officers  which  are — and  I  believe  on  the  whole  wisely— imposed 
upon  those  concerns  whose  securities  are  listed. 

EXCESSIVE  P0WP:R  ^ESTED  IX  FEDERAL  TRADE  COMMISSION 

A  few  examples  will  illustrate  what  seem  to  me  to  be  unmistiik- 
able  instances  of  undue  and  unwise  grants  to  an  administrative 
agency  of  what  amounts  to  legislative  power. 

One:  In  relation  to  margin  requirements  on  long  ai'counts,  the  bill 
l^rovides  in  section  6  (b)  that — 

The  Conimission  nuiy  l)y  rules  and  reirnlations  prescribe  lower  loan  values 
as  mav  be  deemed  appropriate  in  the  pul)lic  interest  or  for  the  protection 
of  investors  during  any  stated  period  of  time  or  in  respect  of  any  specified 
class  of  securities. 
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Two :  In  relation  to  the  refrulation  of  the  use  of  manipulative  de- 
vices, the  bill,  in  section  9  (c),  makes  it  unlawful  for  any  person — 

To  use  or  employ  *  *  *  any  device  or  contrivance  which,  or  iuiy  device 
or  contrivance  in  a  way  or  manner  which  the  Commission  mav  *  *  '  *  find 
detrimental  to  the  public  interest  or  to  the  proper  protection  of  investors. 

Three:  Section  14  makes  it  unlawful  for  any  person  to  create  an 
over-the-counter  market — 

without  complying  with   such   rules  and   regulations  as   the   Commission  may 
prescribe  as  appropriate  in  the  public  interest  or  for  the  protection  of  investors. 

These  three  provisions,  as  well  as  others  in  the  bill,  obviously 
bestow  wide  discretionary  power  upon  the  Commission,  but  the 
ofrant  of-  sovereignty  is  made  all-embracing  and  absolute  in  section 
18—"  Special  Powers  of  Connnission."  Here,  in  substance,  the  Com- 
mission is  given  the  authority  to  "  make,  amend,  and  rescind  "  any 
rules  and  regulations  which,  in  its  own  disci-etion,  it  finds  necessary 
in  order  to  elFectuate  the  purposes  of  the  act. 

It  is,  of  course,  necessary  to  give  an  administrative  agency  sufficient 
latitude  to  enable  it  to  carry  out  efficiently  the  duties  with  which  it 
IS  charged.  We  do  not  suggest  that  in 'this  instance  the  Federal 
Trade  Commission  should  be  tied  to  the  letter  of  the  provisions 
appearing  in  the  bill  as  it  reads,  or  that  the  bill  should  be  elaborated 
and  extended  so  as  to  include  a  full  set  of  rigid  rules  and  regulations 
covering  all  contingencies.  On  the  other  hand  it  seems  to  us  unwise 
to  give  virtually  unlimited  power  to  an  administrative  agency,  not 
only  to  interpret  and  put  into  effect  the  will  of  the  legislature  but, 
beyond  that,  to  assume  to  a  certain  extent  legislative  preroo-atives. 
I  cannot  endorse  a  dictatorship  such  as  the  bill  sets  up,  even^though 
I  am  as  firmly  convinced  as  are  the  authors  of  the  bill  tliat  security 
exchanges  must  be  brought  under  thorough-going  Federal  regulation. 

EXCESSIVE  LIABILITIES  AND  PENALTIES  PROVIDED 

Section  8  (a)  prohibits  certain  manipulative  practices.  Section 
8  (b)  provides  as  follows: 

(b)  Any  person  who  participates  in  any  act  or  transaction  in  violation  of 
subsection  (a)  of  this  section  shall  be  liable  to  any  i)erson  who  shall  purchase 
any  security,  the  price  of  which  may  have  been  effected  by  such  act  or  trans- 
action, and  the  person  so  injured  may  sue  in  law  or  equity  in  any  court 
of  competent  jurisdiction  to  recover  the  ditference  l)etween  the  price  lie  paid 
for  such  security  and  the  lowest  price  for  wbicli  the  securitv  shall  have  sold 
on  the  Exchange  during  the  ninety  days  preceding  and  the  niiietv  days  follow- 
ing such  purchase,  and  such  additional  damages,  if  any.  as  the  person  suing 
may  prove  that  he  sustained  as  a  result  of  any  such  transaction. 

Section  8  (c)  establishes  a  similar  liability  at  the  sales  end  of 
the  transaction,  namely  it  gives  the  seller  the  right  to  sue,  under 
certain  circumstances,  for  an  amount  representing  the  difference 
between  the  price  he  actually  received  and  the  highest  i)rice  at  which 
the  security  in  question  sold  during  the  90  days  preceding,  and  the 
90  days  following,  the  date  of  sale.  Of  course,"  the  same  person  may 
sue  over  both  the  purchase  and  the  sale  price. 

Under  these  sections  a  person  may  incur  only  a  small  loss  and  yet 
have  a  cause  of  action  extending  into  thousands  of  dollars.  Thus 
he  may  have  bought  100  shares  of  stock  at  $50  per  share  and  sold 


STOCK    EXCHANGE    PRACTICES  6939 

at  $49,  losing  $100,  plus  commissions  and  taxes,  but  he  may  sue  for, 
say,  $3,100,  if  during  the  6  months'  period  the  price  of  the  stock 
ranged  between  a  low  of  $40  and  a  high  of  $70. 

A  provision  of  this  sort  invites  blackmail  and  nuisance  suits. 
Every  person  who  has  taken  a  flyer  in  the  market  and  has  been 
disappointed  in  the  results  will  be  in  a  position  to  sue,  or  threaten 
to  sue,  some  one  who  may  have  been  buying  or  selling  the  same 
security  during  the  6  months'  period. 

If  it  is  hoped  to  do  away  with  the  abuses  listed  in  section  8  (a)  — 
and  without  question  they  should  be  eliminated — by  making  perpe- 
trators liable  for  heavy  damages,  then  the  bill  should  be  amended 
so  that  the  plaintiif  in  an  action  cannot  benefit  to  an  extent  dispro- 
portionate to  the  damage  he  has  suifered.  A  defendant  against 
whom  a  judgment  is  rendered  could  be  made  liable,  for  punitive 
purposes,  as  now  provided  in  the  bill,  but  the  plaintiff  should  be 
entitled  to  nothing  more  than  the  actual  loss  sustained,  plus  certain 
expenses  such  as  lawyers'  and  accountants'  fees  to  an  amount  stip- 
ulated by  the  court  the  renuiinder  of  the  judgment,  if  any.  going  to 
the  Government. 

Section  17 — "Liability  for  ]\Iislea(ling  Statements" — presents  a 
similar  example  of  a  situation  coiKhicive  to  indiscriminate  and 
wdiolesale  lawsuits,  threats  of  suits,  and  even  blackmail.  The  delib- 
erate issuance  of  false  or  misleading  statements  should  be  severely 
penalized,  but  a  person  who  as  a  result  has  sustained  only  a  small 
loss  .should  not  be  a  potential  beneficiary  to  the  extent  of  a  sum 
which  may  be  hundreds  of  times  the  amount  of  his  loss. 

The  fines  and  penalties  })rescribe(l  in  section  *i4.  Avhile  no  doubt 
justified  in  some  cases,  would  be  too  severe  if  applied  to  their  full 
limits  to  any  but  the  most  flagrant  otlench'rs.  The  bill  slioidd  make 
some  broad  classification  of  ofl'enses  to  avoid  the  danger  of  unjusti- 
fiably heavy  sentences. 

Activities  left  unregulated :  In  sharp  contrast  to  the  stringency  of 
tlie  provisions  I  have  just  discussed  is  the  absence  of  any,  or  of  suffi- 
ciently definite,  ])rovisions  in  resj^ect  to  other  trading  and  corporate 
activities  which,  in  my  o])inion,  call  for  Federal  control. 

C'onsiiler,  first,  the  corporations  whose  securities  are  not  listed 
on  the  exchanges.  As  I  have  pointed  out  before,  the  bill  as  drafted 
leaves  them  completely  out  of  the  picture  of  Federal  regulation, 
not  (mly  as  to  tlieir  accounting  and  i-eporting  practices  but  also  as 
to  the  transactions  of  officers  and  directors.  To  get  a  j^erspective  on 
the  extent  of  the  area  of  corporate  activity  left  unregulated  by  the 
bill,  it  must  be  remembered  that  the  number  of  companies  whose 
securities  are  not  listed  is  many  times  larger  than  the  number  with 
listed  issues.  To  impose  excessive  burdens  on  the  listed  companies 
and  none  at  all  on  the  others  would  appear  to  tempt  companies 
to  limit  dealings  in  their  securities  to  the  unorganized  nuirkets. 

In  the  preparation  of  our  recommendations  the  security  markets 
survey  staff  of  the  fund  was  most  particular  to  lay  an  even  hand  of 
regulation  over  all  corporations  engaged  in  interstate  commerce  and 
over  all  areas  of  the  markets.  AVe  suggested  that  this  be  accom- 
plished by  the  passage  of  a  Federal  incorporation  law  and  by 
specifying  in  the  Securities  Exchange  Act  itself  regulations  which, 
as  far  as  practicable,  apply  with  equal  force  both  in  and  out  of  the 
exchanges. 
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So  much  for  my  more  general  comments  on  the  bill.  May  I  now 
consider  the  measure  section  by  section « 

Mr.  Pecora  Mr.  Bernheim,  would  you  mind  if  I  asked  you  a 
question  in  reference  to  the  last  statement  you  made,  wherein  you 
recommend  the  enactment  of  a  Federal  incorporation  law«  Have 
you  any  notion  that  such  a  law  could  be  enacted  siieedily « 

Mr.  Bernheim.  Mr.  Pecora,  we  could  not,  in  the  nature  of  our 
work,  cimsider  the  po.ssibility  of  the  speed  of  the  enactment  of  such 
law  He  have  analyzed  the  situation,  and  we  feel  that  it  calls  for  a 
J^ederal  incorporation  law.  I  do  not  know  anything  about  the  situa- 
tion as  to  legislation  or  possibilities  of  legislation. 

Mr  Pecora.  If  such  an  enactment  would  be  long  deferred  don't 
you  think  some  other  vehicle  could  be  created  by  Congress  to  take 
care  of  the  abuses  that  you  speak  of  in  this  statement,  before  a 
J^ederal  incorporation  law  could  possibly  be  enacted? 

Mr.  Bernheim.  I  certainly  do  not  suggest  that  this  legislation 
should  be  held  up  until  such  time  as  a  Federal  incorporation  law 
should  be  passed.  I  am  merely  pointing  out  the  desirability,  and  I 
believe  the  absolute  necessity,  for  a  Federal  incorporation  law  in 
order  to  accomplish  the  purposes  of  the  act. 
Now,  the  detailed  analysis: 
Section  5  (a)    (1)  : 

This  section  i)rovides  that  each  exchange  undertake  to  comply  and 
to  eniorce,  as  far  as  is  within  its  powers,  compliance  by  its  meinbers 
and  by  issuers,  with  any  provision  of  the  bill  and  any  amendment 
thereto  and  any  rules  and  regulations  made  or  to  be  made  there- 
under. 

This  is  too  sweeping  in  respect  to  its  binding  force  upon  exchano-e 
members  to  abide  by  provisions,  rules,  and  regulations  not  in  exist- 
ence at  the  time  an  exchange  applies  for  registration.     Section  5  (d) 
is  subject  to  similar  criticism. 
Section  6  (a)  : 

This  section  provides  that  no  members  of  a  security  exchange  and 
no  person  who  transacts  a  business  in  securities  through  the  iiiedium 
of  such  member  may  extend  or  maintain  credit  upon  any  security  not 
registered  upon  a  national  security  exchange— that  is  to  say,  upon  an 
over-the-counter  security. 

This  disqualifies  thousands  of  securities  of  substantial  merit  which 
have  splendid  records  of  price  and  earning  stability.  Many  public 
utility  bonds  and  common  and  preferred  stocks,  banks,  and  insurance 
company  stocks,  guaranteed  railroad  stocks,  industrial  stocks  and 
bonds,  and  State,  county,  and  municipal  bonds  would  become  worth- 
less as  collateral  for  loans  in  exchange  transactions,  althouo-h  the 
issuers  are  sound  and  substantial  enterprises  or  political  divTsions- 
while  any  security— as  long  as  it  were  listed  on  some  national  security 
exchange— would  be  eligible  for  credit  under  the  bill.  Furthermore 
there  is  nothing  in  the  bill  itself  to  prevent  a  broker  from  lendinc^ 
as  much  as  he  sees  fit  on  real  estate,  mortgages,  chattels,  or  even 
the  unsecured  notes  of  his  customers. 

The  meaning  of  the  phrase,  '^  any  i)erson  who  transacts  a  business 
in  securities  through  the  medium  of  any  such  member  ",  is  not  clear. 
It  should  be  defined  so  as  to  avoid  confusion  regarding  the  extent 
of  the  application  of  section  6  (a).  As  it  now  stands  this  phrase  is 
subject  to  the  entirely  plausible  interpretation  of  including  any  bank 
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which  buys  or  sells  any  securities  on  behalf  of  its  depositors  through 
the  medium  of  a  member  of  a  national  security  exchange.  Under 
this  interpretation,  unlisted  securities  would  not  be  eligible  for  loans 
at  such  banks.  The  effects  of  this  would,  we  imagine,  go  beyond 
what  the  f ramers  of  the  bill  have  in  mind. 

It  is  difficult  to  grasp  the  intent  behind  section  6  (a).  If  it  is  to 
bring  pressure  upon  issuers  to  apply  for  listing  of  their  issues,  then 
it  should  be  borne  in  mind  that  many  unlisted  issues  are  for  one 
reason  or  another  unsuitable  for  listing  on  an  exchange,  and  would 
not  be  accepted  by  a  conscientious  exchange  acting  solely  on  its  own 
initiative.  If  the  purpose  is  to  encourage  trading  and  investing  in 
certain  issues  and  to  discourage  activity  in  others,  then  the  question 
arises  as  to  what  the  basis  of  classification  should  be.  Why  should 
such  issues  as,  for  example,  the  Newark  Gas  Co.  first  6-percent  bonds 
of  1944,  which  enjoy  the  very  highest  rating,  not  be  eligible  for  a 
loan  just  because  they  are  not  listed,  while,  on  the  other  hand,  many 
bonds  of  railroads  in  receivership  can  be  used  as  collateral  merely 
because  they  appear  on  the  list  of  some  security  exchange. 

Section  6  (b)  : 

This  section  makes  it  unlawful  for  any  member  of  a  national 
security  exchange  or  any  person  who  transacts  a  business  in  securi- 
ties through  the  medium  of  any  such  member  to  maintain  or  extend 
credit  on  a  registered  security  in  excess  of  80  percent  of  the  lowest 
jH'ice  at  which  such  security  has  sold  during  the  preceding  3  years, 
or  of  40  percent  of  the  current  market  price,  whichever  is  the 
higher. 

I  believe  that  tlie  ]:)rinciple  of  relating  collatei-al  loans  solely  to 
market  values  is  essentially  unsound,  no  matter  at  what  point  the 
margin  is  set.  This  method  permits  a  p^'ramiding  process — higher 
loans  as  i)rices  are  rising  and  accelerates  liquidation  when  prices 
are  dropping.  This  is  particularly  true  under  the  alternative  de- 
vices provided  in  the  bill  which,,  it  appears  to  me,  will  serve  to 
permit  })yramiding  during  the  late  stages  of  a  bull  market  when  it 
is  most  dangerous,  while  it  will  impede  the  flow  of  credit  into  the 
market  during  the  early  stages  of  recovery  svhen,  if  ever,  specula- 
tion in  stocks  is  helpful. 

It  is  my  o])inion  that  only  by  relating  loan  values  to  the  earnings 
a])plicable  to  the  collateral  can  these  unfortunate  results  be  pre- 
vented. In  the  report  of  our  findings  we  recommend  that  this  prin- 
ciple be  adopted,  and  we  suggest  that,  tentatively  and  experimen- 
tally, the  niaxinnnn  loan  value  of  a  share  of  stock  be  twice  the 
aggregate  net  earnings  applicable  to  it  over  the  5  years  preceding 
the  date  of  the  loan,  not  to  exceed,  however,  60  percent  of  the  cur- 
rent market  price. 

I  have  liad  prepared  a  table  which  shows  for  four  prominent 
stocks— F.  W.  Woolworth  Co.,  United  States  Steel  Corporation, 
A.merican  Telephone  &  Telegraph  Co.,  and  General  Motors  Corpo- 
ration— the  maximum  amount  that  could  have  been  borrowed 
against  one  share  of  each  according  to,  first,  present  New  York 
Stock  Exchange  regulations  for  debit  balances  both  above  and 
below  $5,000:  second,  the  alternative  provisions  of  the  bill  for  this 
committee;  and,  third,  the  recommendations  of  the  Twentieth  Cen- 
tury Fund  staff.    Three  points  of  time  are  used  for  the  comparison : 
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September  3,  1929,  nearly  the  peak  of  the  bull  market;  June  1  1939 
approxnnately  the  low  point;  February  1,  1934,  a  convenient' point 
in  the  present  ui)swing.  It  must  be  borne  in  mind  that  our  com- 
parisons are  hypothetical,  since,  had  the  margin  requirement  of 
either  the  bill  or  the  Twentieth  Century  Fund  been  in  force  in 
1929,  prices  presumably  would  not  have  reached  the  heights  they 
did.  ^ 

I  present  at  this  time  charts  showing  graphically  the  loan  rela- 
honships  of  the  different  plans  for  each  of  the  four  stocks  studied 
Ihe  nuinerical  data  are  contained  in  exhibit  1. 

The  Chairman.  Very  well,  those  will  be  incorporated  in  the 
record  ot  your  statement. 

(The  charts  and  data  exhibits  submitted  by  Mr.  Bernheim  will 
be  found  in  full  at  the  close  of  his  statement,  in  the  printed  record 
only.)  ^ 

Mr.  Bernheim.  Summarizing  the  charts  and  the  table,  the  fol- 
lowing facts  stand  out : 

1.  At  the  peak  in  1929 : 

(a)  The  fund's  margin  provisions  were  very  much  more  conserv- 
ative than  those  of  the  New  York  Stock  Exchange  in  each  instance. 

Senator  Kean.  What  was  the  amount  of  margin  required  in  19'>»9 
under  the  bill? 

Mr.  Bernheim.  We  assume  that  the  bill  Avas  in  eif ect  in  1929  ? 
Senator  Kean.  Yes ;  I  say  assume  the  bill  was  in  effect  in  1929 
what  would  be  the  margin  required  in  1929  ?  ' 

Mr.  Bernheim.  It  is  shown  on  my  exhibit  1.  Under  the  bill  the 
margin  on  Woolworth  for  September  3.  1929— rather  the  loan 
value— would  have  been  $30.80,  and  at  the  time  the  market  price  of 
the  stock  was  $99.50.  That  would  have  been  based  at  that  time  on 
the  current  market  price,  40  percent. 

Senator  Kean.  And  that  would  have  been  40  percent  of  the  cur- 
rent market  price  ? 

Mr.  Bernheim.  Of  the  current  market  price  at  that  time. 
Senator  Kean.  So  that  you  could  have  borrowed  60  percent  out 
of  it,  is  that  right  ? 

Mr.  Bernheim.  You  could  have  borrowed  under  tlie  bill  40  per- 
cent. $38  and  some  fraction  of  a  dollar. 

And  under  the  plan  of  the  Twentieth  Century  Fund,  which  would 
relate  the  loan  value  to  the  earnings  applicable  to  the  stock,  you 
could  have  borrowed  only  $29. 

Under  the  present  regulations  of  the  stock  exchaiK^e  had  thev 
been  in  existence  since  1929,  a  customer  of  a  brokera<re  house    said 

customer  carrying  a  debit  balance  under  $5.000 ^  ' 

Senator  Kean   (interposing).  Over? 

Mr.  Bernheim.  Over;  he  could  have  borrowed  $77.  and  uudvv  he 
could  have  borrowed  $66. 

Senator  Kean.  When  all  the  banks  were  asking  30  or  35  percent 
nnirgin,  how  do  you  figure  he  could  have  borrowed  $77 « 

Mr.  Bernheim.  He  could  have  borrowed  that  from  the  brokerao-e 
houses.  We  are  not  discussing  in  here  what  might  have  been  kn-- 
roAved  if  he  had  dealt  Avith  the  banks. 

Senator  Kean.  Most  of  the  brokerage  houses  tliat  I  know  required 
the  same  margins  as  the  banks  did. 


ifiT^iit'i 


STOCK    EXCHANGE    PRACTICES  6943 

Mr.  Bernheim.  The  margins  that  are  here  given  for  the  brokerage 
houses  are  about  as  stringent  as  the  stock  exchange  ever  demanded, 
as  far  as  I  know. 

Senator  Kean.  Did  they  not  demand  30  percent  in  1929  ? 

Mr.  Bernheim.  This  would  be  over  30  percent  for  debit  balances 
under  $5,000. 

Senator  Kean.  Xo,  no;  I  am  talking  about  over  $5,000.  Under 
$5,000  they  required  the  whole  thing  to  be  cash,  did  they  not? 

Mr.  Bernheim.  No,  sir;  not  to  my  knowledge.  Senator.  Those 
are  the  requirements  at  the  present  time,  and  as  far  as  I  know,  they 
were  no  more  stringent  in  1929  than  they  are  at  present. 

Senator  Kean.  Certainly  they  were  30  percent;  most  houses  were 
30  percent  or  more  in  1929. 

Mr.  Bernheim.  On  debit  balances? 

Senator  Kean.  On  debit  balances. 

Mr.  Bernheim.  This  would  be  more  than  that,  I  think. 

Senator  Kean.  Your  figures  are  wrong.  I  think. 

Mr.  Bernheim.  If  the  purchase  inice  were,  let  us  say,  $100  a 
share 

Senator  Kean.  Then  they  could  borrow  70? 

Mr.  Bernheim.  If  they  borrowed  TT 

Senator  Kean  (inter})osing).  Xo. 


Mr.  Bernheim.  If  thev  could  l)orrow  $70- 


Senator  Kean  (interposing).  They  could  borrow  up  to  $70,  that 
is  all. 

Mr.  Bernheim.  According  to  the  information  we  had  they  could 
borrow  more,  and  some  brokerage  houses  considerably  more,  be- 
cause these  regulations  were  not  in  effect  in  1929. 

Senator  Kean.  I  think  the  testinionv  is  that  thev  put  them  in 
effect  in  1929.     Isn't  that  right  ^ 

Mr.  Becora.  AVluit  is  that.  Senator? 

Senator  Kf.an.  That  they  put  into  effect  that  they  had  to  have 
over  30  percent  margin  ? 

The  Chairman.  August  1933. 

Mr.  Pecora,  That  was  xVugust  2,  1933. 

Mr,  Kedmond.  It  is  true,  though.  Senator  Kean,  that  the  ruling  of 
the  exchange  in  1929  was  that  the  margin  had  to  be  sufficient  so  that 
the  securities  would  cai'ry  tliemselves.  Therefore,  in  effect,  the  ex- 
change recjuirement  meant  at  least  the  same  amount  of  margin  as 
the  banks  were  currently  demanding. 

Senator  Kean.  The  bank  was  35? 

Mr.  Redmond.  The  banks  carried  margins  which  varied,  depend- 
ing ujxju  the  nature  of  the  security  in  1929. 

The  Chairman.  Proceed,  Mr.  Bernheim. 

Mr.  Hei{nhei:m.  The  second  relationship  is: 

(h)  The  Fund's  margin  provisions  were  appreciably  more  con- 
servative than  those  of  the  bill  in  three  out  of  the  four  instances. 

{(:)  The  bill's  margin  provisions  were  more  conservative  than 
those  of  the  Xew  York  Stock  Exchange  in  each  instance. 

2.  At  the  bottom  in  1932 : 

{a)  The  Fund's  margin  provisions  were  slightly  more  conserva- 
tive than  those  of  the  Xew  York  Stock  Exchange  in  each  instance. 

175541--34— PT  15 34 


6944 


STOCK   EXCHANGE   PRACTICES 


k  ;^ 


(&)  The  Fund's  margin  provisions  were  slightly  more  conserva- 
tive also  than  those  of  the  Fleteher-Raybiirn  bill  in  each  instance, 
(c)  Ihe  bill  s  margin  provisions  were  very  slightly  more  conserva- 
tive than  those  of  the  New  York  Stock  Exchange  for  debit  bal- 
ances over  $5,000  m  3  out  of  the  4  instances,  and  the  same  in  1 
instance.  Ihey  were  less  conservative  in  each  instance  when  com- 
imderis'ooo'''  ^^'^^^  *^'^  exchange's  provision  for  debit  balances 
3.  During  the  recovery  in  1934 : 

/.?^    ■^^'^.^""^'^."la^^in  provisions  were  more  liberal  than  those 
ot  the  bill  m  each  instance. 

(b)  The  Fund's  margin  provisions  were,  however,  more  conserva- 
tive than  those  of  the  New  York  Stock  Exchange. 

(c)  The  bill's  margin  ])rovisions  were  much  fess  liberal  than  those 
ot  the  exchange  m  each  instance. 

It  is  plain  from  the  above  comparisons  that  during  a  period  of 
recovery  the  loan  values  suggested  by  the  Fund  staff  would  be  more 
generous  and  therefore  less  hampering  to  general  reviving  than  those 
proposed  by  the  bill.  On  the  whole,  loan  values  as  recommended 
by  our  staff  related  as  they  are  primarilv  to  earnings  and  only  sec- 
ondarily to  market  values,  would  be  subject  to  fluctuations  less  vio- 
lent than  loan  values  as  now  regulated  by  the  stock  exchange  or  as 
proposed  in  the  bill.  This  relative  stability  in  credit  resources 
available  tor  trading  should  be  reflected  in  greater  stability  in  mar- 
ket prices  of  securities. 

Mr  Pecora    Mr.  Bernheim,  might  I  interrupt  to  just  ask  a  ques- 
tion there  ?     Hoav  long  did  it  take,  tell  us,  to  establish  the  loan 
values  under  the  plan  proposed  by  the  Twentieth  Century  Fund« 
Mr.  Bernheim.  For  what,  for  all  listed  stocks? 
Mr.  Pecora.  Yes. 
^,-^^,^-. Bernheim.  I  do  not  think  I  could  answer  that  question      I 
think  it  would  take  a  considerable  period  of  time. 

Mr.  Pecora.  You  mean  by  that  perhaps  several  years « 
Mr.  Bernheim.  I  don't  think  it  should  take  several  years  to  cover 
the  listed  stocks;  no,  sir.  I  think  it  would  take  about  a  year,  per- 
haps a  year  and  a  half.  And,  frankly,  my  own  feeling  is  that  you 
should  not  in  this  case  perhaps  wait  until  loan  values  could  be  estab- 
lished, but  that  this  should  be  the  goal  to  aim  at,  and  that  gradually 
loan  values  should  be  transferred  whenever  you  have  covered  let 
us  say,  an  industry,  so  that  you  can  have  a  ^comparison  of  stocks 
and  put  that  mdusti-y  on  a  somewhat  uniform  accountino-  basis  I 
do  not  think  it  would  be  necessary  to  wait  until  you  had  Covered  all 
your  listed  stocks.  I  think  you  could  make  some  changes  month 
by  montli  as  you  were  ready  for  it. 

Mr  Redmond.  Mr.  Bernheim,  could  I  ask  you  one  or  two  ques- 
tions to  develop  the  way  this  plan  would  work?     Would  you  have 

loan'valu^eT  ^"'^  ^^  ^^^^  ^^""'^  ^^^""''^  ^""^  ''''*"^'^  change  the 

Mr.  Bernheim.  You  might  be  al)le  to  work  it  on  the  basis  of 
(luarterly  or  semianuual  reports.  l)ut  I  don't  think  it  would  be 
necessary  because  the  effect  of  a  change  for  a  single  quarter  or  half 
year  would  not  be  appreciable. 
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Mr.  Redmond.  In  effect  then  you  would  reallj'^  come  very  close  to 
establishing  a  loan  value  that  would  remain  substantially  unchanged 
for  a  12-montli  period  ? 

Mr.  Berxheim.  It  would  if  you  disregard  quarterly  and  semi- 
annual earnings.  It  would  not  change  for  the  year.  Then  if  you 
wanted  to  take  into  consideration  quarterly  or  semiannual  earnings, 
the  loan  value  would  change  twice  at  the  end  of  each  quarter. 

Mr,  Redimoxd.  Have  j^our  staff  considered  at  all  the  effect  of  this 
])rovision  on,  say,  industries  that  have  had  a  particularly  bad  time 
during  the  depression,  like  the  railroads? 

Mr.  Berxheim.  Yes.  We  came  to  the  conclusion  that  it  would  not 
be  wise  to  have  an  absolutely  rigid  rule;  that  after  some  study,  after 
considerable  study,  it  will  be  necessary  to  devise,  let  us  say,  credits 
and  debits  for  other  matters  besides  earnings,  but  that  essentially 
earnings  shoidd  be  the  base  on  which  loan  values  were  to  be  fastened, 
but  there  could  be  some  credits  given  and  debits. 

Mr.  Redmoxd.  In  other  words,  this  is  more  or  less  the  principle 
to  be  applied  without  being  actually  written  into  the  laAv  as  a  defi- 
nite mandate,  that  not  more  than  twice  the  aggregate  of  the  last  5 
years'  earnings  should  be  established  as  to  the  loan  value.  I  am  just 
trying  to  find  out. 

Mr.  Berxheim.  I  think  that  we  should  go  beyond  establishing  this 
as  a  principle,  but  I  think  that  perhaps  there  should  be  a  waiting 
{)eriod.  As  I  suggested  before  in  reply  to  Mr.  Pecora's  question, 
you  would  have  to  wait  G  months  or  a  year  and  make  studies  of 
the  effect  of  this  suggestion,  and  then  ]:)erhaps  devise  for  either 
groups  of  stocks  or  individual  stocks  certain  differentials  to  be  ap- 
plied for  certain  circumstances,  and  those  could  be  made  adminis- 
trative rules  and  regulations. 

Mr.  Redmoxd.  Would  you  not  have  to  develop  those  almost  imme- 
diately? For  instance,  take  a  wasting  industry  where  your  income 
may  ri^flect  actually  the  wastage  'of  the  property.  There  your  for- 
nuila  in  regard  to  income  would  have  to  be  revised  or  jon  might 
get  an  unduly  high  credit. 

Mr.  Berxheim.  You  certainly  would  have  to  take  great  care  that 
what  was  a  distribution  of  capital  was  not  considered  income  in 
determining  your  loan  value. 

Mr.  Redmoxd.  Of  course,  that  is  nearly  always,  isn't  it,  a  question 
of  the  discretion  of  the  board  of  directors? 

Mr.  Berxheim.  It  is  perhaps  a  question  of  accounting  methods 
plus  some  discretion,  I  presume. 

Mr.  Redmoxd.  Therefore,  it  is  a  question  of  making  good,  what- 
ever is  in  the  capital  account  ? 

Mr.  Berxheim.  At  least  we  could  put  the  companies  within  the 
industry  on  a  comparable  basis. 

And  another  thing  that  I  think  must  be  kept  in  mind,  Mr.  Red- 
mond; we  have  suggested  here  that  the  loan  values  are  to  be 
maximum. 

Mr.  Redmoxd.  Yes. 

Mr.  Berx'heim.  In  other  words,  the  market  price  would  to  some 
extent  take  care  of  exaggerated  earnings. 

Mr.  Redmoxd.  I  am  thinking  of  the  case  where  the  market  price 
might  reflect  other  factors,  like  a  gi-eat  concentration  of  holding. 
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where  there  might  be  a  demand  which  mio-ht  drive  the  price  up  fairly 
rapidly.     Your  loan  limitations  here  would  be  on  earnin^rs? 

Mr  Bernheim.  Essentially  on  earnings;  yes.  But  they  would 
have  to  be  the  true  earnings.  You  would  have  to  attempt  to  deter- 
mine wliat  the  true  earnings  were  applicable  to  the  security 

Mr.  Keumoisd.  What  would  you  do  with  new  enterprises « 

Mr  Berxheim.  I  think  you  would  have  to  devise  certain  special 
rules  for  new  enterprises.  Perhaps  if  there  were  mergers  of'  pre- 
viously existing  enterprises,  you  might  be  able  to  compute  the  earn- 
ings that  would  have  accrued  to  this  company  had  the  merger  taken 
place  some  years  before.  Or  you  might  perhaps,  in  some  cases, 
have  to  reduce  your  period  of  time.  Instead  of  a  5-year  period 
reduce  it  for  new  enterprises  to  2  or  3  years. 

Mr.  Redmond.  There  are  constantly  new  enterprises  for  which 
there  would  be  no  past  history. 

Mr.  Bernheim.  Yes.  Of  course,  it  might  be  advisable  not  to 
apply  It  toi-  credit  purposes  to  entirely  new  enterprises.  Naturally 
you  ^yould  want  to  have  some  experience,  and  for  the  new  one  you 
w()uld  have  no  experience  and  no  record  and  no  history. 

Mr.  Redmond.  And  not  give  them  any  value 

Mr.  Bernheim  Until  perhaps  they  had  been  in  existence  and 
shown  some  stability  and  earning  power  for  a  period  of  time 

Mr.  Redmond  Would  that  not  tend  to  interfere  with  the  flow  of 
capital  into  industry?  I  am  thinking  of  the  other  side  of  the 
picture  now. 

Mr.  Bernheim.  I  think  it  would  interfere  more  with  the  specula- 
tive interest  in  the  issuei|.  I  do  not  think  the  investor  purchases 
securities  and  then  immediately  seeks  to  borrow  on  them 

Mr  Redmond.  Is  it  not  true  that  a  large  part  of  the  capital  for 
maustry  lias  always  been  raised  bv  borrowing  money «  That  is  our 
credit  system  m  the  last  analysis,  isn't  it,  Mr.  Bernheim? 

Mr.  Bernheim.  The  money  naturally  comes  from  somewhere. 

Mr.  Redmond.  And  there  must  be  some  borrowino- « 

Mr.  Bernheim.  Well,  you  mean  the  original  uirderwritiuir,  that 
the  underwriters  borrowed? 

Mr.  Redmond.  No;  I  am  speaking  of  actual  distribution  to  in- 
vestors.    1  hey  do  not  always  buy  outright. 

Mr.  Bernheim.  I  think  it  depends  upon  the  times.  I  suppose  what 
you  say  was  very  true  m  1928  and  1929,  and  I  think  that  was  one  of 
the  very  unfortunate  aspects  of  the  situation;  that  investors,  and 
speculators  also,  extended  their  credit  resources  as  far  as  possible 
and  wanted  to  get  in  on  every  new  issue.  And  I  think  we  therefore 
had  overissuance  and  if  that  were  made  difficult  it  might  perhaps 
be  very  benehcial.  ^      i^^inapo 

Mr.  Redmond.  I  think  we  might  all  agree  on  the  fact  that  it  mio-ht 
be  wise  to  devise  something  that  would  make  it  more  difficult  but 
would  not  your  formula  practically  amount  to  a  proliibition«  I. 
there  not  some  midposition  that  would  allow  capital  to  flow  into 
industry  with  some  use  of  credit?  ^     ^w   uuo 

Mr.  Bernheim.  I  think  most  of  the  new  corporations  that  are 
being  floated  or  have  been  floated  were  based  upon  previously  ex  st- 
mg  companies  whose  earnings  could  be  computed.  They  were  in- 
corporated or  they  were  merged  or  consolidated  in  some  way  or  other 
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Mr.  Redmond.  But  very  often  it  would  be  impossible  to  use  the 
old  figures,  would  it  not?  I  mean  you  would  get  a  merger  in  which 
a  part  of  one  business  is  merged  with  another  going  concern.  What 
jDart  of  the  income  of  the  first  unit  should  be  attributed  to  the  new 
one  would  be  very  difficult  to  determine. 

Mr.  Bernheim.  I  do  not  pretend  to  claim  that  there  would  not 
be  difficulties. 

Mr.  Redmond.  Yes. 

Mr.  Berniieim.  And  I  think  that  the  administrative  agency  would 
have  to  be  given  some  discretion  within  the  general  prmciples. 

Mr.  Redmont).  In  effect  it  would  be  giving  wide  discretion  to  this 
administrative  agency,  with  a  mandate  to  establish  this  principle 
as  its  guiding  principle  in  formulating  the  loan  values  of  stocks? 

Mr.  Beknheim.  1  think  that  over  a  period  of  time  you  could  grad- 
ually get  down  to  a  body  of  rules  and  regulations  and  precedents 
which  Avould  cover  a  very  large  proportion  of  issues.  And  then 
there  would  be  a  small  section — I  think  it  is  necessary  to  admit  that, 
that  there  would  be  a  small  section  of  corjiorations  which  would 
have  to  be  governed  by  discretion  solely. 

Mr.  Redmond.  Yes. 

Mr.  Bei{Nhp:im.  Or  ruled  out  from  any  loan  value  entireh\ 

Mr.  Redmond.  I  just  wanted  to  develo[)  the  problems  connected 
with  this  formula. 

Mr.  Pecora.  Mr.  Bernheim,  in  order  to  apply  the  principle  or 
formula  for  determining  loan  values  that  you  advocate,  would  it 
not  be  necessary  for  the  regulatory  body  or  body  entrusted  with 
the  power  to  fix  those  loan  values  to  have  the  sort  of  infornuition 
from  cor|)orMtion.s  tbat  the  Fk^tcher-Rayburn  bill  in  effect  calls  for 
with  regard  to  their  condition? 

Mr.  Bp:kniieim.  Yes,  indeed;  it  would  be  necessary.  And  I  think 
that  tiiat  would  be  one  of  the  vabuible  byproducts  of  such  a  law. 

Mr.  PpxoKA.  In  frannng  the  p^'inciple  or  foruiula  with  regard  to 
the  creation  or  establishment  or  ascertainment  of  these  loan  values 
that  you  recommend,  was  it  your  purj)ose — when  I  speak  of  your 
purpose  I  mean  the  purpose  of  yourself  and  others  associated  with 
you  in  this  enterprise' — to  fix  a  certain  minimum  loan  value  repre- 
senting a  certain  j)er('entage  of  the  market  value  of  securities^ 

Mr.  Berniieim.  You  mean  in  addition  to  the  principle  of  basing 
loans  on  earnings  i 

Mr.  Pecora.  That  is,  the  formula  that  you  have  advocated  here 
for  determining  and  fixing  loan  values,  is  it  or  is  it  not  so  drawn  as 
to  require  a  minimum  margin  requirement  of  a  certain  percentage 
of  market  value? 

Mr.  Berniieim.  I  still  don't  (juite  understand  your  question,  Mr. 
Pecora. 

Mr.  Pecora.  Did  you  strive  in  formulating  this  principle  of  ascer- 
taining loan  values  to  have  those  loan  values  based  upon  a  minimum 
l)ercentage  of  the  market  value  of  the  security? 

Mr.  Bernheim.  No;  maximum  percentage. 

Mr.  Pecora.  Maximum? 

Mr.  Bernheim.  We  provided  that  in  no  case,  no  matter  what 
earnings  were,  should  anytme  be  permitted  more  than  60  percent  of 
the  market  value,  and  then,  of  course,  banks  and  brokers  would  have 
discretion  to  lend  less  if  they  wished  to  in  any  case. 
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Senator  Kean.  Mr  Bernheim,  I  would  like  to  ask  vou  some  ques- 
tions In  the  first  place,  I  would  like  to  ask  you  what  ex  er?ence 
you  have  had  m  markets,  in  securities,  and  what  is  vour  hXyf  1 

t^r"'uT\mllfr^  ^'"'  ^"''"'^-  ^  ^""^^  ^^^  ^^^"  *«  ^^^^^ribe 
Mr  Bernheim.  I  have  not  been  in  the  securities  business,  and  mv 
cx,ntacts  with  securities  have  been  partly  as  one  of  the  great  invest^ 
mg  and  speculating  public,  and  to  some  extent  as  a  student  of  eco- 
nomic matters,  and  primarily  during  the  past  5  or  6  months  as  the 

^^eth'(tti;iyli^^^^^^^^  "'"^^  "^^  ^^^-^'^^^  ^^^^^"^^^  b^  ^^^ 

Senator  Kean.  Who  is  the  Twentieth  Century  Fund  ? 

Mr.  Bj:rnheim.  The  Twentieth  Century  Fund  is  an 'endowed  in- 
stitution which  was  founded  largely  through  the  efforts  of  Mr  E  \ 
i^ilene,  of  Boston,  and  has  a  board  of  directors  of  some  5  or  6  other 
gentlemen  whose  names  I  can  let  you  have. 

Senator  Kean.  I  have  those  names. 

Mr.  Bernheim.  And  it  does  research  work  in  economics,  and  also 
contributes  to  the  support  of  other  organizations  doino-  work  in 
similar  fields.  »  iv  m 

Senator  Kean.  What  is  your  experience  in  research  work? 
anothei-^'^^^^^'  ""  ^"^^^^  ^^*^"'^  research  work  of  one  sort  or 

educatexu'  ^^^^^^   (interposing).  In  the  first  place,  where  were  you 

Mr.  Bernheim.  I  went  to  C^olumbia  College.    I  was  born  in  New 
York  and  went  to  school  in  New  York  at  the  College  of  Columbia 
After  that  I  went  m  business  for  a  period  of  about  5  years 

Senator  Kean.  ^^  hat  kind  of  a  business « 

iq9o'';.r"^'?lTr'-  ^  ^^!  ^  ^i"-"^''  "'  Hoboken.  N.J.  And  about 
1 J20  oi  21  I  became  interested  in  economic  research,  and  I  ioined 
an  organization '  j'Jint-u 

Senator  Kean  (interposing).  Your  experience  as  a  tanner 

securitie?^''''™'''  (interposing).  Was  not  very  helpful  as  to 
•    ^inoA^'^  ^<^^^^.  Your  experience  as  a  tanner— the  i)rice  of  hides 

abfut-a?the?o7-  '  '""''  ™"""'"-     '  ^"^  ""  "'""  ''"'"^  ^^-^^ 

tl,WHI°J«o '""**??  "''™  I"*/-.,  Now  a  calf's  liide  is  worth  some- 
thing  ike  $2  or  $2.o0.  as  against  $30  or  $40  at  the  time  you  got  out 
So  that^that  has  been  a  greater  depression  than  any  of  these  stocks 
Ml    Bernheim.  I  don  t  remember  that  tlie  price  was  ever  quite 

ai  thf  piSrtvr  '>"'"''''■  '^""*'"'  ^""  ^  '^"-' "  --^  '"g"- «"- 

t).™"h7alinrn;^-  '''^"'  -""  -""■"''  "'"'  ^^'^^  ^''^y^  ««"■  .™"  g"t 
Mr.  Bernheim.  Oh,  my  personal  story? 
Senator  Kean.  Yes. 

I  .d!nv  ^If-'^'^'f  ^f^^^^:  V^^t  I  joined  an  organization  known  as  the 
Laboi  Bureau,  Inc.,  which  devotes-which  is  still  in  existence-and 
devotes  Its  time  to  research  in  the  field  of  labor  problems  cost  of 
living,  and  financial  analyses  of  corporations  and  studies     fhidus 
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tries  and  price  trends,  matters  of  that  sort.  I  left  the  labor  bureau 
temporarily  to  assume  the 

Senator  Kean  (interposing).  Who  supports  the  labor  bureau? 

Mr.  Bernheim.  It  is  supported  by  its  clients,  by  fees  from  its 
clients. 

Senator  E^ean.  Who  are  its  clients  ? 

Mr.  Bernheim.  Well,  they  are  largely  labor  unions,  and  to  some 
extent  coori^eratives  or  educational  institutions  and  in  some  cases  it 
does  work  for  employers  and  employees  jointly.  It  handles  arbi- 
trations and  matters  of  that  sort.  It  was  organized  about  1920  as  a 
Xew  York  corporation  and  is  still  in  existence  as  such. 

Senator  Kean.  And  then  you  joined 

Mr.  Bernheim.  I  went  temjxtrarily  to  the  Twentieth  Century 
Fund  to  conduct  this  survey. 

Senator  Kean.  And  your  survey  in  this  bill  was  what  would 
hai)pen  to  all  the  little  towns  in  the  United  States  where  the  banks 
and  perhaps  little  local  companies  that  the  people  want  to  buy  their 
securities  for  investment  in,  under  this  bill  they  would  be  absolutely 
precluded  from  borrowing  from  the  local  banks,  would  they  not? 

Mr.  Bernheim.  In  this  bill  ? 

Senator  Kean.  In  this  bill. 

Mr.  Bernheim.  In  the  Senate  bill? 

Senator  Kean.  Yes. 

Mr.  Bernheim.  As  I  understand  the  bill,  they  could  not  borrow 
on  an  unregistered  security  through  a  member  of  a  security  exchange 
or  anyone  doing  business  through  such  member.  Is  that  correct? 
You  are  more  familiar  with  it  than  I  am.  But  they  could  borrow, 
I  presume,  through  anyone,  a  bank  that  is  not  a  member  of  a  securi- 
ties exchange  or  cHd  not  do  business  through  any  such  member. 

Senator  Kean.  Yes,  sir;  but  suppose  tliat  you  happen  to  be  a 
broker  in  Xew  York  and  you  want  to  buy  a  house  and  you  got 
some  local  securities  which  the  bank  knew  were  perfectly  good  and 
3'ou  wanted  to  borrow  at  your  local  bank  to  buy  a  house.  You  could 
not  do  that  under  the  bill  ? 

Mr.  Bernheim.  I  ])resume  you  could  not. 

Mr.  Pecora.  Probably  buy  the  house  sul)ject  to  a  mortgage. 

Senator  Ke^vn.  And  then  have  the  mortgage  foreclosed  and  wiped 
out. 

Mr.  Pecora.  That  is  what  hai)pens  to  margin  customers  every 
day  in  the  year. 

Senator  Kean.  Yes. 

Mr.  Bernhi:im.  Of  course,  as  I  pointed  out  in  my  analysis,  Sen- 
ator, I  do  not  see  why  you  should  not  be  allowed  to  borrow  on 
some  unlisted  securities  of  some  class   and   category. 

Senator  Kean.  That  is  all  I  have. 

Mr.  Pecora.  Mr.  Bernheim,  is  it  not  a  fact  that  your  proposal 
for  margin  requirements  is  based  upon  and  would  provide  for  a 
minimum  margin  of  40  percent  of  market  price? 

Mr.  Bernheim.  Oh,  the  minimum  might  be  lower.  The  maximum 
would  be  60  ])ercent.  The  minimum  might  be  very  much  lower  than 
40  percent.  If  a  company  had  an  unfortunate  record  of  earnings 
and  no  other  factors  were  taken  into  consideration,  the  loan  value 
might  be  a  good  deal  less  than  40  percent. 
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Mr.  Redmond.  Mr.  Bernheim,  have  you  available  any  figures    on 

Woolworth  &  Co.  and  American  Tel.  &  Tel.  and  General  Motors 
tor  typical  railroads  steamship  companies,  and  coal  companies?        ' 

Mr.  Bernheim.  No;  we  have  not  made  any  other  Analyses  as 
yet.  |\e  prepared  this  hurriedly  when  we  knew  we  were  comincr 
down  here.  "^"& 

Mr.  Redmond.  Yes. 

Mr.  Bernheim.  And  we  naturally  took  what  we  considered  four 
ot  the  most  representative  companies  from  the  point  of  view  of  their 
investment  interest. 

Mr.  Redmond.  And  four  of  the  most  successful   too « 

m.  Bernheim.  Well,  it  depends  upon  what  period  of  time  you 
cover.  If  you  consider  United  States  Steel  during  the  past  3  years, 
I  don  t  think  you  could  characterize  it  as  being  very  successful 
Of  course,  m  the  past  it  has  been.  Yon  could  pick  out  a  lot  of 
companies  that  have  been  more  successful  since  1929  than  either 
Steel  or  Woolworth. 

Mi?^\'   ^^?^^^^^'^-  <^^eneral   Motors   and   American   Tel.   &   Tel    and 
Woolworth,  are  all  rather  exceptional  are  they  not? 

Mr.  Bernheim.  In  some  respects  they  are  exceptional,  but  I  think 
primarily  because  they  are  very  large  and  there  is  a  great  invest- 
ment interest  in  tliose  companies.     They  have  many  stockholders 
and  they  are  I  think  to  a  large  extent  investment  stocks 

Mr.  Redmond.  So  is  American  Car  &  Foundry,  and  yet  I  assume 
that ■  "^ 

Mr.  Bernheim  (interposing).     It  was. 

Mr.  Redmond.  It  still  is,  isn't  it  ? 

Mr.  Bernheim.  I  don't  think  so. 

My.  Redmond.  One  of  the  great  stocks  of  the  old  days  ? 

Mr.  Bernheim.  In  the  old  days,  yes,  sir ;  not  any  more. 

Mr.  Redmond.  It  has  still  a  large  number  of  stockholders? 

Mr.  Bernheim.  Well.  I  suppose— I  know  the  experience  they  un- 
doubtedly had.  They  did  not  get  out  in  time,  so  they  are  involun- 
tary investors. 

Mr.  Redmond.  True,  but  that  often  happens  to  be  the  case  whether 
it  IS  a  real-estate  transaction  or  stocks  or  anything  else? 

Mr.  Bernheim.  I  am  afraid  it  is ;  yes. 

Mr  Redmond.  But  you  haven't  any  data  available  for  what  I 
would  consider 

Mr.  Bernheim  (interposing).  We  have  none  available  at  the  mo- 
ment, no  sir ;  except  on  these  four  companies. 

Mr  Redmond^^  Would  it  be  possible  to  get  the  data  on  something 
like  JVew  lork  Central  Railroad  or  some  of  the  typical  big  railroads  « 

Mr  Bernheim.  Yes:  it  would  be  quite  possible  to  wo?k  that  out. 
It  takes  some  length  of  time,  because  you  have  to  take  into  con- 
sideration the  changes  in  capitalization," both  in  respect  to  earnino-s 
and  in  respect  to  market  price.  You  have  got  to  go  very  carefulTv 
over  the  past  history  to  see  that  you  are  not  led  astray  by  any  addi- 
tional issues  of  stock  that  liave  been  made.  But  it  can"  be  worked 
out.    If  you  would  like  to  have  that  worked  out,  when  I  o-et  back 
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to  New  York,  if  you  suggest  a  few  other  stocks  to  us  we  would  be 
very  glad  to  send  you  the  results. 

Mr.  Redmond.  I  make  the  suggestion  to  the  committee  that  it 
might  be  well  to  have  a  cross  section,  so  to  speak,  of  the  listed  se- 
curities, rather  than  just  a  few  outstanding  industries,  and  certainly 
the  outstanding  public  utility  of  the  country. 

Mr,  Pecora.  Suppose  you  suggest  two  or  three  issues, 

Mr.  Bernheim.  We  will  prepare  it  and  mail  it  down  to  the  com- 
mittee this  week  or  the  first  of  next  week,  if  the  committee  would 
be  interested  in  getting  that. 

Mr.  Redmond.  Suppose  I  talk  to  Mr.  Bernheim  after  the  meeting 
is  over,  Mr.  Pecora.  because  I  want  to  choose  companies  that  are 
fairly  representative,  and  not  just  chooi^e  those  that  have  been  out- 
standingly successful. 

The  Chairman,  Very  well.     Proceed,  Mr.  Bernheim. 

Mr,  Bernheim,  Section  6  (c)  :  This  section  makes  it  unlawful  for 
anyone  not  a  member  of  an  exchange  to  lend  on  securities  registered 
on  a  national  security  exchange  to  an  amount  in  excess  of  what  a 
member  of  a  registered  exchange  may  lend,  unless  the  borrower  cer- 
tifies that  he  acquired  and  paid  for  the  collateral  in  full  more  than 
30  days  prior  to  the  making  of  the  loan. 

Strictly  interpreted,  this  section  would  govern  certain  types  of 
loans  which  presumably  it  is  not  intended  to  cover,  such,  for  ex- 
ample, as  private  loans  between  two  individuals,  or  loans  by  corpora- 
tions to  employees  or  customers  under  a  stock-purchase  plan.  The 
section  should  be  clarified  and  perhaps  modified. 

What  is  more  important,  however,  is  that  it  be  clearly  realized 
that  the  8()-day  clause  would  jjermit  pyramiding  of  purchases.  As- 
sume that  a  person  with  $10,000  purchases  100  shares  of  stock  at 
$100  a  share.  T.hirty  days  later  he  takes  these  100  shares  to  a  bank 
and  obtains  a  loan  of,  say,  $7,500  with  which  he  now  buys  75  addi- 
tional shares  at  $100.  After  another  month  he  again  goes  to  his 
bank,  and  on  tliese  75  shares  he  now  boi'rows  $5,625  and  makes  a 
further  commitment  of  56  shares.  If  this  process  is  repeated  for  a 
total  of  12  successive  30-chiy  periods,  the  ])urchaser  of  100  shares  of 
stock  for  cash  on  January  1  of  one  year,  will,  on  January  1  of  the  fol- 
lowing year  own  ap])roxiinately  390  shares  of  stock  and  owe  his  bank 
approximately  $28,000.  An  original  $10,000  in  cash  is  now  repre- 
sented by  more  than  $39,000  in  stock.  It  has,  of  course,  taken  the 
speculator  a  year  to  build  this  pyramid  but  he  has  succeeded  in  the 
end. 

A  picture  of  the  process  is  presented  in  one  of  the  graphs,  and 
the  detailed  figures  are  contained  in  exhibit  2.  If  the  framers  of  the 
bill  propose  to  reduce  the  amount  of  money  that  can  be  borrowed  on 
securities  in  order  to  reduce  the  volume  of  speculation,  they  should 
consider  whether  section  6  (c)  does  not  provide  a  loophole  that  may 
nullify  this  purj^ose. 

Section  6,  as  a  whole,  combined  with  section  7  (a),  is  rather  pe- 
culiar in  that  it  permits  a  noninember  of  a  national  security  ex- 
change, provided  that  he  does  not  do  a  business  in  securities  through 
a  member,  to  borrow  on  unregistered  securities  any  sum  which  a 
lender  is  willing  to  advance. 
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.  Section  8  (a)  (3)  :  This  section  makes  unlawful  any  transactions 
in  a  security  on  a  national  security  exchang-e— 

for  the  purpose  of  raising  or  depressing  the  price  of  such  security  or  securities 
7uZ.  f.  '''-T'r  '"  "■""''"■'^  ''  "''^"  fhe  expcctatio,>  thnt  tlu  re  wiU  brciSed 
or  secuiitieT  ""^^'^'^^'"^^  appearance  in  respect  of  the  market  for  such  se^irfty 

The  above  prohibition  is  commendable  as  to  its  ^oal  but  in  our 
opinion,  IS  unrealistic  and  unenforceable.  To  prov?  "  purpose  "  or 
intent  ^vhIch  are  essentially  subjective  in  their  nature, \vodd  seem 
to  be  an  almost  hopeless  task.  As  the  result  of  our  own  study  of 
TvonefhT\^  I  ^^"  are  inclined  to  believe  that  pools  cannot  be 'con- 
trolled by  direct  prohibition  as  readily  as  they  can  through  control 

t^^J-T""'  '^r:'Z  '""'^  ^^'  "'"l^°^^^^-^  them-and  the  security 

theTr  employftr^"''^''  '"-^  '^'^^''^  ^''^''^  ""'  "^^"^'^^^'  ^''  ^^^^^"^  ^^ 

flisseminate     *     *     *     i"f*«'"i'iti(.n  to  the  effect  that  tlie  price  of  anv  secnritv 

son^  f  ?  !•,  ""'  ''■^"?  •'■  ^'^"''"'^  "^  ^^'^  "^^'"'^^t  activity  of  any  one  or  nioi-^  pe^ 
;iV.i,  'f-^^'"''"",-'^''"^'"'"*'^^'"-  •'^"^'1  information  has  reason  to  Del  eve  t  uU 
the  cu-culation  or  dissemination  of  such  information  on  his  part  may  induce  tit 
purchase  or  sale  of  any  such  security  in  tl,e  expectation  of  such  marU  aSiv^^^^^ 
Like  the  previous  section,  this  one  embodies  a  salutary  idea,  but  it 

mZwf/ fo^f'^'"'^'  '^1  '''^''''  ^"^^  ^«  '^'y  '^  -^^d^  ««    in  ai 
proDaDility,  to  be  meaningless  in  practice 

^vh1r.h^!?.l\^  ^^?   ^V  •  ??'  '^"'"  ^^""-  ^'^^  '^^  S'^i^^  '^bout  this  section, 
^^lllcll  makes  it  unlaAvful :  ' 

nJ'^  nS'"^'",''   '•'■   ^|i^^^'mi"atf^   information    resardiuii-  any   security   re-istered 
^,n..f.        "''^  ^^ecunties  exchange  which  statement  is,  in' the  li^hf  of  the  cir 

nafT, ,     nfy  ""*  r'  ■''^'''^'  '^  '''^^  '''^'^''-  f=^'^^  '>'■  "usleading  in  mspect  of  any 

nattei  sulfcien    y  important  to  influence  the  judgment  of  an  average  inyes?",^ 

It   .he  lerson  disseminating  such  information  Jias   reason  to  bel  evi  tliat  the 

c  rcuhition  or  dissemination  of  such  information  on  lis  part  may  hu    ?e  tie 

l.cl.ase  or  sale  of  such  security,  and  does  not  prove  that  1  ^actS     n  "ood  f  ai  h 

::;^em;i:^^r?aS^o;1iiSSr   ^'^'"^   '"'''   ''''   '-'-'   '^   l^elieve^tlS/tS 
nf^tr  '""'"  '''^l^'^'r  other  objections  to  this  section  besides  difficulty 

livvlTr-rf"*-     i"/^''  ^'i^  1^^^^'^'  '^  «"b^'^^t«  to  an  exceedinglv 
heavy  Lability,  and  places  a  heavy  burden  of  proof  upon,  any  person 

'n.i'  ;?-Tl  ""/^  r "^  'w," V  '^S^'^^^'^  security-no  matter'  how  lumest 
and  well-mtentioned  that  person  may  be-which  happens  to  mislead 
the  average  investor.     In  the  second  place,  it  sets  up  the  concept  of 
an  average  mvestor-an  animal  as  mythical  as  a  chiinera. 
^^StH-tion  8  (a)    (8)  :  This  section  makes  it  unlawful  for  any  person 

acquire  substantial  control  of  the  floating  supply  „f  any  security  registered  on 
u   national  securities  exchange  for  the  purpose  of  causing  the  pHce  of  sue 
security  tn  nse  on  the  exchange  because  of  such  control  ol^hrti.uithi  s'n^ph 

vno?,f''/"  "'^  opinion,  is  another  .,f  those  provisions  which  are 
vague,  tenuous  and  difficult  to  enforce.  Except  for  a  very  few 
stocks  no  one  knows  what  the  floating  supply  of  an  issue  is,  al- 
though, of  course,  it  is  quite  possible,  as  we  ourselves  have  suggested, 
to  c(.ini)ile  periodic  statistics  on  the  extent  of  floating  supply     There 
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is  the  fTirther  difficulty,  however,  of  determining  what  "  substantial 
fontrol  "  of  floating;  supply  is. 

Section  8  (a)  (9)  :  This  section  ])r<)iiibits  all  transactions  iuvolviuo- 
puts,  calls,  straddles,  or  other  options. 

This  is  too  sweepino;  a  prohibition.  Under  certain  circumstances 
options  perform  a  legitimate  function.  Furthermore,  there  are  out- 
standing today  in  the  hands  of  the  public  options  and  warrants, 
many  of  which  are  traded  in  now  on  the  organized  exchanges. 

Section  9  (a)  :  This  section  prohibits  short  sellinir — 

except  in  accordance  with  such  rules  and  regulations  as  the  Commission  may 
pi'escribe     *     *     *. 

In  the  absence  of  knowledge  as  to  wdiat  rules  and  regulations  the 
Commission  will  prescribe,  it  is  difficult  to  pass  judgment  on  this 
section.  I  should  like,  however,  to  read  our  general  conclusions  on 
short  selling  reached  after  careful  consideration  of  a  mass  of 
factual  data.     [Reading:] 

Our  study  of  short  sellinj,'  has  led  us  to  the  conclusion  tliat  while  this  prac- 
tice fails  in  large  measure  to  perform  the  useful  function  which  its  pi'oiionents 
claim  for  it,  it  also  does  not  in  the  a.LTSi'euate  cause  the  havoc  to  the  ,uen<'ral 
])rice  structure  with   which   its  opponents  charfre  it. 

In  any  discussion  of  short  selling  it  should  always  be  borne  in  mind  that 
it  is  the  speculative  excesses  on  the  long  siije  which  create  a  condition  of  the 
market  where  short  selling  can  become  a  disturbing  factor.  L(mg  buying  and 
short  selling  are  complementary  asi>ects  of  the  same  problem — speculation— 
and  to  attempt  to  solve  this  problem  l)y  an  attack  on  only  one  of  its  dual 
aspBKts  does  not  pi-onuse  fruitful  results.  Yet  while  it  is  conuuon  to  extol 
those  whose  activities  result  in  driving  prices  upward,  it  is  almost  universal 
to  condemn  their  speculative  counterparts  who  strive  to  ])rodnce  the  opposite 
effect. 

As  we  see  it  no  moral  (piestion  is  involved  either  in  long  buying  or  short 
selling,  but  only  one  of  utility.  To  the  extent  that  S]»eculation  on  either  the 
long  or  short  side  aids  the  security  mai'kets  in  the  performance  of  their  func- 
tions, to  that  extent  only  should  speculation  be  countenanced. 

In  view  of  the  fact  that  short  selling  is  relatively  unimportant  we  do  not 
believe  that,  as  a  general  technicpie.  it  requires  further  regulation  than  now 
exercised  by  the  New  York  Stock  Exchange.  We  believe,  however,  tliat  there 
is  need  of  more  rigorous  control  in  respect  to  short  selling  of  individual 
issues  at  particular  ])olnts  of  time,  especially  v/here  engaged  in  suddenly  and 
in  large  amounts.  Under  such  circumstances  short  selling  has  a  i)ronoTuiced 
and   depressing   influence   njion   i)rices. 

Section  10:  Tliis  section  covers  the  general  subject  of  the  segre- 
gation and  limitation  of  the  functions  of  broker,  specialist,  and 
dealer.    It  contains  several  provisions  which  I  should  like  to  discuss. 

One  of  these  is  tliat  no  member  of  a  national  security  exchange 
may  act  as  a  dealer  in.  or  underwriter  of.  securities.  I  interpret  this 
to  mean  that  no  member  may  buy  or  sell  securities  for  his  own  ac- 
count or  for  the  account  of  his  firm.  While  the  fund  staff  endorses 
the  princii:)le  of  the  separation  of  the  broker  from  the  dealer  func- 
tion, I  believe  that,  following  the  general  London  practice,  an  ex- 
change member  should  be  peiiuitted  to  function  either  as  broker  or 
dealer. 

I  do  not  see  any  valid  reason  for  prohibiting  a  nonbroker  exchange 
member  from  buying  and  selling  securities  for  his  own  account,  that 
is  to  say,  from  trading  and  speculation,  as  long  as  trading  and  specu- 
lating may  be  indulged  in  freely  by  nonmembers.  In  permitting 
margin  trading,  the  bill,  ipso  facto,  puts  its  stamp  of  approval  on 
speculation  in  securities,  for  margin  trading  is  the  essence  of  stock 
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speculation.  Sure  the  committee  does  not  believe  that  the  nonmem- 
ber  IS  better  qualified  as  a  speculator  than  the  member.  Further- 
more, if  exchange  members  may  not  deal  in  stocks,  the  odd-lot  busi- 
ness, as  at  present  conducted,  can  no  longer  be  carried  on.  The  com- 
mittee should  consider  whether  it  wishes  to  bring  about  this  result 
It  IS  unlawful  under  section  10,  furthermore,  for 

an.v  person  who  as  a  broker  transacts  a  business  in  securities  through  the 
mediuna  of  an.v  such  member  to  act  as  a  dealer  in  or  underwriter  of  securities 
whether  or  not  registered  on  any  national  securities  exchange. 

The  question  arises  whether  the  principle  of  segregation  should 
be  extended— as  it  is  here— to  such  persons  as  banks  which,  while  not 
actually  m  the  brokerage  business,  do  execute  orders  for  the  purchase 
and  sale  of  securities  for  their  depositors  through  the  medium  of 
national  security  exchange  members.  In  a  small  community,  in  par- 
ticular, the  bank  may  be  the  only  institution  through  which  a  resi- 
dent can  conveniently  consummate  a  transaction  in  a  security  yet 
in  accordance  with  section  10,  the  bank  that  performs  this  fim'ction 
may  not  act  as  a  dealer  in,  or  underwriter  of,  securities,  or,  under  a 
strict  interpretation,  may  not  even  be  allowed  to  purchase  and  sell 
securities  for  its  own  account. 

Another  specific  provision  of  section  10  is  that  a  specialist  may 
execute  only  fixed-price  orders;  that  is  to  say,  may  not  execute 
market  orders.  In  view  of  the  fact  that  according  to  the  bill  a 
specialist  will  be  permitted  to  function  onlv  as  a  broker  and  will 
not  be  permitted  to  act  as  a  dealer,  there  seems  to  be  no  purpose  to 
this  prohibition.  It  should,  tlierefore,  be  eliminated  since  its  pres- 
ence would  tend  to  interfere  with  the  efficient  execution  of  orders 

This  section  further  makes  it  unlawful  for  a  specialist— 

to  disclose  to  any  other  person  information  in  regard  to  orders  placed  with 
hini  which  is  not  available  to  all  members  of  the  exchange. 

The  fund  staff  concluded  that  it  is  impossible  to  enforce  a  prohibi- 
tion against  disclosing  orders,  and  it  therefore  prefers  a  reciuirement 
to  the  effect  that  orders  on  the  books  of  a  specialist  should  be  avail- 
able to  every  member  of  an  exchange. 

Section  11:  In  our  opinion  the  purposes  of  section  11  could  be 
better  effectuated  by  a  Federal  incorporation  act  in  respect  to 
cori)orations  in  interstate  commerce  than  bv  this  indirect  and  un- 
certain method. 

Section  11  (c)    (I)  :  The  first  part  of  this  section  provides  for— 

an  undertaking  by  the  issuer  to  comply  with  and  so  far  as  is  witliin  its 
power  to  enforce  compliance  by  its  othcers.  directors,  and  stockholders  with 
the  provisions  of  this  act     *     *     *. 

I  do  not  believe  that  a  cor])oration  has  anv  power  over  its  stock- 
holders and  therefore  consider  it  meaningless  to  require  an  under- 
taking by  an  issuer  to  attempt  to  enforce  compliance  with  the  pro- 
visions ol  the  act  by  stockholders. 

Section  15:  This  section  as  a  whole  deals  with  transactions  of 
directors,  officers,  and  principal  stockholders.  Insofar  as  its  pro- 
visions are  sound,  and  insofar  as  they  apply  to  corporations  eno-aoed 
m  interstate  commerce,  they  should,  in  mv  opinion,  be  embodfed'^in 
a  h  ederal  incorporation  act.     I  question  whether  that  part  of  section 
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15  which  pertains  to  owners  of  securities,  who  are  not  officers  or 
directors,  is  practicable  and  enforceable. 

Section  15  (b)  (1)  :  This  section  provides  that  an  issuer  may  sue 
any  of  its  directors,  officers,  or  certain  owners  of  its  securities,  for 
profits  derived  by  them  as  the  result  of  a  purchase  and  subsequent 
sale  within  6  months  of  a  security  of  the  issuer,  the  profits  being 
calculated  on  the  basis  of  the  difference  between  the  highest  and 
the  lowest  price  at  which  the  security  sold  during  the  6  months' 
period. 

While  I  deem  it  highly  desirable  to  stop  directors  and  officers — 
and  if  possible,  large  stockholders  also — from  speculating  in  the 
stocks  of  their  corporation,  I  am  afraid  that  the  provisions  of  section 
15  (b)  (1)  will  result  in  wide-spread  violations,  subterfuges,  and 
evasions.  Our  own  recommendations  provide  merely  for  prompt 
publication  of  all  transactions  by  directors  and  officers  in  the  secur- 
ities of  their  own  corporation,  I  believe  that  publicity  will  cure 
the  worst  of  the  evils  surrounding  the  stock-market  operations  of 
'*  insiders  ",  and  I  am  of  the  opinion  that  our  recommendation  could 
be  effectively  enforced  through  corporations  and  their  transfer 
agents. 

Section  15  (b)   (3)  :  forbids  the  stockholder — 

to  disclose,  diroctly  or  indirectly,  any  confidential  information  regarding  or 
affecting  any  such  registered  security  not  necessary  or  proper  to  be  disclosed  as 
a  part  of  his  corporate  dutii^. 

While  heartily  approving  of  the  pur})ose  of  this  section,  I  am  of 
the  opinion  that  it  will  prove  largely  meaningless,  because  it  will  be 
virtually  impossible  to  enforce. 

Section  28:  This  section  in  effect  makes  it  uidawful  for  any 
broker  or  dealer  to  consunimatje  a  transaction  in  an  American  se- 
curity in  a  foreign  security  exchange  excej^t  in  accordance  with 
rules  and  regulations  of  the  Commission.  While  it  is  proper  for 
tlie  bill  to  provide  safeguards  i,igainst  the  flight  of  the  securities 
business  from  the  United  States,  it  should  be  borne  in  mind  that 
section  28  can  be  evoked  to  prevent  arbitrage  transactions  between 
this  and  foreign  countries,  a  trading  technique  which,  under  ordi- 
nary (drcumstancos,  can  scarcely  be  considered  harmful. 

I  have  briefly  commented  upon  some  of  the  major  provisions  of 
the  National  Securities  Exchange  Act  of  1984. 

To  re})eat  what  I  said  at  tlie  outset  of  this  statement,  I  am  thor- 
oughly in  sympathy  with  the  objects  which  the  act  seeks  to  achieve — 
to  bring  speculation  in  securities  under  control,  to  reduce  its  vol- 
ume, to  eliminate  manipulation,  to  prevent  fraud,  to  put  an  end  to 
the  advantages  enjoyed  by  "  insiders  '\  to  nuike  available  to  in- 
vestors infornuition  about  issuers  and  issues,  and,  in  general,  to 
standardize,  regulate,  and  control  the  business  conducted  on  and 
through  security  exchanges. 

My  criticism  is  not  directed  to  the  purposes  of  the  act  but  to 
some  of  the  methods  by  which  the  bill  proposes  that  these  purposes 
are  to  be  achieved. 

I  believe  that  it  confers  too  much  discretionary  power  upon  the 
Federal  Trade  Connnission  and  that  the  grant  of  such  extensive 
power  by  the  legislature  to  an  administrative  agency  is  not  wise. 
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T  Sv^fH*''!^-'^  """"'  '?'  l^^^in^-. certain  activities  unregulated. 

In  s  i<^^  1  Ihf  '"'^v'-  ''^Pf  ^'  ^^  ^'  unenforceable  and  unrealistic. 

Ill  spite  ot  these  criticisms,  however,  I  am  convinced  that  the  bill 
IS  based  on  sound  principles.  Suitably  amended,  it  shoud  prove 
to  be  a  hio-hly  benehcial  piece  of  legislation.  ^ 

Ihank  you  very  much. 

Mr.   Kedmond.'  Mr.   Bernheim,   just  for  the  sake  of  t]ie  rpr-ovrl 
im™  fte  n.u.st.es  of  the  Twentieth  Century^Fund  "apptved  tht' 

^^Mr^  Beunheim.  No,  sir;  they  Jiave  not  taken  any  action  on  the 

Mr.  Redmond.  I  see. 
.    Mr.  Berxheim    As  I  understand  it,  the  trustees  of  the  fund  are 

JL  oVrc^iwf  "xf"^^  'r""''} '  ^-^^"^^'^^^  p-i-^  -  --  tortus! 

tees  ot  a  college.  They  do  not  assume  personal  responsibilitv  and 
m  this  case,  due  to  the  great  haste  of  the  final  prepar^tioi  of  ^he 
7!:^mZd^:::'l'''^  ^^"^^  ^  ^^^"^^'  ^«  ^-^  -  I  know:  ^  mat 
and  ctcluJ<^s.'"''  "^  """  '''''  ''  "^'^^^^  '^'^  ''''^y^  -'  *^-  ^^^dings 

of  ^he  \m7t  1^  ^"  "f'f  ^"^'  ^^''  ^""^^-  ^^'^-  Cl^^-k,  the  secretary 
or  me  tund,  is  here,  and  if  you  want  to  ask  him  that  Question  hp 
can  gn;e  you  a  much  better  answer  than  I  can  question,  he 

Mv'  ^T'"'''''-  ^t"^  'T^''^*^'^  ^«  establish  that  for  the  record. 
Th^t"l!™t"Lfe"^  '''''   ''''-'  ^^^  ^^^^""^^^   ^^-   responsibility. 

Mr.  Pecora.  The  trustees  of  the  fund  do,  however  assume  re 
sponsibdity  for  the  employment  of  the  research  men «  ' 
anffVom'S  noi^r-^  aiithorize  the  project,  approp'riate  the  money, 
ana  tiom  that  point  on  I  do  not  know  ust  exactlv  what  thev  do 
I  was  engaged  through  the  secretary  of  the  fund,  i^w  .'d  etlfer  it 
was  his  discretionary  authority  to  engage  me  or  whetlier  he  was 

ZTm^v"  '^"  '%''''  '^''  'T''''^  I  ^^«  "«t  know,  te        IS  rio-h 
theie,  Mr.  Pecora.  if  you  wish  to  go  into  that  at  all.     Mr.  Clarlr  is 

Mr.  Pecora.  Mr.  Evans  Clark,  secretary,  is  here? 
Mr  Bernheim.  Yes;  he  is  here,  and  he  can  answer  those  auestioTm 
much  better  than  I  can.    Do  you  A^ant  him «  questions 

1  he  Chairman.  Mr.  Clark. 


N-  ft. 
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Max/mum  Loan  Values  of  Four  Commoh  Stocks 
AT  Peak  of  Bull  Market  (Sept.  3,  /929) 


^^ei 


EH/.  WooLWORTH.  Common 


pZ7S 


0 
^350 


m^ 


77} 


^178.49 


VVT' 


__:;v; 


U.  5.  Steel  Common 


^/03^0  ^^o_5Q 


0 

ieo 


^300 


^200 


^/20 


A.T&T.Co. 


m54 


^72 


h5.44 


GE/iERAL  Motors  Common 


^46 


'■y-/  — 


^38.74 


^28.80 


^ 


'2  Mdrkei  Price  (Average),  5epf  3, 1329 


V777Z\  N.Y  Stock  Exchange  ( Debih   over  ^f 000) 
LEGEND    t -.'•;-;■:■']  n.  Y  stock  Exchange  (Debits  under  ^5000) 
EgggSSS  F/ etcher  -  Ray  burn  Bill 
^^H   Twentieth  Centurtj  Fund. 


lf,t    ^:* 
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v^  '^   - 


A      r,       ji 


i30 


Max/mum  Loan  Values  o/^-Four  Common  Stocks 
atAfp/?ox/mat£  Bottom  of  Bear  MARfCET(JmE /,m2) 

F.W.Wooim/rrH  Common 
— i>/8.80 j~  — 


0 

iio 


~J25^ 


^/d.44 


^IG.QZ 


^/5./5 


0 

iioo 


iZOAB_ ^20.  dO 


U.S. Steel  Common 


-^17.73 ZT^;:^—^ 


4l5.d7 


I 


m 


^<gg- ^Qd 


^10 


A.T.&TXo. 


\ 


$3.00 
I *G.33 


4Q.80  —  ^f^^£_^'^^^  COMMO/i 

4GT0  7^^— 


JJ 


K? 


Market  Price  (Average")  June  /,  /332. 


Lelgend 


V///M  N.  Y  Stock  Exchange  (Pebits  o\/er  45000) 
V'''V<A  /V.  Y  Stock  Exchange  (Debits  under 45000) 
^^  r/etcher-  Pai/bum  B///. 
■IH  nverrtieth  Century  Fund 
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^GO 


Max/mum  Lo/t//  U^loes  of  Four  Common  Stocks 
During  Early  Phase  of  Recovery  (Feb.  /,  /334) 


^s/i 


FWWooLWOi^H  Common 


433.C3 


^30.75 


I 


iZ0.20__, 


'^ 


iio- 


^r? 


i4-3.8e 


i37.dC, 


U.S. 5r EEL  Common 

iB3.84  ^2t80 


1 


4/25- 


ilEOi 


A.T.&T.Co. 


fdo 


472.15 


I 


4SG.I3--- 


^So 


440l 


h/.ze 


Generrl  Motors  Common 


i270G 


424.38 

1 


4/G.Z5 


^ 


I  I   Mar  kef  Price  (Average)    Feb.  f,  f334. 

Vy///A   N.  Y.  Stock  Exchange  (Debih  over  45000). 
Legend     \-'.-yyy.\  N.Y.  stock  Exchange  (Debits  under  4S000). 
Sggggg^  Fletcher- Ray  burn  Bill. 
■■i  Twentieth  Century  Fund. 


175541— 34— PT  15- 
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Exhibit  I.~Loan  values  of  four  common  stocks  compared  with  market  values 

F.  W.  WOOLWORTH  COMIMON 


Market  Price  (average) 

Loan  values: 

Twentieth  Century  Fund 

Fleteher-Rayburn  Bill 

New  York  Stock  Exchange 
(debits  under  $5000) 
(debits  over  $5000) 


Market  Price  (average) 
Loan  values: 

Twentieth  Centurv  Fund 

Fleteher-Rayburn  Bill 

New  York  Stock  Exchange 
(debits  under  $5000) 
(debits  over  $5000) 


AMERICAN  TELEPHONE  AND  TELEGRAPH  COMMON 


Market  Price  (average) ._. 

Loan  values: 

Twentieth  Century  Fund. 

Fleteher-Rayburn  Bill 

New  York  Stock  Exchange 

(debits  under  $5000) 

(debits  over  $5000) 


$300. 


»  89.  54 
kl20. 


200. 
231. 


GENERAL  MOTORS  COMMON 


Market  Price  (average) 
Loan  values: 

Twentieth  Century  Fund 

Fleteher-Rayburn  Bill 

New  York  Stock  Exchange 

(debits  under  $5000) 

(debits  over  $5000) 


»  Based  on  earnings  adjusted  for  changes  in  capitalization. 

'  Based  on  current  market  price. 

"  Based  on  lowest  price  for  preceding  three  years,  adjusted  for  changes  in  capitalization. 
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P05$/aL£  PYPAMfO/l^G  /N  Oh£,   YEAR  UNOEff 

SECTION  G  Cc)  OF  FLETCHER' Rayburh  Bill. 

(Assuming  Loans  of  75  %  ofMa/?k£T  Valul) 


^45.000 


440,000 


^XfiCO 


fya/M 


4/0.000- 


Dcbif  Balsf?(x\ 
or  Loan 

Cs3h  or 
£fu/^ 


Original  fsi". 
Purchase  Mo. 


.L£6£ND 

\  Market  Value  of 

\5ecunHe$  Owned 


^ 

^ 


I 


^ 


$" 


^ 


End.     3rt/.      4^. 
Mo.    Mo.     Mo. 


5Ht.    Gih. 
Mo.    Mo. 


7d7.    Sfh.    ?^h. 
Mo.    Mo.   Mo. 


^ 


M    ^ 


^^ 


/(?/^  //A  -^^. 

Mo.     Mo.      Mo. 


rr^   '*! 


/«.  I 
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ExHiHiT  II. — Possible  pi/raniiding  ill  one  year  under  section  6  (C)  of  Fletcher- 
Rayhurn  bill  (^sstitninff  loans  of  75  per  cent  of  marTcet  value) 


Cash 


Jan 

Feb _ 

Mar j 

Apr I 

May 

June . 

Julj 

Aui... 

Sept- 

Oct 

Nov 

Dee 

Jan 


$10,000 
10,000 
10,000 
10,000 
10,000 
10,000 
10,000 
10,000 
10,000 
10,000 
10,000 
10,000 
10.000 


Loan 


7,500 

5,  625 

4,219 

3,  IW 

2,373 

1,780 

1,335 

1,001 

751 

563 

422 

316 


Debit 
balance 


Value  of 

securities 

owned 


7,500 
13, 125 
17,344 
20,  508 
22,  SSI 
24,  661 
25,996 
26,997 
27,748 
28,311 
28,733 
29,049 


$10,000 
17,500 
23,125 
27,344 
30,508 
32,881 
34,661 
35,996 
36,997 
37,748 
38,311 
38,733 
39.049 


STATEMENT   OF  EVANS   CLARK,   EXECUTIVE   DIRECTOR   TWEN- 
TIETH CENTURY  FUND,  NEW  YORK  CITY 

The  Chairman.  Mr.  Clark,  you  are  secretary  of  this  Twentieth 
Centur}^  Fund  ? 

Mr.  Clark.  Executive  director  is  my  title. 

Mr.  Pecoka.  Could  you  tell  the  committee  very  briefly.  Mr.  Clark, 
the  circumstances  under  whicli  the  survey  that  has  been  referred  to 
by  Mr.  Bernht- im  ^yas  undertaken  and  carried  out  bv  the  fund  or  on 
behalf  of  the  fund  ? 

Mr.  Clark.  Yes;  I  will  be  glad  to.  The  project  was  oriofinallv 
suggested  by  an  executive  committee  of  the  fund,  and  the  outline  of 
the  research  we  had  in  mind  was  then  suggested  to  the  executive 
committee  and  to  the  full  board,  and  was  approved,  and  the  money 
necessary  to  carry  it  on  was  appropriated  by  vote  of  the  board. 
Since  then,  as  Mr.  Bernheim  said,  the  trustees  have  not  taken  any 
action  one  way  or  the  other  on  the  findings.  Just  as  he  said,  they 
have  in  the  past  and  they  do  now  have  the  same  relationship  to  the 
findings  of  the  technical  stalff  as  a  board  of  college  trustees  do.  They 
do  not  interfere  in  any  way. 

The  Chairman.  So  the  board  has  not  acted  on  this  report  made 
by  Mr.  Bernheim? 

Mr.  Clark.  That  is  correct,  Senator. 

The  Chairman.  That  is  all,  then.  We  will  take  a  recess  until  half 
past  two. 

(Accordingly,  at  1 :  08  p.m.,  a  recess  was  taken  until  2 :  30  p.m.  of 
the  same  day.) 

AFTERNOON  SESSION 

The  conmiittee  resumed  at  2:30  p.m.  on  the  expiration  of  the 
recess. 

The  Chairman.  The  committee  will  now  come  to  order,  please. 
Mr.  Butcher,  we  will  hear  you. 

Mr.  Butcher.  Thank  you.  Mr.  Chairman. 


tip  .]*' 


STOCK    EXCHANGE    PEACTICES  6963 

STATEMENT    OF   HOWARD   BUTCHER,    JR.,    PHILADELPHIA,   PA., 
VICE  PRESIDENT  OF  THE  PHILADELPHIA  STOCK  EXCHANGE 

The  Chairman.  You  may  proceed.  State  your  name,  residence, 
and  occupation. 

Mr.  Butcher.  My  name  is  Howard  Butcher,  Jr.,  Philadelphia. 
I  am  vice  president  of  the  Philadelphia  Stock  Exchange. 

The  Chairman.  Do  you  wish  to  be  heard  on  this  bill,  S.  2693, 
Mr.  Butcher? 

Mr.  Butcher.  If  you  please,  sir. 

The  Chairman.  Very  well.     You  may  proceed  in  your  own  way. 

Mr.  Butcher.  ISIr.  Chairman  and  gentlemen  of  the  committee,  the 
Philadelphia  Stock  Exchange  desires  to  cooperate  to  the  fullest 
degree  in  any  proper  effort  to  prevent  any  abuses  affecting  the  stock 
market  and  to  restrain  unwise  or  excessive  speculation. 

Its  governing  committee  believes,  however,  that  this  proposed  legis- 
lation imposes  regulations,  restrictions,  and  prohibitions,  which 
vitally  affect  the  existence  of  exchanges  throughout  the  country, 
which  gravely  injure  the  business  of  a  vast  number  of  brokerage 
houses  in  every  section  of  the  country,  which  impair  the  credit 
facilities  of  individuals  and  of  industry  everywhere,  and  which  tend 
by  reason  of  their  severity  and  the  limitations  placed  upon  Federal 
authority,  to  defeat  many  of  the  purposes  of  the  Act. 

The  act  as  drawn  gives  to  the  Federal  Trade  Commission  com- 
plete domination  of  every  stock  exchange  in  the  country,  through 
powers  of  management  affecting  every  single  activity  of  a  stock 
exchange,  including  the  admission,  supervision,  and  expulsion  of 
its  members,  the  election  of  its  officers,  the  appointment  of  its  com- 
mittees, its  rules  for  the  conduct  of  business,  and  all  its  brokerage 
practices. 

The  domination  the  act  gives  to  the  Commission,  the  manner  in 
which  the  regulatory  power  of  the  Commission  is  made  effective 
and  the  i)enalties  imposed  by  the'  act  upon  an  exchange,  its  officers 
and  its  members  for  v.iolations  of  the  rules  and  regulations  of  the 
(Commission  must  inevitably  weaken  the  authority  of  the  governing 
bodies  of  security  exchanges,  discourages  all  initiative  and  substan- 
tially impair  the  functioning  of  an  exchange  in  the  marketing  of 
securities. 

The  requirements  of  the  act  with  respect  to  accounts,  records, 
re])orts,  and  examinations  of  members  of  national  securities  ex- 
changes impose  undue  burdens,  including  the  exercise  of  inquisi- 
torial powers  which  are  capable  of  grave  abuse. 

The  requirements  with  respect  to  registering  of  securities  upon  a 
national  security  exchange,  the  obligations  imposed  upon  the  issuer 
of  a  registered  security  and  the  penalties  imposed  upon  officers  and 
directors  of  corporations  whose  securities  are  registered  on  a  national 
security  exchange,  make  registration  prohibitive  in  the  case  of  many 
corporations,  and  unduly  burdensome  in  respect  of  all  issuers  of 
securities. 

The  prohibition  upon  members  of  an  exchange  with  respect  to  the 
extension  or  maintenance  of  credit  to  or  for  a  customer  on  any  se- 
curities not  registered  upon  a  national  securities  exchange,  making 
all  unlisted  securities  ineligible  as  collateral  in  margin  accounts  is 
an  unreasonable  limitation  upon  investors  in  connection  with  their 
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margins  in  brokerage  accounte,  and  unfairly  discriminates  between 
brokers  and  other  lenders  of  money  in  the  amount  of  credit  which 
can  be  advanced  upon  unlisted  securities. 

The  minimum  margins  established  in  the  proposed  act  are  un- 
sound m  principle  and  unworkable  in  practice.  Thev  attempt  to 
set  up  a  rigid  formula  for  a  subject  which  requires  aVery  flexible 

„  J^' V^  ii»P^*^J  unnecessary  restrictions  and  arbitrary  limitations 
upon  borrowing  by  members  of  national  security  exchano-es 

oJut  ^'''T''''''"  ""^  ^^''/''^  ''^^"^^^  P^'«^"bit  any  member  "of 'an  ex- 

tts  £n,?il  '"'^  ^'"T'  ^A^i '"'  "  ^r^'''  ^^•^^^•^^^t«  ^  business  in  securi- 
ties thiough  a  member  of  the  exchange  from  acting  as  a  dealer  in  or 
underwriter  of  securities  would  in  effect  deprive  purchasers  and 
sellers-  of  listed  stocks  m  amounts  of  less  than  100  shares  of  the 
^^rfr^t  of  a  market  on  the  exchange;  would  eliminate  methods  of 
trading  which  have  become  an  essential  part  of  every  important 
market  for  securities;  and  in  respect  of  many  brokers  and  brokerage 
houses  throughout  the  country  would  compel  them  to  cease  business 
1  he  provisions  of  t.he  act  with  respect  to  "over-the-counter"' 
market  activities  m  unlisted  securities,  giving  to  the  Federal  Trade 
Commission  power  to  control  all  dealings  in  unlisted  securities 
would  inc -onjunction  with  other  provisions  of  the  act,  practically 
destroy  the  market  for  unlisted  securities  insofar  as  the  control 
ot  the  Commission  is  api)licable,  and  stimulate  to  an  enormous  dem-ee 
the  business  ot  the  completely  unregulated  "over-the-counter" 
markets. 

The  penalties  both  civil  and  criminal  provided  in  the  act  are 
excessive  and  unreasonable. 

The  enactment  of  the  bill  in  its  present  form  will  gravely  affect 
the  entire  credit  system  of  the  country,  and  will  seriously  preiudice 
not  only  all  stock  exchanges  and  brokers  and  dealers  in  securities 
but  all  banking  institutions,  industry,  and  all  investors.  ' 

Such  regulatory  legislation  as  is  deemed  necessary  should  provide 
tor  a  regulatory  body  or  authority  conversant  with  the  technical 
problems  connected  with  the  operation  of  stock  exchano-es  with 
power  to  require  within  reasonable  limitations  the  adoption^'by  stock 
exchanges  of  rules  and  regulations  for  preventing  practices  which 
iSioii       ^"^  ""  ^^'^  1''"'^^  ^^  securities  or  unduly  stimulate  specu- 

May  I  say  a  few  more  words  informally,  Mr.  Chairman? 
Ihe  Chairmax.  Yes.    You  may  proceed." 

Mr.  Butcher.  It  is  estimated  that  there  are  approximately  200  000 
employees  ot  stock-exchange  firms  or  of  securities  dealers  in  'the 

of"H^{00  000m;.''''M  '"  ''^']^^'^  1^^^>'  ^'^ll  of  probably  well  in  excess 
ot  5^300.000.000.  IMany  ot  these  men,  of  course,  are  paying  income 
taxes,  and  many  (>ther  taxes,  including  State,  city,  county,  and 
otherwise.  It  this  bill  is  enacted  in  its  present  form,  it  is  my  very 
definite  opinion,  and  I  should  like  to  express  it  politely,  of  course 
but  as  hrmly  as  I  may,  that  these  men  would  become 'unemployed 
almost  immediately.  It  would  immediately,  or  almost  immediately 
certainly  within  less  than  30  days,  produce  a  frozen  condition  in 
the  matter  of  securities  that  would  perhaps  be  even  worse  than 
now  exists  m  the  case  of  real  estate. 
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It  is  estimated  that  there  are  about  11  million  citizens,  men  and 
women,  who  hold  stocks  and/or  bonds  in  the  United  States;  and 
that  there  are  probably  another  15  million  people  who  are  directly 
interested  through  life-,  fire-,  and  accident-insurance  companies  in 
the  liquidity  of  the  securities  market.  There  are  25  million  people, 
therefore,  it  is  estimated,  and  in  my  opinion  many  more,  who  would 
be  very  seriously  affected  by  the  passage  of  this  bill  in  its  present 
form. 

It  is  furthermore  my  opinion  that  no  one  act  could  be  done  at  this 
time  by  Congress  which  would  more  seriously  slow  down,  if  not 
stop,  recovery,  which  we  are  all  anxious  to  have  brought  forward 
as  rapidly  as  possible,  as  would  the  passage  of  this  bill. 

This  bill  contemplates,  apparently,  the  inclusion  of  most  directors 
of  the  larger  corporations,  and  their  officers,  the  holders  of  5  percent 
of  their  securities,  and  the  brokers,  in  a  group  against  which  it  is 
proposed  to  apply  penalties.  It  is  proposed  to  put  these  men,  many 
of  whom  have  honorable  records  over  two  generations,  into  a  special 
<'lass,  an  unholy  class,  so  to  speak.  It  would  be  a  serious  reflection 
uj)on  those  men  and  upon  their  integrity.  It  would  mean  that  a 
majority  of  those  men  liaving  honorable  records  would  be  placed  in 
a  group  of  men  who  are  to  be  considered  as  undeserving  the  con- 
fidence and  respect  of  the  Nation.  The  very  fact  that  this  bill  is 
being  considered  by  this  committee  and  a  committee  of  the  House  of 
Hepresentatives  has  already  had  a  very  serious  effect  in  slowing  down 
n  great  many  actions  tliat  tJiose  men  would  othei-wise  have  taken. 

It  seems  to  me  that  the  bill  does  not  take  into  consideration  what 
President  Roosevelt  has  re])eatedly  said,  that  we  nnist  go  forward  in 
a  united  group,  that  we  nuist  fight  the  depression,  that  we  must  make 
a  united  effort  toward  i-ecovery.  And  I  do  not  believe  there  has  been 
any  group  of  men  wlio  have  responded  more  readily  and  more  thor- 
oughly than  stockbrokers  to  that  desii-e  expressed  by  the  President. 
It  is  certainly  our  earnest  wish  to  help,  but  if  we  are  going  to  be 
deprived  of  the  officei's  down  to  tile  rank  of  sergeant,  in  this  army 
that  is  expected  to  go  forwai-d  in  the  fight  against  depression,  and 
ask  the  army  to  go  forward  without  those  officers,  there  will  be,  I  am 
afraid,  very  little  motion.  If  you  are  going  to  eliminate  those  men 
I  have  mentioned,  the  (»fticei-s  and  directors  of  the  larger  corporations 
from  reasonable  and  just  consideration,  and  I  want  to  say  to  you  very 
firmly  that  I  feel  this  bill  is  unjust,  a  very  grave  and  serious  set-back 
to  recovery  must  inevitably  follow. 

Mr.  Pecora.  What  are  those  directors  to  l)e  eliminated  from  that 
you  are  now  speaking  of? 

Mr.  Butcher.  It  seems  to  me  that  a  man  who  is  now  a  director  of 
any  corporation  would,  in  event  of  the  passage  of  this  bill,  of  neces- 
sity have  to  resisn  his  position  prior  to  the  passage  of  the  bill. 

Mr.  Pecora.  Why  ? 

Mr.  Butcher.  Because  if  he  did  not,  then  through  the  inadvert- 
ence of  some  clerk  somewhere,  he  would  become  immediately  sub- 
ject to  a  $25,000  fine  and  'or  a  10-year  jail  sentence. 

Mr.  Pecora.  For  doing  what '( 

Mr.  Butcher.  For  violating,  perhaps  entirely  unwittingly,  some 
provision  of  the  rules  and  regulations  of  the  Federal  Trade  Com- 
mission, which  is  to  have  authoritv  under  this  bill. 
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Mr.  Pecora  What  provisions  do  you  find  in  the  bill  that  such 
director  niight  violate  unwittingly « 

Mr.  Butcher.  I  should  think  that  any  one  of  probably  12  or  14 
different  provisions-well,  I  haveirt  them  by  heart,  of  course!  but 
any  one  of  probably  12  or  M  different  paragraphs  of  the  bill  wouW 
bring  a  man  under  very  serious  penalty,  or  inight  very  readily  do^ 

Mr.  Pecora.  I  wish  you  would  be  more  specific  about  it. 

Mr.  BuTciiER    Any  unintentional  misrepresentation  of  fact,  even 

F^r  ^  '  ^'"'"'^  ^'^^"^  ^  governor  of  the  Philadelphia  Stock 
Sfn  TJi  ?■  "T-^^  ^^''''''  ""^  certainly  I  would  not  act  as  a  ^o'^ 
ernor  of  that  exchange  nor  as  a  director  of  a  corporation  if  this'wil 
were  enacted  And  I  think  you  will  find,  witl/ all  due  respect  it 
would  compel  a  group  of  men  to  act  as  directors  verv  similar  to  the 
men  who  now  act  as  straw  men  in  connection  with  e-iVestate 
mortgages.  leai  csiaie 

Mr.  Pecora.  To  act  as  what? 
mo^tgagl'!'''''""-  ^^'    "'""'"    "''"    "^    connection    witli    real-estate 
Mr.  Pecora.  What  do  you  mean  by  that  ^ 
Mr.  Butcher    Men  would  have  to  act  only  if  they  had  no  means 

mtro'T  ,br""^"'^^^"'"^■^^^^  f""'''  ^  ^--i^l^  jail  sentenc' 
tl.fl^ll       i^t-  i"^  V°''  ^'^f^i'^^g  to  the  provisions  of  section  15  of 
Itcklm^^^^^^^^^^^^     •■     ^  ^-^"^^^^-^^  by  Directors,  Officers,  and  Principal 

Mr.  Butcher     That  is  certainly  one  of  the  sections. 

ar^^i^^^^Jl^ir  '''^^  ''^  P^^^'"^^  ^^"^^^  •''  ^"  -^^-^^  1^ 
Mr  Butcher.  Mr  Pecora,  I  believe  if  you  and  I  were  to  sit  down 
toge  her  for  a  very  few  minutes  we  would  arrive  quite  quickly  a 
conclusion  as  to  the  undesirable  things  which  now  exist 

Mr   Pecora.  Well,  take  the  undesirable  things  referred  to  in  sec 
tion  15  of  the  bi  1,  or  the  things  which  are  sought  to  be  proh  bited 
by  section  15  of  the  bill,  would  there  be  any  disi^.te  between  you  and 
me  m  regard  to  the  proposition  as  to  whethei-  or  not  the  practices 
there  aimed  at  are  unwliolesome,  undesirable  and  unethical  ? 

Mr.  Butcher.  Mr.  Pecora,  I  am  not  familiar  with  this  thino-  by 

H  by  helt'^V'^'n  '^''  ^;"/-'^-»l  t""-  ---fully  but  have  not^got 
it  by  heart.  I  wil  say  that  am  m  accord  with  you  very  largeh^if 
not  perhaps  entirely,  as  to  what  should  be  eliininated.  But  1  am 
very  much  opposed  to  the  manner  in  which  it  is  sought  in  this  bill 
to  eliminate  those  things.  As  a  matter  of  fact  I  have  devoted  a  verv 
material  part  of  my  working  life,  for  the  ],ast  12  or  more  year.  Irviulr 
to  eliminate  some  of  the  very  things  mentioned  in  paragraph  15  of 
the  bill.  At  the  same  time  I  think  the  bill  defeats  itsdf.  I  offer 
^Meat Ytsdf    '^'^''^  i-espectfully,  but  I  fear  the  bill  as  framed  would 

Mr  Petora.  Section  15  is  the  one  that  seeks  to  ])rohibit  certain 
specific  acts  or  transactions  by  directors,  officers,  or  principal  stock- 
holders. It  you  can  find  anything  there  that  you  think  should  not 
be  prohibited  I  wish  you  would  point  it  out  "instead  of  makino-  a 
blanket  attack  upon  the  provisions  by  saying  it  would  cause  direc- 
tors to  resign.     Inirthermore,  let  me  call  your  attention  to  section 
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24,  which  prescribes  penalties  for  violations.  You  are  fearful  that 
directors  may  be  sent  to  jail  for  unwitting  violations.  Section  24 
of  the  bill  specifically  says : 

Any  person  who  wilfully  violates  auy  provision  of  this  act  or  any  rule  or 
regulation  made  thereunder — 

becomes  subject  to  the  penalties  prescribed  in  the  bill.  That  is 
something  far  different  from  an  unwitting  or  innocent  violation, 
isn't  it  ? 

Mr.  Butcher.  That  is  what  that  language  appears  to  say,  but — ■ — 

Mr.  Pecora  (interposing).  It  not  only  appears  to  say  it,  but  it 
does  say  it,  because  the  word  "  wilfull "  is  in  there,  and  it  has  a 
very  definite  meaning  and  connotes  something  that  is  done  wilfully. 

Mr.  Butcher.  Don't  you  yourself  think  that  if  you  were  a  di- 
rector in  a  corporation  you  would  resign  if  this  bill  were  enacted  into 
law  ? 

Mr.  Pecora.  I  will  say  to  you  that  I  think  this:  That  directors 
would  find  it  convenient  to  resign  in  event  their  sense  of  duty  to 
their  stocldiolders  involved  a  betrayal  of  their  trust  by  means  of 
which  such  directors  might  profit.  We  have  had  many  notable  in- 
stances during  our  hearings  here  of  directors  doing  that,  including 
transactions  by  bank  directors  and/or  officers. 

Mr.  Butcher.  Mr.  Pecora,  I  want  to  hslj  that  I  am  heartily  in 
accord  with  you  in  the  fact  that  a  great  many  of  those  actions  were 
what  I  would  call,  in  the  vernacular,  entirely  out  of  bounds.  I  have 
no  sympathy  with  a  great  numy  of  those  actions,  and  I  feel  that  I 
am  very  much  in  accord  with  you  in  what  you  wish  stopped  along 
that  line,  but  I  do  want  to  say  as  to  this  bill 

Mr.  Pecora  (interposing).  Well,  what  we  wish  to  have  stopped  is 
set  forth  in  section  15  of  the  bill  so  far  as  they  may  be  applied  to 
officers  and  directors  of  corporations. 

Mr.  Butcher.  But  I  very  respectfully  feel  that  you  will  be  defeat- 
ing the  very  thing  under  that  section  that  you  are  attempting  to 
reach. 

Mr.  Pecora.  You  are  now  merely  making  a  dogmatic  statement 
to  that  effect.  How  would  the  purpose  of  the  bill  be  defeated?  First 
let  me  ask  you:  Do  you  admit  that  these  evils  should  be  extermi- 
nated; I  mean  the  evils  referred  to  in  section  15  of  the  bill? 

Mr.  Butcher.  I  believe  that  every  one  I  can  now  recall  should  be 
prevented. 

Mr.  Pecora.  All  right.    How  are  we  going  to  exterminate  them? 

Mr.  Butcher.  I  do  not  believe  that  you  can  ever  legislate  100-per- 
cent honesty  in  human  beings. 

Mr.  Pecora.  No  ;  that  is  admittedly  impossible  until  the  millenium 
arrives  or  until  human  nature  entirely  changes,  but  that  same  argu- 
ment would  apply  to  any  legislation  that  is  desig-ned  to  prevent 
crime.  The  fact  that  our  laws  against  kidnaping  has  not  prevented 
kidnaping  is  no  argument  for  repealing  the  laws. 

Mr.  Butcher.  Not  in  my  opinion;  no. 

Mr.  Pecora.  And  the  fact  that  our  laws  defining  murder  to  be  a 
crime  has  not  succeeded  in  preventing  all  murders  is  no  reason  for 
repealing  those  acts,  is  it? 

Mr.  Butcher.  Not  in  my  opinion,  but  as  to  this  bill 
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Mr.  Pecora  (interposing).  It  seems  to  me  you  are  making  an 
argument  predicated  upon  that  theory. 

Mr.  Butcher.  Oh,  no. 

Senator  Kean  Mr.  Butcher,  isn't  this  bill  something  like  the 
eighteenth  amendment,  and  we  found  out  that  did  not  prevent  viola- 
tions, and  it  had  to  be  repealed  so  that  we  could  get  law  enforce- 
ment; isnt  that  so? 

Mr.  Butcher.  I  am  entirely  in  accord  with  that  thought,  Sen- 
ator.    Now,  Mr.  Pecora "^     ' 

Mr.  Pecora  (interposing).  Well,  I  don't  know  how  a  sumptuary 
Jaw  can  be  compared  to  the  enactment  of  the  sort  that  is  proposed 

Mr  Butcher.  I  am  not  technically  familiar  with  the  law  as  vou 
are,  Mr.  Pecora,  but 

Mr.  Pecora  (interposing).  Well,  one  deals  with  morals  and  the 
other  deals  with  habits. 

^  Mr.  Butcher.  Mr.  Pecora,  I  take  off  mv  hat  to  you  as  a  man  who 
has  been  a  very  capable  prosecuting  attorney,  but  this  is  not  as  I 
see  It— and  1  am  a  layman  and  not  a  lawyer,  although  I  feel  very 
deeply  about  it,  and  in  what  I  say,  if  I  may  seem  unduly  serious,  I 
mean  to  say  in  all  courtesy  and  politeness:  but  I  feel  that  in  your 
desire,  which  I  share  to  stop  these  things  is  a  proceeding  much  like 
the  tanner  who  had  four  sons  and  who  said  he  would  not  give  any 
ot  them  an  education  because  he  was  not  going  to  have  a  forger  in 
his  family  that  he  wasn't  going  to  allow  any  one  of  them  to  learn 
how  to  write.  And  so  it  is  that  I  say  by  this  bill  you  are  going  to 
defeat  what  you  are  trying  to  carry  out. 

Mr.  Pecora.  How  are  Ave  going  to  defeat  the  laudable  purpose 
that  you  admit  the  bill  has.     How  does  the  bill  do  that  ^ 

Mr.  Butcher.  It  Avouhl  oi)erate  in  tliat  wav  to  this  extent-and 
I  want  to  say  that  I  have  talked  recently  more  to  stockholders  than 
o  business  men-I  am  satisfied  it  wouhl  mean  that  certainly  nine 
tenths,  if  not  all  (.f  the  board  of  governors  of  the  Philadelphia  Stock 
i^^xchange,  which  I  represent  here,  would  immediately  resicrn  Xow 
there  is  a  group  of  men  I  have  intimate  kiicwie.hre  of  Aey  are  a 
straight,  square-shooting,  forward-looking  oioup  of  men  crood  citi- 
zens, and ^  .         1  !- 

Mr.  Pecora  (interposing).  Why  would  thev  lesi.-n/ 
Mr  Butcher  Because  they  could  not  affor.l,  "uid  I  could  not 
attord,  to  face  the  jirovisions  of  this  bill,  which  would  bring  them 
into  constant  litigation.  We  would  be  constantly  defending  all  sorts 
of  actions,  of  blackmail  suits,  for  instance.  We  would  be  m  dnno-er 
all  the  tune  of  the  action  of  the  Federal  Trade  Commission. Of 
soniething  being  brought  up  against  us,  which  in  the  ordinary  course 
of  business  I  wonld  say  since  ITIJO  has  been  straightforward"  and  all 
7T  ;  .1  'fi  '^  ''^'"^^^  cleverly  written  bill  but  it  would  in  the  end 
defeat  the  things  you  would  like  to  carry  out  nnd  that  I  would 
like  to  carry  out. 

Mr.  Pecora  You  are  as  I  understand  in  accord  with  us  in  re«>-ard 
to  the  laudable  purposes  of  the  bill  and  the  necessity  for  preveiSincr 
the  existing  evils  which  the  bill  seeks  to  exterminate. 

Mr.  Butcher.  I  am  in  accord  witli  you.  as  I  said'  in  my  o])enino- 
paragraph,  to  prevent  any  abuses  alfectino-  tlie  stock  market  and  tS 
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restrain  unwise  or  excessive  speculation.  But  it  seems  to  me  the 
bill  goes  further  than  that,  and 

Mr.  Pfxoi;a  (int<?r posing).  In  order  to  prevent  excessive  specu- 
lation you  haA'e  to  control  the  extension  of  credit  more  or  less,  don't 
you 't 

Mr.  Butcher.  Extension  of  credit  should  be  controlled  more  rather 
than  less,  perhaps,  but  not  in  this  way  as  I  see  it. 

Mr,  Pecuka.  In  what  way  would  3'ou  propose  to  control  it '. 

]Mr.  Butcher.  I  would  very  much  prefer  to  see  it  done  through 
the  Federal  Reserve  banks.  I  do  not  believe  the  object  you  have  in 
mind  would  be  accomplished  b}^  trying  to  control  it  in  this  way. 

Mr.  Pecoka.  Then  if  the  power  sought  to  be  vested  in  the  Federal 
Trade  Commission  with  regard  to  control  of  credit  were  vested  not 
in  the  Federal  Trade  Commission  but  in  the  Federal  Reserve  Board, 
you  would  approve  of  it  ? 

]Mr.  Butcher.  I  should  like  to  read  that  paragraph  very  much 
more  carefully  than  I  can  recall  it  from  memory  in  order  to  answer 
that  question,  but  there  was  very  little  in  those  paragraphs  that  I 
approved  of.  The  bill,  it  seems  to  me,  would  defeat  its  own  end. 
You  spoke  just  now  of  the  objects  of  the  bill,  and  I  frankly  sa^'  to 
you  that  I  do  not  know  the  objects  of  the  bill. 

Mr.  Pecora.  Mr.  Butcher,  you  made  a  rather  impassioned  ex- 
temporaneous statement  to  the  conunittee  with  regard  to  the  effect 
any  kind  of  bill  would  have  upon  officers  and  directors  of  corpora- 
tions who  might  feel  that  its  potential  penalties  are  such  as  to  cause 
them  to  resign.  And  the  argument  you  made  was  that  they  would 
be  subject  to  the  penalties  of  the  bill  for  unwitting  violations.  I 
have  pointed  out  to  you  that  section  24  of  the  bill,  which  provides  the 
penalties,  would  not  cover  an  unwitting  violation,  that  the  penalties 
of  the  bill  only  apply  to  persons  who  may  willfully  violate  the  pro- 
visions of  the  bill.  I  am  just  wondering  what  other  portions  of  your 
argument  in  opi)osition  to  the  bill  might  have  been  based  upon  a 
misconcei)ti()n  of  the  actual  provisions  of  the  bill. 

Mr.  HuT(  HER.  ^Nlay  I  reply  to  that  i 

Mr.  Pecora.  Certainly.     That  is  what  I  want  you  to  do. 

Ml'.  Butcher.  It  is  my  opinion,  yes;  it  is  my  considered  opinion, 
sir,  that  within  1  week  more  or  less  before  this  bill  becomes  a  law, 
if  it  is  to  be  enacted,  08  percent  of  tlie  directors  I  speak  about,  and 
all  governors  of  stock  exchanges,  will  resign.  That  is  my  considered 
opinion.  Now,  I  am  not  a  technical  lawyer,  and  I  cannot  argue 
successfully  which  particular  provision  of  the  bill  it  applies  to  more 
than  another,  but  let  me  say  this :  In  the  fantastic  requirements  of 
the  margin  paragraph  of  the  bill,  and  I  am  familiar  with  the  margin 
business,  having  been  in  the  brokerage  business  for  33  years,  although 
I  have  lots  to  learn  and  am  learning  every  day,  but  in  the  case  of 
a  market  that  comes  four  or  five  times  a  year,  an  active  market — that 
is,  up  and  then  down  and  up  again — ^that  even  with  only  12  or  15 
margin  accounts  I  do  not  see  how  it  would  be  phj^sically  or  finan- 
cially possible  for  my  firm  to  keep  those  margin  requirements  in 
accordance  with  this  bill.  I  would  therefore,  if  I  kept  my  firm  open, 
be  violating  a  provision  of  the  bill  when  I  simply  would  be  doing 
that  which  in  the  ordinary  course  of  business  we  have  been  doing 
right  along  entirely  within  the  law. 
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Mr.  Pecora.  Doirt  you  know  that  the  bill  provides  the  Federal 
irade   Commission   may   adopt   such   rules   and   regulatitons   with 
regard  to  the  manner  and  method  of  closing  out  margin  accounts  as 
m  its  judgment  should  be  adopted? 
Mr.  Butcher.  Do  I  understand  that 

Mr.  Pecora  (continuing).  And  that  members  of  exchanges  who 
violate  the  rules  and  regulations  of  the  Federal  Trade  Commission 
witli  regard  to  closing  out  margin  accounts  would  not  be  deemed  to 
be  guilty  ot  any  violation  of  the  literal  provisions  of  the  bill  with 
regard  to  inflexible  marginal  requirements? 

Mr.  Butcher.  Mr.  Pecora,  I  have  said  that  as  to  marginal  require- 
ments under  the  bill— and  as  I  have  already  said,  I  have  been  in  the 
margin  business  for  a  number  of  years— I  believe  it  would  be  physi- 
callv  impossible  for  me,  earnestly  and  honestlv  as  I  would  trv  by 
quadrupling  our  margin  group  in  our  office,  to  comply  with  the  pro- 
visions ot  the  bill  in  an  active  market.  Now,  as  to  what  rules  and 
regulations  the  Federal  Trade  Commission  might  give  out.  I  don't 

know.     They  miglit  easily  this  afternoon 

Mr.  Pecora  (interposing).  Why  not  credit  them  with  the  desire 
to  promulgate  such  rules  and  regulations  as  would  be  fair  and  rea- 
sonable and  as  would  be  well  calculated  to  carry  out  the  provisions 
ot  the  statute  generally? 

Mr.  Butcher.  Mr.  Pecora,  I  want  to  sav  to  vou 

Mr.  Pecora  (continuing).  Whv  assume  that  the  Federal  Trade 
Com  mission  in  functioning  under  this  bill  is  going  to  divest  itself 
or  all  common  sense? 

Mr.  Butchek.  I  have  a  great  deal  of  respect  for  the  Federal  Trade 
Conimission.  and  they  certainly  have  my  best  wishes,  but  in  my  opin- 
ion It  would  be  physically  impossible  for  that  group  of  men,  with  a 
biJl  like  this  as  their  text,  to  issue  and  carrv  out  reasonable  and  com- 
mon-sense requirements. 

Mr.  Pecora.  Well.  I  would  be  disposed  to  think  that  if  the  Fed- 
eral Trade  Commission  felt  the  same  way  about  it  they  would  be 
down  here  before  this  committee  urging  that  same  contention.  But 
I  do  not  think  we  have  heard  from  the  Federal  Trade  Commission 
to  that  effect,  have  we,  Mr.  Chairman  ? 
The  Chairman.  No. 

Senator  Kean.  The  Federal  Trade  Commission  has  never  been 
trained  in  these  functions,  have  they,  Mr.  Butcher? 

Mr.  Butcher.  To  my  knowledge  thev  know  nothing  about  the 
stock-exchange  business.  And  the  people  who  wrote  this  bill  I  am 
satisfied,  with  all  due  respect  to  them,  have  had  no  experience  in 
the  stock-exchange  business.  To  you,  Mr.  Pecora,  mv  hat  is  oft"  as 
a  prosecutor.  Init  even  you,  I  believe,  have  had  no  stock-exchange 
experience. 

Mr.  Pecora.  I  have  never  been  in  a  broker's  office  in  my  life. 

Mr.  Butcher.  Well.  I  hope  you  will  come  into  my  office  sometime. 

Mr.  Pecora.  I  have  never  had  any  experience  in  the  matter  of 

trading.     I  am  a  lawyer  and  not  an  investor  or  speculator.     But, 

Ml-.  Butcher,  you  don't  know,  do  you.  whether  or  not  persons  who 

had  the  task  of  writing  this  bill  consulted  and  obtained  the  opinion 

of  experts,  men  of  ex])erience  in  the  stock  mai-ket,  including  brokers? 

Mr.  Butc  her.  I  believe  they  did,  sir. 
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Mr.  Pecora.  Well,  I  can  assure  you  that  they  did. 

The  Chairmax.  Isn't  it  a  fact  that  your  real  objections  to  this  bill 
are  based  on  apprehension,  not  on  the  provisions  of  the  bill  but  the 
apprehension  of  harm  that  may  come  out  of  it?  You  cannot  specify 
any  provisions  of  the  bill  that  would  bring  about  all  this  disaster 
you  mention,  but  you  apprehend  that  that  may  follow,  and  the  result 
is  that  you  are  not  in  favor  of  any  legislation  although  you  admit 
the  existence  of  abuses  that  ought  to  be  corrected. 

Mr.  Butcher.  Senator  Fletcher,  I  am  not  only  apprehensive  but 
am  scared  to  death.     [Laughter.] 

Mr.  Pecora.  Mr.  Butcher,  do  you  remember  the  hue  and  cry 
raised  by  the  banking  fraternity  some  20  j'ears  ago  over  the  possi- 
bility  of  the  enactment  of  the  Federal  Reserve  bill? 

Mr.  Butcher.  I  can  remember  back  much  more  than  20  years, 
Mr.  Pecora,  but  I  do  not  remember  that  apprehension. 

Mr.  Pecora.  Do  you  recall  the  opposition  presented  by  bank 
officials  to  the  enactment  of  the  Federal  Reserve  bill  ? 

Mr.  Butcher.  I  was  not  closely  in  touch  with  that. 

Mr.  Pecora.  "Well,  they  predicted  all  sorts  of  dire  evils  that  would 
happen  in  event  of  the  passage  of  that  bill. 

Mr.  Butcher.  May  I  reply  to  Senator  Fletcher's  remark  about  my 
not  wanting  any  legislation  ? 

The  Chahiman.  Certainly. 

Mr.  Butcher.  In  the  last  paragraph  of  my  memorandum,  I  sav: 
Such  regulatory  legislation  as  is  deemed  necessary  should  provicle 
for  a  regulatory  body  or  authority  conversant  with  the  technical 
problems  connected  with  the  operation  of  stock  exchanges,  with 
power  to  require  within  reasonable  limitations  the  adoption  by  stock 
exchanges  of  rules  and  regidations  for  preventing  practices  which 
unfairly  influence  the  price  of  securities  or  unduly  stimulate  specu- 
lation. 

The  Chairman.  In  other  words,  you  want  the  stock  exchanges  to 
regulate  themselves. 

Mr.  Butcher.  Far  from  it.  I  did  not  say  so  in  that  paragi-aph,  if 
you  please. 

Mr.  PecoRxV.  Then  who  should  regulate  them  in  your  opinion,  if 
not  themselves. 

Mr.  Butcher.  I  believe  that  a  commission  specially  formed  for 
that  purpose,  with  plenary  powers  and  with  knowledge  of  stock  ex- 
change matters,  a  commission  that  can  study  the  matter  carefully 
and  that  would  give  the  thing  little  by  little  a  try-out.  would  restore 
some  of  the  confidence  that  has  already  been  restored,  would  permit 
the  very  useful  functioning  of  the  present  to  go  forward  in  this  time 
of  great  need. 

Mr.  Pecora.  The  claim  has  been  made  here  repeatedly  by  almost 
everybody  that  the  rules  and  regulations  which  the  stock  exchange 
may  adopt  for  the  conduct  of  the  business  of  its  affairs  can  only 
apply  to  the  members  of  the  exchange.  You  recognize  that  to  be  a 
fact,  do  you  not  ? 

Mr.  Butcher.  The  member  of  the  board  of  governors  of  the  Phila- 
delphia Stock  Exchange,  I  have  no  jurisdiction  over  the  members  of 
any  other  exchange. 
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Mr.  Pecora.  Or  of  any  nonmeinber,  whether  he  is  a  broker  or  a 
market  operator  or  speculator.  Your  rules  and  regulations  apply 
only  to  your  own  members, 

Mr.  BuTciiEK.  They  have  very  far-reaching  effects  in  some  re- 
spects, but,  generally  speaking,  I  would  say  you  are  right,  sir. 

Mr.  Pecora.  Many  of  the  evils  this  committee  has  found  to  exist 
in  stock-market  practices  and  customs  flow  from  the  act  of  nonmem- 
bers  who  would  be  outside  the  pale  of  influence  or  binding  force  and 
effect  of  rules  and  regulations  of  the  exchanges  themselves.  Hence, 
if  the  activities  of  those  persons  are  going  to  be  placed  under  the 
ban  effectively,  they  have  got  to  be  placed  under  a  ban  which  will 
have  to  be  pronounced  by  a  body  having  the  power  to  declare  the 
ban,  and  the  power  to  enforce  penalties  for  violations.  That  power, 
it  seems  to  me.  is  in  the  Congress  of  the  United  States  and  nobody 
else. 

Mr.  Butcher.  The  Congress  of  the  United  States  has  great  power, 
sir,  and  I  have  a  great  deal  of  respect  for  its  power  and  its  wisdom. 
You  used  the  expression  "  common  sense."  I  see  no  common  sense, 
sir,  in  destroying  the  stock  exchanges  in  order  to  reach  some  of  these 
nonmembers. 

Mr.  Pecora.  You  are  assuming  that  all  stock  exchanges  are  going 
to  fold  up  their  tents  and  pass  out  as  soon  as  this  bill  is  enacted. 

Mr.  Butcher.  I  am  not  assuming  that.  I  am  making  that  as  a 
very  serious  statement,  based  on  my  considered  opinion. 

Mr.  Pecora.  If  I  were  inclined  to  speculate  on  my  judgment,  I 
think  I  would  speculate  against  that. 

Mr.  Butcher.  In  your  position,  I  guess  you  would  have  to,  would 
you  not? 

Senator  Kean.  I  have  a  question  I  would  like  to  ask  you.  Were 
you  familiar  with  the  situation  on  the  4th  of  last  March,  the  bankino- 
situation  ?  ^ 

Mr.  Butcher.  Generally  speaking,  ver}^  familiar. 
Senator  Kean.  We  have  heard  here  that  people  thouoht  that  great 
disaster  might  follow  the  organization  of  the  Federal  Reserve  banks. 
Was  It  not  the  run  on  the  Federal  Reserve  bank  that  practicallv 
caused  the  bank  holiday  on  the  4th  of  March  ? 

Mr.  Butcher.  That  was  the  immediate  cause,  as  I  understand 
it,  sir. 

Mr.  Pecora.  Senator  Kean,  you  do  not  argue,  do  vou,  that  the 
Fedei-al  Reserve  law  should  be  repealed? 

Senator  Kean.  No;  I  do  not  argue  that.  I  argue  that  the  Fed- 
eral Reserve  banks  ought  to  be  strengthened.    I  argue  that 

Mr.  Pecora.  Perhaps  20  years  from  now  there  will  be  persons 
coming  to  Congress,  if  this  bill  becomes  law,  who  will  think  that 
its  provisions  ought  to  be  strengthened  and  the  poAvers  of  the 
Federal  Trade  Commission  increased. 

Senator  Kean.  Perhaps ;  but  I  say  that  the  danger  that  some  peo- 
ple estimated  in  the  Federal  Reserve  bank  was  realized  on  the  4th 
of  last  March,  when  they  practically  had  to  declare  a  bank  holiday 
all  over  the  country  owing  to  the  condition  of  the  Federal  Reserve 
bank. 

Mr.  Pecora.  It  was  not  due  to  any  provisions  of  the  Federal 
Reserve  law.  That  was  due  to  fundamental  economic  conditions 
that  were  generally  prevalent,  was  it  not? 
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Senator  Kean.  It  was  due  largely  to  the  Federal  Reserve  bank's 
condition,  and  the  fact  that  it  was  not  strong  enough  to  stand  the 
tremendous  strain  that  was  put  upon  it. 

The  Chairman-.  It  was  due  to  some  mistaken  administration,  but 
no  one  can  say  that  the  Federal  Reserve  System  has  not  been  of 
great  benefit  to  the  country. 

Senator  Kean.  I  do  not  say  that  for  a  minute.  It  has,  un- 
doubtedly. 

The  Chairman.  I  have  heard  Senators  on  the  floor  of  the  Senate 
predict  all  sorts  of  disaster  and  distress  if  that  bill  ever  passed. 

Senator  Kean.  That  was  not  I. 

Mr.  Butcher.  Mr.  Chairman,  I  wish  to  express  my  appreciation 
for  your  courtesy  in  hearing  me,  and  Mr.  Pecora's  courtesy.  I  still 
hope  for  a  visit.     [Laughter.] 

Mr.  Pecora.  If  I  am  ever  in  Philadelphia  I  will  drop  into  your 
office. 

The  Chairman.  I  will  bet  you  do  not  go  out  of  business. 
[Laughter.] 

Mr.  Butcher.  You  propose,  then,  not  to  have  this  bill  passed,  I 
take  it,  sir  ?     [Laughter.] 

STATEMENT  OF  LEWIS  J.  STERN,  PARTNER  OF  FRANK  B.  CAHN 
&  CO.,  MEMBERS  NEW  YORK  STOCK  EXCHANGE 

The  Chairman.  Please  state  your  name,  place  of  residence,  and 
business. 

Mr.  Stern.  Lewis  J.  Stern;  partner  of  Frank  B.  Cahn  &  Co., 
members  of  the  New  York  Stock  Exchange. 

The  Chairman.  You  say  you  are  a  member  of  the  New  York 
Stock  Exchange? 

Mr.  Stern.  No.     I  am  a  partner  in  a  member  firm. 

The  Chairman.  You  are  engaged  in  the  brokerage  business? 

Mr.  Stern.  Yes,  sir. 

The  Chairman.  How  long  have  you  been  engaged  in  that  busi- 
ness? 

Mr.  Stern.  Since  1928. 

The  Chairman.  You  wish  to  discuss  this  bill.  We  will  be  glad 
to  hear  your  views  about  it. 

Mr.  Pecora.  What  was  the  firm  name? 

Mr.  Stern.  Frank  B.  Cahn  &  Co. 

The  proposed  stock  exchange  legislation  may  be  broadly  divided 
into  four  parts : 

First.  Criminal  legislation  dealing  with  the  offenses  against  sound 
morals,  such  as  the  rigging  of  markets,  dissemination  of  false  in- 
formation, breaches  of  trust  by  those  holding  fiduciary  positions, 
and  kindred  offenses. 

Second.  Segregation  of  the  business  of  brokerage  from  that  of 
issuer  and  dealer  in  securities,  the  desirability  of  which  is  highly 
controversial. 

Third.  Full  and  detailed  publicity  of  corporation  accounts  neces- 
sary for  intelligent  action  in  the  purchase  and  sale  of  securities. 
This  is  usuallv  recognized  as  desirable. 
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regulation    of    the    flow    of    credit    into    marginal 


Fourth.  The 
operations. 

The  first  suggestion  meets  with  universal  assent— it  represents  the 
clifterence  between  right  and   wrong,  and  makes  wrong   criminal. 

Ihe  fourth  classification— marginal  credits— is  surrounded  with 
extreme  difficulty,  and  it  is  this  section  that  is  here  discussed 

Marginal  trading  is  a  tremendous  factor  in  the  maintenance  of 
the  liquidity  of  those  intangible  assets,  generally  known  as  stocks 
and  bonds ;  but,  in  addition,  it  is  of  surpassing  importance  in  its 
function  of  assistance  m  raising  capital,  not  only  of  existent  rail- 
road public  utility,  and  industrial  corporations,  but  also  for  the 
establishment  of  new  enterprises  which  employ  labor  and  consume 
capital  goods.  To  impede  unnecessarily,  by  drastic  restrictions,  the 
delicately  adjustex  markets  for  securities  will  stagnate  efforts  made 
by  the  NatK.nal  Government  in  its  extensive  program  for  national 
recovery.  To  speak  colloquially,  it  will  throw  a  monkey  wrench 
into  the  machinery  of  recovery  so  recently  erected.  That  the  ma- 
chinery of  the  stock  exchanges  has  been  abused,  none  with  intel- 
lectual integrity  will  deny  for  a  moment,  but  in  the  correction 
of  these  abuses,  meticulous  care  should  be  taken  not  to  destroy  the 
budding  pubhc  coiifidence  that  has  been  nursed  with  such  solicitude 
In  connection  with  the  use  of  credit  is  marginal  trading,  there  am 

Too  tZtV  ^'"'S  '\'^l'^^\'y  «f  the  flow;  second,  the  volume! 
loo  little  attention  has  been  given  to  the  time  element  existing  in 
the  movements  of  all  securities  prices.  An  advance  in  price,  bfsed 
on  ment,  is  not  objectionable,  unless  it  is  so  precipitate  as  to'  foster 
undue  speculation  with  a  resultant  abrupt  collapse 

Ihe  percentage  of  margin,  and  the  basis  of  selling  price  for  its 
calculation,  under  the  submitted  legislation  is  so  hi|h,  and  so  in 
flexible  that  as  has  often  been  pointed  out  in  these  hearings,  t 
woulc  destroy  the  liquidity  of  present  issues,  and  would  makTex- 
tremely  difficult  the  raising  of  capital  for  both  old  and  new  enter- 
piises.  It  is  apparently  assumed  that  a  large  margin,  in  itself  i^ 
more  or  less  of  a  guarantee  against  substantiafloss,  and  yet,  the  ti'm; 
factor,  as  will  be  subsequently  illustrated,  may  be  of  such  in  portan^e 

fJid?,n?^'  ^""•^t^/t^«".  of  this  theorem  is  presented  by  a  study  of  the 
fluctuations  m  American  Commercial  Alcohol  in  the  month  of  Julj 

American  Commercial  Alcohol  advanced  from  a  level  of  30  to 
approximately  90  m  less  than  3  weeks.  Its  subsequent  history 
shows  that  a  buyer  who  advanced  $7.50  a  share  as  mar-in  or  33il 
percent  of  the  debit,  on  stock  purchased  at  $30,  wa  nevS^n  ieop' 
ardy  It  would  have  been  unnecessary,  at  ai  y  time,  to  epos^t 
additional  maxgin  m  order  to  protect  his  position  in  the    tock      Con 

Sumf  ZV   "f  1  f  "*"r  ^^r^"^     ^^^"g  -^  esseS  facto  . 
assume  that  3  weeks  later,  when  the  stock  rose  at  $90  a  share    a 

purchase  was  made  with  a  margin  of  60  percent  of  the  purchase 

price,  or  $o4  a  share.     A  debit  balance  of  $36  a  share  would  result 

with  a  margin  of  150  percent  of  the  debit.     Within  4  l^s  a  decW 

more  abrupt  than  the  advance  ensued,  and  the  purchase  law  1  L  $54 
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per  share  margin  entirely  dissipated.  Meanwhile,  the  purchaser  at 
$30  a  share,  with  his  $7.50  a  share  deposit,  found  his  margin  intact. 
This  illustration  is  not  based  upon  fancy  or  fiction,  but  upon  actual 
facts  involved  in  the  market  gyrations  of  this  issue. 

This  case  is  presented  to  illustrate  that,  in  itself,  a  percentage 
margin,  if  figured  from  a  market  price  as  a  basis  of  computation, 
is  an  illusory  protection.  A  study  of  the  history  of  market  fluctua- 
tions in  various  stocks  confirms  the  view  that  the  real  problem  is 
involved  in  marginal  requirements  which  will  prevent  credit  money 
from  flowing  into  securities  at  too  rapid  a  rate.  The  amount  of 
credit  money  that  enters  the  security  market  is  not  the  supreme 
factor,  but  rather  the  rapidity  with  which  securities  loans  are 
swelled.  No  one  would  presume  to  have  the  prescience  to  predict 
that  a  total  volume  of  8  billion  dollars  of  brokers'  loans  would  be 
too  large  a  volume  25  3Tars  hence,  but  one  would  have  no  hesitancy 
in  stating  that  the  expansion  of  brokers'  loans  to  such  a  figure  in  the 
next  12  months  would  represent  a  speculative  bubble  which  should 
be  prevented. 

It  may  be  stated  as  a  fact  that  the  public  is  attracted  to  unwise 
speculation  by  the  rapidity  of  the  upward  movement  in  an  issue,, 
or  a  group  of  stocks.  The  psychology  created  by  such  a  situation  is 
the  anxiety  on  the  part  of  the  public  to  participate  in  the  profits 
of  a  speculative  movement;  the  average  person  never  feels  sure  that 
a  fundamental  advance  is  taking  place  in  securities  until  a  rapid 
movement  in  many  issues  has  already  taken  place.  Even  presuming 
that  the  actual  trader  has  made  his  commitment  at  a  relatively  low 
price,  the  rapidity  of  the  movement  engenders  a  desire  to  use  his 
speculative  profit,  so  quickly  acquired,  to  enlarge  his  commitment, 
either  in  the  same  stock,  or  in  other  issues.  It  is  by  this  method 
that  '•  inverted  pyramids  "  are  created.  This  speculative  furor  is 
fomented  bj'  the  fallacy  that  the  market  quotation  at  any  specified 
time  is  a  sound  basis  for  computation  of  credit.  The  inescapable 
conclusion  is  reached  that  any  system  of  marginal  computation, 
founded  upon  percentage  of  the  current  price  of  an  issue  has,  in  a 
rapidly  advancing  market,  the  inherent  weakness  of  encouraging 
pyramiding. 

If  a  system  is  inaugurated  which  will  limit  the  credit  on  an  initial 
purchase  to  a  reasonable  loaning  value,  and  prevent  the  unrestricted 
use  of  further  credit  now  made  available  bj^  the  rapid  advances,  we 
will  have  eliminated  a  veiy  large  percentage  of  the  untoward  effects 
that  inordinate  speculation  has  on  our  economic  sj^^stem,  because  we 
will  then  have  put  under  control  the  rapiditj^  of  the  flow  of  credit 
money  into  securities  markets. 

The  theory  of  the  plan  presented  is  that  the  maintenance  of  a 
specific  level  for  a  stock  entitles  it  to  a  greater  consideration  in 
connection  with  its  loan  value.    As  an  illustration: 

Assume  that  an  issue  sells  for  11  months  at  $10  a  share,  and  then,, 
in  the  next  month,  advances  rapidly  to  $50  a  share,  the  value  there- 
fore of  the  stock,  for  loan  purposes,  should  not  be  more  than  the 
average  price  during  the  12  months;  that  is,  11  months  times  $10 
I)lus  one  month  at  $50,  divided  by  12,  or  $13  a  share.  Now  suppose 
this  stock  maintains  for  another  period  of  1  month,  a  stability  of 

175541— 34— PT  15 36 


m  <'^f  r 


6976 


STOCK    EXCHANGE   PRACTICES 


f  DrioP  nf  ^5i  the  expiration  of  the  second  month's  maintenance  of 
900  1  •  ii^f  ^J^^'''^^^^  computation  for  loanable  value  wiU  be 
200  divided  by  12,  or  $16  a  share;  the  200  being  10  months^t  10 

?  r.  h'  ''^^r'f'''^  fv  "^^^'^^  ^'  '^'  If  it  maintains  itevalue  at 
$50  a  share  for  1  month  more,  it  will  be  240  divided  by  12   or  20 

^^iA^TX:  sC:  '^^  ^''^''-'^  "^^"^^^'  ^-^  -"  ^--  ^«o 

It  will  be  noted  that  the  buffer  of  safety  on  the  initial  rise  to  50 
will  be  approximately  $37;  in  other  wordsf  on  this  initial  ra^id  rise' 

sliare.     Ihis  \vill  deter  manipulation  and  unusually  rapid  upward 

w    1  .?  ^^t  Tfi'^*.*'*^"^  '^^^^^h  is  entailed  thereby.     It  is  to  be 

?rp?d  ^yfamidifg'  '''^'''''  '''''  '^  """^^^^^  ^^  ^^'^  P^PO-  in 

hnf  ^fn^'^r^^'"'''!''?'^'"  i?  ^^''  action  of  American  Commercial  Alco- 
hol, on  the  day  before  the  rapid  advance  started,  the  market  price 
was  approximately  40.     The  loan  value,  under  th^  proposed  ty  tern 

was  seltl'  at' To  f h  T  ''''7  ^'  *^T  ^'^'  '^'^'^  ^L.thlf^k 
mSelvSo  .hnV  I'^fi?  '^^1^^^,  ^«^ld  have  increased  to  approxi- 
mately $23  a  share,  and  the  purchaser,  at  a  price  of  90,  would  have 
had  to  advance  a  margin  of  $67.  This  marginal  requireiLnt  Vou  d 
til  t^  ««  prohibitive  an  effect  on  the  advance  that  the  Ssue  wo  d 
have  been  extremely  unattractive  as  a  speculative  medium  It  wo^d 
have  been  practically  impossible  for  the  stock  to  havener  relcl^d 
that  price  in  so  short  a  time,  and  the  subsequent  collapse  with  the 
necessarily  disastrous  effect,  would  have  been  avoided    ^' 

There  are  two  distmct  advantages  to  the  plan  herein  discussed: 

r^^;  P«^^«^bility  of  a  rapid  advance  is  minimized  owincr  to  the 

rapidly  increasing  marginal  requirements.     A  trader  would  hesitate 

o  purciiase  a  stock  at  $50  a  share  which  has  advanced  sTrap idly  that 

It  requii-es  3^  pomts  to  margin  it  and  would,  in  preference  desVe  to 

fei:ta^in''t1.Z\  '"^'  '  ^'".f  ''''''''  '^  ^tubilizedTndtquir  ^ 
stocks  '"'"''''''  ^^^^  incentive  to  rapidly  mark  up 

IPx^plTf''^;'^!''  ^^Y'  '^<,^^-^ntage  of  this  plan  is  that  when  oeneral 
level  of  stocfe  IS  low  the  small  operator  would  have  the  mar^h U 
ability  to  purchase  a  reasonable  quantity  of  stocks   witlout  exfrbi 
tant  margin.     Let  us  refer  to  1914,  when  Europe  dumped  litei  all v 
mi  hons  of  shares  of  stock  on  our  markets.     4der  X  pro?^^^^^^^ 
bill  the  capi  alist,  who  already  has  for  over  30  days  mimons  of 

^iTesr  s:cVi?t  e"  :f  etr"'  T"'^-  ™^^^  ^^  enable;?  toCrow  o'n 
inese  secuiities,  or  e^en  on  his  open  paper,  and  purchase  chpan 
securities  in  the  open  market  to  his  heart's  content  S  the  smaS 
man  m  America  would  be  denied  reasonable  oppo? hmi  v  to  tke  ad 

that  it  denies  "  an  equal  opportunitv  fn  nil  »     Tf  •      '  l^      P^o^ioipi^e 
on  large  capital  toihe  SSle^^oflhe  J  n'T  ^r^fna^^ar 
.t,ILl,.Pr       P™P°««''  "i  .addition   to  automatieallv   .  rev«S  a 
rfiaight  line  move  upward  m  the  market,  Joes  not  deny  to  t]  e  Ameri 
can  p„bl,c,  as  a  whole,  the  opportnnit.y 'to  sl,are  in  the  dJvelopmtnt" 
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■of  the  United  States  and  participate  in  a  growing  prosperity.  The 
small  man's  opportunity  to  acquire  capital  should  not  be  unduly 
circumscribed  to  the  advantap;e  of  those  who  already  have  large 
means.  The  more  the  public  is  denied  the  right  to  participate,  on  a 
sound  basis,  in  the  markets,  the  more  generally  large  capitalists  will 
be  free  from  competition  in  acquiring  the  securities  of  the  best 
railroads,  public  utilities,  and  industries  of  our  country. 

The  question  now  arises  how  to  translate  this  marginal  plan  into 
practical  operation.  It  is  submitted  that  an  arrangement  may  be 
effected  by  which  a  code  of  conduct,  together  with  a  marginal  plan, 
sucli  as  is  here  suggested,  can  be  incorporated  in  the  N.R.A.  codes, 
and  the  constitutions  of  all  exchanges;  with  an  additional  provision 
that  the  marginal  requirements,  at  all  times,  shall  be  subject  to  al- 
teration and  change  by  a  special  committee,  composed  of  the  Secre- 
tary of  the  Treasury,  Chairman  of  the  Federal  Reserve  Board,  with 
the  President  of  the  United  States  as  the  third  member  of  the  Board, 
with  the  right  of  veto  in  addition  to  directing  affirmative  action. 

Under  such  a  plan.  American  institutions  would  not  be  impeded 
in  raising  capital  for  new  enterprises  and  expansion  purposes;  un- 
bridled speculation  would  find  itself  in  check,  and,  above  all,  the 
man  of  moderate  means  would  have  the  same  opportunity  to  partici- 
pate in  the  advantageous  development  of  the  United  States  as  would 
be  afforded  to  the  rich. 

A  flexible  situation  would  be  created,  adaptable  to  th«  exigencies 
of  any  particular  time. 

The  adoption  of  a  margin  of  60  percent  of  the  ])urchase  price 
means  the  eventual  concentration  and  control  of  all  securities  of 
public  companies  in  a  few  hands. 

"  The  Chairman'.  I  understand  you  are  opposed  to  any  law  with 
reference  to  fixing  margins. 

Mr.  Stern.  No.  I  am  definitely  not,  sir.  I  propose  to  put  a  loan 
limit  upon  securities  beyond  which  a  broker  or  a  bank  mav  not  go. 

The  Chairman.  ^Yhk  limit?    ' 

Mr.  Stern.  The  average  j)rice  for  the  preceding  12  months,  or  6 
months — whatever  the  study  of  it  avIU  indicate  to  lie  the  best  time 
limit. 

The  Chairman.  They  can  loan  the  full  amount  of  the  average 
price  ? 

Mr.  Stern.  No;  they  may  not  loan  more  than  the  average  price. 
I  believe  in  leaving  the  percentage  part  to  the  discretion  of  the 
individual  lender,  for  his  own  protection.  I  think  you  have  one  real 
object  in  all  this  marginal  study,  and  that  is  to  prevent  credit  flow- 
ing into  the  securities  market  at  such  a  rate  that  it  builds  up  a 
snowball. 

The  Chairman.  Brokers  generally  do  not  object  to  a  flow  of  credit, 
do  they  ? 

Mr,  Stern.  A  lot  of  them  do  not,  but  they  should. 

The  Chairman.  I  agree  with  you  there,  but  generally  their  inter- 
est is  the  other  way.  With  reference  to  the  small  man,  the  man  of 
small  means,  do  you  know  what  proportion  of  small  men,  or  men 
of  moderate  means,  who  deal  in  stocks  on,  the  exchanges  come  out 
winners  ? 
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Mr.  Stern.  I  know  a  very  small  percentaoe  of  them  come  ant 
winners,  but  that  is  no  reason  why  they  should  have  to  contim"  to  do 

.    The  Chairman.  What  percentage  of  men  of  moderate  means  de^I 
ing  in  margins  on  the  stock  exchange  succeed « 

Mr.  Stern.  As  traders  ? 

The  Chairman.  Yes. 
^^Mr.  Stern.  Very  few  of  them;  but  a  lot  of  them  a.  investors,  Sen- 

The  Chairman.  I  mean,  taking  the  average  run  throiiohont  the 

ihemtsec^^*''''"'"^^  '""  """'''  ""  ^■"'""  '-'g"-^  h"-  "-.v  of 

lost'out'r^if'ltaylay  lo^*"^  '"'  '^.'^-'  "--"'^g'^  "*  t''- 
The  Chairman.  About  1  in  5  succeed? 
Mr.  Stern.  I  do  not  think  that  many. 
Ihe  Chairman.  Not  that  manv^ 
Mr.  Stern.  No.  " 

4  ^.I'rS'^l'^  ^'^'^""^  ^^.^  '^^  ^'^  t^^^  situation  so  that  the  other 
4  out  of  that  5  are  not  going  to  lose  all  they  have.     Ymi  are  -oin^ 

oan  value.     My  claim  is  that  that  method  is  entle  v  ™     1 
tl^t  It  allows  credit  to  build  up  at  the  same  rate 'at  whlchTJlock 

r,  Jk^  Chairman    The  suggestion  I  am  offering  is  this     Would  it 

ment  w  11  take  care  of  itself     Tn  -ran  o  fi  the  down  move- 

tion  to  the  rate  JVu^J;^^^  ■"^^^^  '"  ^'"-t  P™Por- 
llie  Chairman.  We  are  very  much  obliged  to  you. 


tin^i*^ 
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STATEMENT    OF    EUGENE    E.    THOMPSON,    PRESIDENT    OF    ASSO- 
CIATED STOCK  EXCHANGES,  WASHINGTON.  D.C. 

The  Chaiumax.  Mr.  Tlionipsoii,  please  state  your  name,  place  of 
residence,  occupation  or  business,  and  for  whom  you  appear. 

Mr.  Thompson.  Eugene  E.  Thompson;  president' Associated  Stock 
Exchanges,  Washington,  D.C. 

Mr.  Chairman  and  gentlemen  of  the  committee,  I  am  here  as  the 
president  of  the  Associated  Stock  Exchanges.  Eighteen  of  the  prin- 
cipal exchanges  of  the  country  outside  the  city  of  New  York  com- 
prise the  membership  of  this  organization,  as  follows:  Hartford 
Stock  Exchange.  Hartford.  Conn.;  Baltimore  Stock  Exchange,  Bal- 
timore, Md. ;  Philadelphia  Stock  Exchange,  Philadelphia,  Pa.; 
Washington  Stock  Excliange,  Washington.  D.C. :  New  Orleans 
Stock  Exchange,  New  Orleans,  La. :  Buffalo  Stock  Exchange,  Buf- 
falo, N.Y. ;  Cleveland  Stock  Exchange,  Cleveland,  Ohio;  Pittsburgh 
Stock  Exchange,  Pittsburgh,  Pa.;  Columbus  Stock  Exchange,  Co- 
lumbus. Ohio:  Cincinnati  Stock  Exchange.  Cincinnati.  Ohio;  St. 
Louis  Stock  Exchange,  St.  Louis,  Mo. ;  Minneapolis-St.  Paul  Stock 
Exchange.  Minneapolis,  Minn.;  Salt  Lake  Stock  Exchange,  Salt 
Lake  City,  Utah;  Los  Angeles  Stock  Exchange.  Los  Angeles,  Calif.; 
Los  Angeles  Curb  Exchange,  Los  Angeles.  Calif.;  San  Francisco 
Stock  Exchange,  San  Francisco,  Calif.:  San  Francisco  Curb  Ex- 
change, San  Francisco,  Calif.;  Detroit  Stock  Exchange.  Detroit, 
Mich. 

We  have  been  requested  to  represent,  in  addition  to  our  own  mem- 
bers, other  exchanges  as  follows:  Louisville  Stock  Exchange,  Louis- 
ville, Ky. ;  Seattle  Stock  Exchange.  Seattle.  Wash.;  Richmond  Stock 
Exchange.   Richmond,  Va. 

At  the  beginning,  I  should  like  to  have  the  record  show,  because 
everything  I  shall  say  here  will  be  based  upon  this  premise,  that  the 
local  stock  exchanges  represented  in  our  group,  individually  and 
collectively,  are  receptive  to  rational  and  constructive  criticism.  If 
out  of  these  hearings  and  deliberations  there  shall  be  evolved  ideas 
or  plans  for  strengthening  the  exchanges  in  their  proper  field  and 
in  their  legitimate  purposes,  I  can  promise  you  that  they  will  be 
cordiall}'  welcomed  and  will  be  given  careful  and  conscientious 
treatment  whether  or  not  this  or  any  other  bill  reaches  the  statute 
bdoks  fitially. 

I  do  not  need  to  admonish  you  gentlemen  that  you  cannot  destroy 
and  moreover,  that  you  cannot  restrict  the  primary  and  legitimate 
activities  of  the  stock  exchanges  without  interrupting  very  seriously 
and  perhaps  disastrously  the  gigantic  work  now  in  progress  of  re- 
constructing the  business,  industrial,  and  economic  structure  of  the 
•country.  We  have  always  had  stock  exchanges.  There  were  stock 
exchanges,  called  market  places,  long  before  there  was  a  United 
States.  They  are  essential  and  vital  to  the  business  life  of  this  or 
any  other  progressive  nation,  as  much  so  in  their  particular  sphere 
as  are  banks  or  other  institutions  of  fiduciary  responsibility  to  the 
public. 

We  are  opposed  to  the  pending  bill  in  its  present  form  because  we 
have  not  been  convinced  that  it  meets  the  requirements  of  rational 
lejrislation.     Undoubtedlv  there  are  manv  things  in  the  bill  which 
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.lis  }'  li  1  '^^''^'  ^^^  ''''^'"'■'  ^^  '^^il*^  ^^P«"  '-^  foundation, 
except  for  the  intentions  it  represents,  which  is  so  insecure  and 
rickety,  so  hastily  thrown  together,  that  the  results  cannot  be  other- 
wise than  futile  and  mischievous. 

That  which  is  offered  in  this  bill  is  unworkable.     Let  it  o-o  to 
enactment,  as  now  framed,  and  you  will  have  wrecked  the  "stock 
exchanges  as  institutions;  but  the  damage  will  not  have  ended  there 
iZT'l  ^'1    I'^^'T  ^"T"^  *^'^  corporate  securities  business  of  the 

Sf.  fi  i""  •'^"^l'^"''*''^  '^  ^^^^  ^^^^1^^  «^<^  «f  «i'derly  channels  and 
mto  the  keeping  of  securities  racketeers  and  bootleggers;  and  I  think 
you  will  agree  with  me  when  I  say  that  we  have  had  quite  enough 
ah^ady  of  this  gentry  m  the  United  States.  ^ 

rour  bill  gentleme^i,  whether  you  wish  it  or  not,  or  whether  you 
like  It  or  not,  is  aimed  at  the  heart  of  national  recovery 
fhtl  lUh  "''^''"'"i  judgment  of  our  group  of  local  stock  exchanges 
that  this  proposed  legislation,  if  passed  without  drastic  redraftiSg, 
will  result  m  a  law  so  restrictive  that  the  market  places  for  corporate 
capital,  so  necessary  to  the  country's  economic  welfare  at  all  times 
anci  so  doub  y  necessary  at  the  present  time,  will  discover  themselves 
so  hampered  and  thwarted  in  their  proper  functions  that  it  will  be 
impossible  for  them  to  retain  their  vitally  important  position  in  the 
industrial  and  economic  scheme  and  set-up  of  the  United  States 
lousiness  in  this  country  cannot  survive  without  market  places  for 

exchan  es  "'""''^'^^   ^'^'"''^^    ^    "''''''''    ''*    ''''"'^'^'   ^*«^^ 

I  am  not  here  with  a  blanket  defense  of  stock-exchange  practices. 

The  exchanges  have  to  deal  with  conditions  and  circumstances  as 

diverse  and  ramified  as  is  human  nature  itself.     They  cannot  always 

rth^  Vl^""]^  ""''^^'^  'T^^  ""■  ^f''''^  governing  agencv  always  he 
right.  The  human  equation  in  the  situation  will  not  permit  of  that 
under  any  circumstances.  The  practices-the  basic  ijractices,  at 
hn?!~?  f  exchanges  should  be  understood  before  condemnation; 
but  unfortunately  his  appears  not  possible  in  the  midst  of  a  clamoi- 
and  onrush  of  public  sentiment  which  seemingly  has  rallied  around 
misunderstanding  and  fallacy,  rather  than  armmd  fact  ancl  Ck 
1  he  exchanges  have  been   maligned   far  bevond  their  dese?ts'io 

t  d.v^  ir  "'n'^]'  ^'''/'^^  "1^  ^''  '^''  •^^^"'^^^""  confronting  us 
rn^vL  tin'  I'  ^ ''  ^^changes  were  and  are,  as  I  have  said,  mere 
maiket  places  for  approved  securities— nothino-  more  than  that 
1  hey  exist  for  an  important    legitimate    purpose.     They    are    con- 

^t  fl  "''"  f  ^'"^"^  ^"'^'^'^  ^"  '^''''  ^-^^Pective  communitiL 
and  11  the  country  1  hese  men  are  actuated  in  their  affairs  bv 
thoughts  of  the  public  interest  as  are  all  other  patriotic  citizens  I 
know  of  iH)  other  character  of  business  in  the  country  to  which  so 
much  time  IS  given  and  energy  and  effort  exerted  in  the  ]>nblic  inter- 
Schang'es  "'""^'-""''"^  «"'l  ^""^^^^^'^  ^^  ^^^^  business  l.f  the  stock 
In  those  i.ienioral>le  dnys  previous  to  the  catastroi)he  of  1929  the 
exchanges-tlie  market  places— were  open  for  business,  and  business 
came  to  them,  as  we  all  know,  in  avalanche  proportions.  That  wS 
occurred  has  been  characterized  as  a  speculative  orgv.  But  were 
the  exchanges  responsible  for  this?  I  submit  that  thev  did  not 
create  the  conditions  in  this  country  any  more  than  thev  created 
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the  conditions  in  foreign  countries,  which  caused  the  banks,  savings 
institutions,  insurance  and  utility  companies,  and  other  hirge  cor- 
porations to  be  loaded  doAvn  with  vast  amount  of  unemployed  money. 
An  analysis  of  the  conditions  prevailing  at  that  time  will  disclose 
that  the  cause  of  the  economic  misadventure  cannot  be  rightfully 
laid  on  the  doorstep  of  the  exchanges.  The  exchanges  as  such  did 
nothing  to  create  the  desire  on  the  part  of  the  holders  of  money  and 
credit  everywhere  to  put  to  work  the  funds  which  were  in  their 
keeping.  They  were  not  responsible  for  the  concentration  of  the 
financial  resources  of  the  country  at  places  of  availability  for  specu- 
lation. They  did  not  fix  interest  rates  for  brokers'  loans.  These 
things  were  of  the  nature  of  conditions  precedent  to  anything  of  an 
unusual  character  that  transpired  within  the  exchanges  themselves. 

It  is  the  opinion  of  our  group  that  the  provisions  of  this  bill,  as 
now  drawn,  will  retard  the  free  flow  of  corporate  capital  to  such  an 
extent  that  great  and  irreparable  harm  will  be  done.  It  must  be 
obvious  to  all  who  have  studied  even  superficially  into  the  situation 
that  the  stock  exchanges,  under  their  own  guidance  and  by  their 
own  rules  and  regulations,  have  constituted  one  of  the  mightiest 
of  all  the  factors  in  the  bringing  out  of  funds  for  the  corporate 
development  of  the  country's  industrial  resources. 

The  growth  of  these  resources  has  been  due  only  in  small  p'art  to 
])rivate  capital.  The  magnitude  of  many  of  the  projects  and  enter- 
prises requires  that  the  capital  for  their  creation  and  maintenance 
shall  be  raised  in  corporate  form.  There  is  no  other  way.  It  so 
happens,  even  as  these  deliberations  are  in  progress^  that  corporate 
capital  is  needed  in  vast  amounts  for  tlie  refunding  of  maturing  ob- 
ligations. When  the  general  business  conditions  have  improved, 
even  larger  amounts  will  be  recjuired  to  continue  the  development 
of  our  industrial,  agricultural,  and  connnercial  resources.  If  corpo- 
rations ai'v  to  be  denied  the  advantages  of  an  open  public  market 
for  the  raising  of  capital,  it  is  very  likely  that  the  government  itself 
will  be  compelled  to  set  U])  an  authority  to  care  for  maturing  obli- 
gations, else  there  will  be  defaults  in  stupendous  aggregates  on  ma- 
turing obligations  during  the  coming  twelve  months.  The  stock 
exchanges  heretofore  have  been  a  ])otent  force  in  the  enabling  of 
corporations  to  raise  capital;  but  there  are  grave  fears  that  this  bill 
Avill  not  be  conducive  to  the  maintenance  of  a  free  and  open  market 
for  the  floAV  of  this  needed  capital.  Instead  of  being  a  measure  for 
the  protection  of  the  investor  in  corporate  capital  it  may  prove  to 
be  the  most  damaging  legislation  of  its  character  that  Congress  has 
ev^er  enacted. 

Within  recent  years  there  have  been  wide-spread  reactions  re- 
flected in  public  opinion  against  the  Government  engaging  in  private 
business  or  controlling  the  conduct  of  private  business.  This  bill  is 
another  ste})  in  that  direction.  It  has  gained  some  friends  and  sup- 
port because  it  pur[)orts  to  be  a  measure  for  the  protection  of  the 
public  against  fluctuations  in  the  values  of  securities;  and  in  this 
respect,  as  in  other  respects,  it  strains  at  a  futility  if  not  at  an 
impossibility. 

The  present  reaching  out  bv  Congress  to  establish  Government 
control  of  the  Nation's  industries,  through  legislation  such  as  that 
now  proposed,  is  a  matter  for  the  gravest  concern.     Practical  and 
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accepted  habits  and  customs,  the  outoroAvth  of  the  experience  of  the 
ages,  are  about  to  be  discarded  in  the  present  instance  to  make  way 
lor  the  theories  and  experimentations  of  persons  who  rarely  have 
been  in  personal  contact  with  the  exchanges  and  who  know  about 
the  problems  involved  only  through  the  fact  that  they  are  opposed 
to  all  things  which  ai-e  conventional  or  institutional  and  have  a 
vague  idea  that  the  exchanges  are  within  this  category 

You  may  say,  as  has  been  said  here,  that  the  ''  s1iv\iid  not  fall  " 
when  other  drastic  regulatory  ideas,  vigorously  '  opposed,  were 
Wi.!r"'*%^''.7-^-^^^''  Congi-ess.  That  may  be  trie.  A^ever  heless' 
legislation  of  this  character  tends  to  lead  the  country  in  a  direction 
opposite  to  that  which  was  contemplated  by  those  who  gave  us  our 
basic  form  of  government.  The  evil  is  cumulative  and  pernicious 
I  do  not  recall  that  the  sky  fell  in  Russia  when  communism  pCi 
Its  gmsp  of  steel  upon  the  throats  of  the  people  of  that  country 
Are  there  any  of  us  here  who  would  care  to  live  in  Russia?  ^ 

Ihere  is  much  anxiety  and  unrest  on  the  part  of  securities  owners 
as  to  the  next  move  that^may  be  made;  and  if  this  bill  should  be 
passed  and  s^igned  by  the  President,  there  will  be  certain  to  follow  an 
avalanche  of  sellmg-or  efforts  to  sell-such  as  we  have  never  be 
fore  witnessed.  I  hope  the  committee  will  not  interpret  this  state- 
ment as  being  of  he  nature  of  a  threat.  It  is  not  intended  as  si^ch. 
It  is  merely  a  statement  or  a  prediction  or  a  warning  as  to  a  result 
which  many  of  us,  who  have  been  students  for  years  of  the  human 

?nvP.'tW-  '"^"r^T  '^'^^^  ''''^^''  markets,^feel  is  inescapabl" 

Investigations  of  stock-exchange  practices  by  Congress,  lasting  over 

a  year,  have  brought  to  light  only  a  comparatively  sma  1  number  of 

Drac  Ice?  ^  Tl'""^  l"^  condemnation.     We  offer  I  defense  for  bad 

walttliem.  ^'^^^^^^^'^^  ^o  not  want  them  any  more  than  you 

Since  the  beginning  of  the  inquiry  by  the  Senate  Bankino-  and 
Stock ^^''"'""^T'f '  "'  "^/.rp^city  a.s  president  of  the  Associated 
Jountrv  On  f  f''  ^  ^'^'T  T^^'^V^^^  principal  stock  exchanges  of  the 
countiy.  On  these  visits  I  conferred  with  the  governing  Sfficers  of 
the  various  organizations.  Among  these  gentlemen  I  found  a  very 
earnest  desire  on  the  part  of  all  to  consider  those  things  which  have 
been  intelligently  and  advisably  criticized.  But  that  is  not  all 
.1  he  exchanges  have  recognized  the  desirability  of  uniform  practices 
msotar  as  they  can  be  made  compatible  witli  local  conditions;  and 
in  this  situation  long  and  salutary  strides  also  have  been  made  I 
tell  you  these  things,  so  that  you  will  know  that  we  have  not  been 
standing  still,  nor  have  we  drawn  about  us  any  cloak  of  pi^teiS 
ughteousness  as  a  protection  against  just  and  constructive  criticism 

We  desire  an  opportunity  to  call  attention  to  the  several  matters 
uppermost  m  our  minds,  and  these,  with  your  permission,  we  wd 
deal  Avith  by  sections. 

Section  3:  item  5  page  5:  The  term  "  dealer  ".  meaniiiiv  -'  any  per- 
son engaged  m  a  business  of  buying  and  selling  securities  for  his 
o^xn  account,  through  a  broker  or  otherwise  ",  should  be  more  clearly 
dohned  as  to  what  is  intended.  Engaging  in  a  business  of  buying 
and  selling  securities  for  one's  own  account  is  susceptible  of  varioul 
inteipretations. 

.r^lt  ^"^  k'"''^-  ^  ""^'^^  interject  here,  Mr.  Thompson,  that  consid- 
eration IS  being  given  to  that  very  thino-.  ' 
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Mr.  Thompson.  Thank  you. 

Section  6,  subsection  (a)  :  The  prohibition  designed  to  estop  a 
member  of  a  national  securities  exchange,  or  any  person  who  trans- 
acts a  business  in  securities  through  the  medium  of  any  such  member, 
either  directly  or  indirectly,  from  extending  or  arranging  credit  to 
or  for  any  customer  on  any  securities  not  registered  upon  a  national 
securities  exchange,  ^Y0uld  tend  to  restrict  many  transactions  on  the 
local  exchanges.  It  should  be  borne  in  mind  that  there  are  stocks  of 
numerous  banking  institutions,  insurance  companies,  public  utilities, 
and  other  high-grade  corporations  which  are  not  listed  upon  any 
exchange.  In  addition,  there  are  large  numbers  of  Federal  farm- 
loan  bonds,  joint-stock  land  bank  bonds.  Home  Owners  Loan 
Corporation  bonds,  and  the  obligations  of  States  and  their  political 
subdivisions,  as  well  as  many  others  that  are  not  or  cannot  be  listed. 
Local  exchange  brokers  would  find  the  restrictions  against  loans  on 
securities  not  listed  upon  an  exchange  to  be  very  burdensome,  and  its 
effect  would  not  only  be  harmful  to  the  small  broker,  but  the  restric- 
tion Avould  be  a  gratuitous  discrimination  against  unregistered 
securities. 

Mr.  Pecora.  May  I  interrupt  you  there? 

Mr.  Thompson.  Certainly. 

]SIr.  Pecoi!A.  Do  you  think  that  granting  the  Federal  Trade  Com- 
mission the  right  and  power  to  exempt  certain  securities  now  milisted 
in  the  operation  of  the  present  provision  which  you  have  referred 
to  might  meet  the  criticism  you  have  just  offered? 

Mr.  Thompson.  In  very  large  part. 

Senator  Kean.  Just  before  you  go  on — because  I  must  leave  very 
shortly — let  me  say  that  I  have  read  over  this  list  of  stock  exchanges 
that  you  have  submitted  here.  Do  those  stock  exchanges  have  the 
same  rules  and  practices  that  the  New  York  Stock  Exchange  has? 

Mr.  Thompson.  I  would  not  sa}^.  Senator,  that  they  have  the 
same  rules.  I  think  they  follow  the  general  line,  as  far  as  they  can 
be  adapted  to  their  conditions. 

Senator  Kf.an.  Would  you  say  that  they  have  the  right  to  call 
upon  their  members  to  say  who  had  traded  in  air  stocks  during  the 
period  that  we  have  been  considering  here? 

Mr.  Thompson.  I  think  the  governing  committees  of  any  of  those 
exchanges  could  obtain  that  information. 

Senator  Kean.  Do  you  think  5'ou  could  obtain  the  infornuition 
for  this  committee? 

Mr.  Thompson.  I  shall  endeavor  to  do  so.  I  do  not  know  of  any 
exchanges  where  air  stocks  are  l)eing  traded  in  at  the  moment;  not 
on  the  local  exchanges. 

Senator  Kean.  I  think  they  are  traded  in. 

Mr.  Thompson.  I  am  sure  if  there  are  any  particular  ones  we 
would  be  very  glad  to  ask  for  them,  Senator. 

Senator  Kean.  I  Avould  like  the  committee  to  ask  by  wire  if  air 
stocks  are  traded  in  on  those  exchanges  and,  if  so,  whether  they  will 
ask  their  members  to  submit  to  the  committee  the  amount  of  trades. 

Mr.  Pecora.  In  other  words,  have  the  members  of  those  exchanges 
responded  to  a  questionnaire  generally  like  the  two  questionnaires 
>ent  out  bv  the  New  York  Stock  Exchange  ? 
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MrTll^^^""'  ^n  '  '^  •"'■  '^f^^^''  "^"^  *^"'^^^^^1  i^^  o"  those  exchanges. 

<i,    V  v^    u'"'^''^.-   ^^"^  "'^'''^  ^^^*^^  '^-^  requested  of  the  New  York 
otocK  -hiXchange? 

Senator  Kean.  Yes. 

Mr.  Thompson.  I  Avill  endeavor  to  obtain  that  for  yon 
Mr.  Pecora.  Have  yoii  copies  of  the  questionnaire  of  the  New 
1  ork  Stock  Exchange  ? 
Mr.  Thompson.  I  have  not. 
Mr.  Redmond    I  tliink  I  have  extra  copies  down  at  the  hotel. 

gei^l'emaT''"'"  ^  ''  ''"  ^""'^  '^"''  '^"^""^^  ^'''''  *^  ^^'^  ^^^'^ 

Mr  Thompson  To  deny  the  use  of  such  issues  for  credit  pur,>oses 
manifestly  would  be  not  only  a  discrimination  against  the  securities 
theinselves,  but  it  would  be.  if  you  will  permit  th?  expression  luifair 
and  unsound  legislation.  i  '  iinidu 

It  would  appear  that  a  nonmember  broker,  if  he  were  doino-  no 
isted  business,  could  extend  credit  in  full  on  unlisted  securitie.«rand 
this  obviously  would  create  an  unfair  and  extremelv  dangerous  prac- 
w?t'h  rf  t""'"'"^  l^olders  of  such  securities  to  seek  credit  and  rade 
with  brokers  who  are  not  members  of  any  exchange;  and  under  these 
■conditions,  it  hardly  is  necessary  to  point  out,  the  country  soon  could 
be  overrun  by  securities  loan  sharks  and  securities  bootleggers. 

Section  6,  subsection  (b)  :  This  subsection  provides  certam  restric- 
Z^'r^Z  fl  ''T^'T^  transactions,  and  presumes  to  establish,  at  the 
momeiit  the  law  becomes  operative,  a  margin  ratio  which  may  be 
out  of  all  proportion  to  the  needful  protective  requirements  under 
other  conditions  than  hose  presently  prevailing,  or,  for  that  matter 
under  any  future  conditions.  True,  the  commksioA  is  given  power' 
w\  r""'"^  appropriate  in  the  public  interest,  to  establish  lower' 
loan  values  whicli  could  mean  only  higher  and  not  lower  mar-inal 
requirements.  We  submit  that  the  maker  of  the  loan  should  lea 
better  judge  of  the  loan  and  the  collateral  than  could  be  a  disintL-- 
ested  person,  or  even  a  Government  body  empowered  to  establish  at 
a  specific  time  the  va  ues  and  ratios.  Then,  too,  if  it  should  be  de 
termined  that  a  bank  liandling  business   for  its  customers  come. 

W  of ^hVinT'^f'^'"''  1^^  '^''i¥j  ""^^^"^^  ^^  P^^^^ble  under  the  word- 
ing ot  the  bill,  the  bank  would  be  compelled  to  abide  bv  the  ^ame 
marginal  requirements  as  those  provided  for  a  broker       ' 

Many  insurance  companies,  industrial  companies,  and  other  or 
ganizations  requiring  liquidity  of  capital  frequently  enter  the  loan 
markets  when  they  have  surplus  funds  which  the v  may  not  Sre  to 
nvest  pennanent ly.  It  is  not  uncommon  for  such  funds  to  be  i.laced 
through  Uie  medium  of  one  who  is  a  broker.  Under  this  sec  ion  Tt 
IS  not  difficult  to  apprehend  the  likelihood  of  loans  bei  ig  dTveTted 
to  Canada  and  other  foreign  countries. 

There  is  also  in  this  clause  a  discrimination  definitelv  in  favor 
of  persons  of  wealth  who  may  have  paid  for  their  securities  in  full 
more  than  30  clays  pnor  to  tiie  making  of  loans;  whereas  the  per- 
son ot  moderate  means  is  denied  these  advantages  because  he  has 
not  the  capital  with  which  to  pay  for  his  securities  30  days  prior  to 

this  ;^.>^i::x;t.^^^^^^  '^'^^^^^  ^'  ^^^^-^^  -"  *^^  Pl-  ^ 

Section  6  subsection  (d)  :  It  is  provided  here  tliat  the  conunission 
slialJ  by  rules  and  legulations  ])rescribe  the  times  and  the  specific 


STOCK    EXCHANGE    PRACTICES  6985 

methods  for  calculating  values  for  purposes  of  loans,  the  times  at 
which  initial  and  subsequent  payments  shall  be  made  by  the  cus- 
tomer, the  notice  to  be  <2:iven  to  the  customer,  and  the  method  to  be 
followed  in  protecting  the  broker  or  dealer  in  closing  out  an  account. 
Through  operation  of  rules  and  regulations  which  have  not  yet  been 
determined  upon  but  which  later  are  to  be  promulgated  and  made 
a  part  of  the  law  itself,  this  section  may  prove  harmful  to  a  broker 
carrying  accounts  by  barring  him  from  taking  the  steps  necessary  to 
protect  himself  against  loss;  and  also  the  customer  might  be  injured 
by  the  creation  of  an  additional  indebtedness. 

It  would  appear  that  there  is  a  distinct  conflict  or  inconsistency 
as  between  subsections  (d)  and  (b),  in  that  subsection  (b)  definitely 
says  what  the  marginal  requirements  for  a  loan  shall  be,  unless  the 
commission  shall  prescribe  a  lower  loan  value.  The  relationship 
existing  between  customer  and  broker  thereupon,  under  the  provi- 
sions of  this  section,  will  be  separated  by  a  barrier  which  would 
make  the  broker  a  mere  automat  and  give  him  no  latitude  in  assist- 
ing his  customer  in  the  event  of  an  active  declining  market;  and 
thus  many  persons  would  be  forced  to  suffer  losses  which  otherwise 
could  have  been  saved. 

Section  7,  subsection  (a)  :  This  item  apparently  prohibits  a  broker 
from  carrying  accounts  for  dealers,  a  practice  which  at  present  is 
common  among  local  exchange  members. 

Loans  could  not  bo  obtained  on  registered  securities  except  from 
member  banks  of  the  Federal  Reserve  System.  And  here  again  we 
have  a  serious  restriction  against  which  the  local  exchanges  strongly 
])i'otest.  The  i:>rovision  removes  the  opportunity  which  always  has 
been  open  to  brokers  in  tin*  smaller  renters  to  borrow  from  private 
sources. 

Section  7.  sub>ection  (b)  :  Tliis  subsection  would  operate  unfairly 
against  the  smaller  houses  throughout  the  country,  although  they 
may  be  completely  solvent,  by  automatically  reducing  the  amount  of 
business  they  can  transact  to  accord  with  the  amount  of  capital  pres- 
ently at  their  disposal.  In  addition  it  restricts  the  growth  of  their 
businesses  unless  it  be  possible  for  them  to  raise  additional  capital, 
which  is  obviously  difficult  to  do  under  existing  condition-.  It  ac- 
(■(miplishes  nothing  except  to  put  a  premium  on  capital,  and  thus 
further  centralize  money  power.  The  past  records  of  brokers  clearly 
sliow  this  subsection  to  be  too  drastic. 

Section  7,  subsection  (f )  :  There  should  be  amendments  here  to 
make  it  possible  to  handle  routine  business  involved  in  the  delivery 
of  securities  sold  in  order  to  cover  the  normal  delay  in  deliveries 
due  to  distance  from  tlic  exchange  upon  which  the  business  is  trans- 
acted. Referring  to  lines  1,  'i,  and  3.  page  15,  there  should  be  an 
exi)lanation  here  as  to  what  is  meant  by  "  crediting  of  interest  on 
account  of  loan."'  The  language  now  carried  in  the  bill  indicates 
that  interest  nnist  be  computed  and  credited  by  a  broker  when  he 
lias  used  certificates  which  he  is  carrying  to  make  delivery  against 
other  certificates,  of  the  same  stock,  which  he  has  sold  for  a  customer 
at  a  distant  point  and  which  certificates  are  in  transit.  The  question 
arises  as  to  whose  stock  was  used  or  "  loaned  "'  and  to  whom  the 
credit  should  be  given.  The  door  of  confusion  is  opened  here,  and 
also  the  door  of  discrimination. 
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Section  8.  subsection  (a),  item  3:  In  lines  5  and  6  the  bill  uses 
the  words,  ''  or  a  false  or  misleading  appearance  in  respect  of  the 
market  for  such  security  or  securities."  We  submit  that  the  execu- 
tion of  an  order  for  a  customer  in  which  the  broker  causes  false 
or  misleadm<r  appearances  in  respect  of  the  mai-ket  has  no  place  in 
this  bill.  We  cannot  too  vigoronsly  oppose  this  entire  section.  The- 
civil  penalties  which  are  intended  to  protect  persons,  wlio  have  been 
intentionally  misled  in  the  recovery  of  damages,  oi^cns  the  door  wide 
not  only  to  those  who  have  suffered  losses,  but  also  to  those  who  may 
claim  to  have  suffered  losses  when  in  fact  they  have  suffered  no- 
losses  at  all. 

Section  8.  subsection  (a),  item  7:  There  should  be  a  clearer  defi- 
nition of  what  IS  meant  by  "  pegging  ",  "fixing",  or  ''stabilizing.'^ 
Ihe  language  is  susceptible  of  various  interpretations.  There  are 
times  when  stabilization  is  helpful.  The  Government  itself  believes 
in  the  jjiinciple  of  pegging  or  stabilizing.  It  may  be  found  that, 
lor  example,  an  investor  is  ready  to  buy  all  of  a  certain  stock  or 
bonds  obtainable  at  a  fixed  price— perhaps  at  a  concession  from  the 
prevailing  market.  Under  this  section  he  could  only  do  this  by 
disclosing  his  intent  to  the  exchange  and  to  the  commission,  and  by 
such  disclosure  he  would  run  the  risk  of  defeating  the  accomplish- 
ment of  the  investment.  Other  reascms  could  be  cited  for  obiectin.^ 
to  the  language  of  this  section.  "^ 

Section  8,  subsection  (a),  item  8:  This  item  deals  with  the  prac- 
tice of  acquiring  the  floating  supply  of  any  particular  security  for 
the  purpose  of  causing  its  price  to  rise  on  the  exchange,  throu.di 
control  ot  the  floating  supply.  The  local  exchanges  strongly  protest 
the  language  ot  this  section.  It  is  not  uncommon  for  a  member  of 
a  local  exchange  to  buy  all  of  a  floating  supply  of  a  stock,  in  some 
cases  causing  tlie  price  to  rise  very  perceptibly.  It  should  be  ob- 
served that  the  execution  by  a  broker  of  an  order  to  buy  at  the 
market  on  some  of  our  local  exchanges  cannot  result  otherwise  than 
to  force  a  rise  where  there  is  only  a  limited  auiount  of  the  stock  for 
sale,  which  is  frequently  the  case. 

A  broker  may  be  given  an  order  to  buy,  say,  100  shares  of  a 
certain  bank  stock,  or  an  insurance  stock,  or  a  high-grade  preferred 
stock  or  an  inactive  high-grade  industrial  common  stock,  not  know- 
ing the  intention  of  the  customer,  and  tlien  upon  attempting  to 
make  the  purchase  find  that  only  limited  offerings  are  avaiUrble- 
but  the  customer  insists  that  lie  wants  the  stock,  which  compels  the 
broker  to  bid  up  the  stock  or  else  take  the  offerings  which  are 
available,  and  this  immediately  causes  the  price  to  rise.  The  lan- 
guage ot  the  bill  mentions  merely  the  acquisition  of  the  -floating 
supply  lor  the  puri)ose  of  causing  the  price  to  rise.  There  isn't 
a  broker  m  the  country  who  could  ever  know  where  he  stands  with 
language  such  as  is  used  here. 

Section  8.  subsection  (a),  item  0:  It  appears  that  this  provision 
was  designed  to  i)iit  an  end  to  tradino-  in  -puts"  ''calls"  uid 
other  purely  speculative  oj^tions  or  privileges.  But  the  laiKnia^re 
IS  such  that  it  involves  anotlier  very  important  matter  in  the  affairs 
ol  members  of  local  exchanges.  It  has  occurred  freciuently  that  a 
member  of  a  local  exchange,  in  the  handh'ng  of  large  blocks  of 
securities  to  close  an  estate,  or  being  confronted  with  the  necessity 
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ior  liquidating  sizable  loans  or  other  holdings,  has  found  it  impos- 
sible to  distribute  the  securities  on  the  exchange  and  is  required  to 
find  a  piivate  purchaser.  The  amount  of  work  necessary  to  handle 
a  transaction  of  this  kind  often  goes  far  bevond  the  ordinary  com- 
nmssion  which  is  goyerned  or  fixed  by  the  rules  of  the  exchange 
upon  winch  the  security  is  listed.  An  attempt  to  sell  larger  blocks 
•ot  stock  on  an  exchange  than  is  warranted  by  the  local  market 
without  giymg  due  consideration  to  local  financial  conditions  might 
proye  not  only  a  futile  experiment  but  a  yery  disastrous  one.  '  When 
more  securities  are  forced  upon  the  market  than  it  is  capable  of  ab- 
sorbing, there  is  just  one  answer — declining  prices. 

If  we  grant  that  "  puts  ",  "  calls  ■'.  etc.,  for  speculative  purposes 
-are  wrong,  we  submit  that  legitimate  options  or  priyileges  are  re- 
<piired  and  are  necessary  in  most  lines  of  business. 

Mr.  Pecora.  Do  you  grant  that  puts  and  calls  are  wrong? 
Mr.  TiioMPsox.  I  say,  if  we  do  grant  it. 
Mi\  Pecora.  Do  you'grant  it,  as  a.  matter  of  fact? 
Mr.  TiiOMPSox.  i  am  open-minded  about  it.     I  haye  explained  it 
Just  a  little  later,  .so  it  probably  wdll  throw  a  little  light  on  it. 
Mr.  Pecora.  All  right. 

Mr.  Thompson.  It  will  be  found  that  options  are  a  necessary  part 
of  the  work  of  a  broker.  It  is  a  customary  practice,  and  is  just  as 
legitimate  and  proper  as  any  otiier  branch  of  the  brokerage  busi- 
ness. Therefore,  this  section  should  be  revised  so  as  to  permit  op- 
tions under  proper  conditions.  Consideration  should  not  be  over- 
looked of  the  fact  that  corporations  in  raising  new  capital  must  fre- 
quently issue  rights  to  their  shareholders  to  purchase  new  securities, 
in  order  to  provide  the  corporations  with  increased  capital.  Under 
the  language  of  this  provision  it  readily  could  be  construed  a  viola- 
tion of  the  law  where  corporations  have  engaged  themselves  only  in 
the  legitimate  function  of  increasing  their  capital. 

Section  8,  subsections  (b),  (c),  and  (d)  :  We  are  unalterably  op- 
posed to  subsections  (b),  (c),  and  (d)  of  this  .section  because  they 
provide  penalties,  over  and  above  fines  for  violations  of  the  law, 
which  Ave  submit  haAC  no  place  in  a  regulatory  measure.  The  lia- 
bility for  losses  is  too  arbitrarily  fixed  to  meet  the  demand  of  fair 
play  and  justice,  and  the  opportunity  for  blackmail  is  too  apparent 
for  safety.  That  Avhich  is  established  by  this  Avording  will  subject 
eA^ery  broker  to  continued,  unlimited,  and  unjust  liabilities  and  wnll 
Aveaken  the  entire  structure  of  the  brokerage  business. 

Section  9,  subsection  (a)  :  We  belicA-e  that  short  selling  occupies 
a  proper  and  legitimate  place  in  the  securities  market,  and  unless  the 
commission  shall  be  directed  to  prescribe  rules  and  regulations  that 
will  permit  short  selling  Ave  are  opposed  to  this  subsection.  Under 
any  circumstances  a  short  sale  should  be  more  clearly  defined  than  at 
present  in  the  bill.  The  poAvers  given  to  the  commission  under  the 
present  wording  of  this  subsection  cannot  but  be  the  means  of  regu- 
lating the  course  of  the  market. 

Section  9,  subsection  (b)  :  Stop-loss  orders  are  essential  in  order 
to  limit  losses  and  as  a  protection  against  further  losses  not  only  to 
the  broker,  who  may  be  carrying  an  account  under  the  required 
margin,  but  to  banking  institutions  having  loans  upon  stocks  and 
bonds  as  collateral  and  wishing  to  protect  themselves  against  a  loss. 
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If  the  subsection  is  to  remain  in  the  bill,  we  suggest  that  in  line  19, 
atter  the  word  "  stop-loss  ",  there  be  inserted  the  words  "  which  does 
not  close  out  an  existing  commitment." 

Section  9.  subsection  (c)  :  This  subsection  is  so  vague  and  inade- 
T  1  1  u"  ^he  purpose  evidently  intended  to  be  accomplished  that  it 
should  be  stricken  out  in  its  entirety.  To  allow  it  to  remain  leaves 
m  the  hands  o±  the  comnnssion  a  weapon  with  which  that  body  mio-ht 
determme  upon  anything  as  being  detrimental  to  the  public  interest 
or  to  the  proper  protection  of  investors. 

Section  10:  We  particularly  direct  your  attention  to  this  section, 
because  it  will  destroy  the  means  of  livelihood  of  hundreds  of 
l)rokers,  members  of  local  exchanges,  who  now  act  both  as  a  broker 
aiid  as  a  dealer  m,  or  underwriter,  or  distributor  of  securities.  It 
will  drive  many  brokers  out  of  business.  The  amount  of  business 
done  l)y  many  brokers  on  the  local  exchanges  is  not  alone  sufficient 
to  enahie  them  to  maintain  their  organizations,  and  to  deprive  them 
ot  the  privilege  or  right,  which  they  have  always  enjoyed,  of  actin- 
also  as  a  dea  er  m.  or  underwriter,  or  distributor  of  securities  would 
be  treating  them  niost  unfairly  with  no  compensating  benefit  to  the 
public  at  large  Qmte  a  few  of  the  smaller  stock  exchanges  un- 
doubtedly will  l^e  forced  to  close  if  the  harsh  treatment  provided 
in  this  section  is  meted  out  to  their  broker-members 

It  IS  impossible  to  be  a  strictly  local  broker  and  not  handle  local 
investments.     This  section  would  paralyze  the  local  markets      As 
brokers  we  insist  that  we  have  a  right-an  inherent  right,  a  per- 
fectly legitiinate  right-to  operate  as  brokers  and  dealers      The  re.- 
ulations  of  all  the  local  exchanges  are.  we  believe,  anii^le  to  prevent 
a   broker  from  acting  as  a  dealer  in  the  execution  of  any  orders 
wherein  tlie  broker  is  required  to  act  as  agent  on  a  commission  basis. 
Ihe  functions  of  dea  ers  and  brokers,  respectively,  are  easily  differ- 
entiated  m   the   coiKluct   of   business.     Not   only   do   the   stock  ^x- 
clianges  have  stringent  rules  covering  this  matter,  but  most  of  the 
States  have  laAvs  of  agency  and  principal.     This  section,  if  enacted 
into  law,  will  drive  business  m  considerable  volume  away  from  the 
protection  of  the  regulated  national  stock  exchange  member  to  the 
unregulated   unlisted  dealer,  with  damage  to  the  national  stock  ex- 
change member  and  the  investor  alike 

tn  w"^iV^  iT*'''V  ^'  P^^™i^^^^^  to  stand,  we  direct  your  attention 
thntTt'  itlVl  '""f'^T,  «/  P^g^  21  of  the  bill,  wherein  it  is  stated 
that  It  shall  be  unlawful  for  any  members  of  a  national  securities 
exchange  to  act  as  a  specialist  unless  registered  as  such.  If  it  is 
possible  to  do  business  under  this  bill,  we  submit  that  it  is  essential 
to  haAc  specialists  to  conduct  the  business  of  brokers  on  the  ex- 
change. Specialists  have  a  peculiar  and  particular  function  which 
We  ftrTl'^^t  If  g^^^^^-i^ly  "^^^l^rstood  and  is  usually  misunderstood.' 
We  feai  that  this  prohibition  against  specialists  was  drawn  without 
due  consideration  of  the  problems  of  local  exchanges.  In  line  20  on 
page  21  It  seems  that  the  words  "  fixed  price  orders  "  should  be  more 
clearly  defined  as  to  what  is  actually  meant.  The  language  as  now 
used  would  appear  to  require  that  after  rules  and  regulations  are 
prescribe.]  by  the  Commission,  specialists  will  then  bf  p  Xibi  ed 

m-iJ^  '"'t;T  '  ^'■^^"/''?^J^^'"  '^'^Vt  on  an  order  giving  a  definite  fixe 
pnce.     .Such   a   restriction  as  this  will  prevent  th?  investor  from 
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giving  what  is  commonly  known  as  a  market  order  and  will  restrain 
him  from  making  a  purchase  at  anything  other  than  a  definite  price.. 
Also  may  I  direct  your  attention  to  one  of  the  important  functions 
of  a  specialist,  which  is  that  he  must  execute  stop-loss  orders,  such 
orders  being  usually  for  the  purpose  of  preventing  further  losses.. 

vStock-exchange  regulations  covering  the  operations  of  specialists 
are  very  stringent  and  can  be  quickly  invoked. 

Section  11,  subsection  (a)  :  This  provision  makes  it  unlawful  for- 
any  person  to  effect  transactions  in  any  securities  on  a  national  stock 
exchange  unless  a  registration  is  effective  as  to  such  issue  in  accord- 
ance with  the  provisions  of  this  act  and  the  rules  and  regulations 
inade  by  the  Commission  thereunder  and  unless  such  security  or- 
securities  have  been  issued. 

Consideration  should  be  given  to  the  proposition  that,  as  this  sub- 
section in  requiring  registered  securities  to  be  issued  would  of  neces- 
sity force  the  initial  trading  in  rights  and  additional  issues  of  reg- 
istered securities  to  be  conducted  on  an  unlisted  basis,  it  would  seem 
logical  that  they  should  be  traded  under  the  control  of  and  on  the 
natitmal  securities  exchanges  Avhere  the  primary  security  is  traded 
in.  Provision  should,  therefore,  be  made  for  such  trading  under 
proper  protective  provisions. 

The  subsection  provides  certain  requirements  to  be  complied  with 
by  a  corporation  before  the  securities  may  be  registered  with  a  na- 
tional securities'  exchange.  These  requirements  place  upon  the  ex- 
changes the  burden  of  forcing  compliance  by  corporations  with  this 
whole  section.  We  submit  that  it  is  not  fair  to  the  exchanges  to 
make  them  members  of  the  policing  authority  of  the  Commission. 

We  further  submit  that  this  section  will  cause  the  delisting  of 
many  corporate  issues,  and  as  these  delistings  occur,  the  public  will 
liiive  no  protection  from  unregulated  markets  such  as  they  enjoy 
today,  even  though  the  Conunission  is  empowered  by  section  14  to 
make  rules  and  regulations  governing  unlisted  trading. 

In  particular  we  direct  your  attention  to  article  2  of  subsection  (c), 
lines  19  to  23,  page  24,  of  the  bill.  Corporations  here  are  required 
to  furnish  certified  independent  public  audits  for  preceding  years 
(the  number  not  stated).  It  may  happen  that  corporations  apply- 
ing for  listing  on  the  local  exchanges  have  not  had  certified  public 
audits  for  previous  years,  and  to  obtain  such  audits  the  expense 
would  be  prohibitive.'^  It  may  also  be  that  in  some  cases  the  audits 
are  not  obtainable;  and  then,  too,  it  may  be  a  new  corporation  with- 
out audits. 

Lines  21,  22,  and  23,  page  24,  retpiire  that  such  other  information 
be  furnished  as  the  Commission,  by  rules  and  regulations,  may  re- 
quire as  necessary  or  api)ropriate  for  the  public  interest  or  for  the 
protection  of  investors.  This  language  makes  it  impossible  to  know 
just  what  the  Commission  may  or  may  not  require.  In  this  same 
subsection,  line  5,  page  2,5.  attention  is  drawn  to  the  authority  vested 
in  the  Commission  to  make  rules  requiring  the  Commission's  ap- 
proval for  the  removal  of  any  securities  from  listing.  This  might 
prove  a  detriment  to  the  public  interest  in  case  the  exchange  itself 
should  find  it  expedient  to  act  forthwith  in  the  suspension  of  trading 
in  any  securities  listed  thereon  in  order  to  prevent  fraud,  misrepre- 
sentation, or  manipulation,  or  for  A'arious  other  causes  that  might 
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arise.    The  power  of  removal  from  tradino-  or  listino;.  or  both,  shoiiUl 
inherently  rest  with  the  exchange.  ^  s^noiuci 

Mi-^  Pecora  Don't  you  think  the  Connnission  mig-ht  be  m  position 
to  act  promptly  upon  the  request  of  the  exchange  to  strike  -in  issue 
irom  its  list?  issutr 

Mr.  Thompson.  It  may.  It  is  doubtful.  I  say  it  is  doubtful  in 
the  sense  that  it  might  not  look  at  it  in  the  same  light  that  the 
exchange  would ;  that  is  all.  ^       i  i^it  uie 

Section  12,  subsection  a,  article  2:  We  doubt  the  ability 
"/any  corporations  to  furnish  quarterly  balance  sheets  and 
proht-and-loss  statements  by  independent  public  accountants  Such 
requirements  would  mean  that  corporations  whose  securities 
are  regi.stered  and  listed  on  the  exchanges  would  V,e  com- 
pelled almost  continuously  to  employ  independent  auditors 
and  thus  there  would  be  placed  such  a  burden  and  expense  upon  the 
smaller  corporations  listed  upon  the  local  exchanges  as  to  force  them 
to  withdraw  their  securities  from  listing.  The  expense  for  such  work 
would  hardly  seem  to  be  justified. 

Mr.  Pecora.  By  that  you  mean  to  suggest  that  there  should  be  no 
regulation  whatever  for  corporations  whose  securities  are  listed 
to  furnish  auditors    statements?  ' 

Mr.  Thompson  I  am  very  strongly  of  the  opinion  that  there 
should  be  audited  statements  at  least  once  a  vear,  and  I  have  been 
an  advocate  and  we  have  recommended  to  oui-  local  exchan<res  tint 
they  exact  reports  quarterly  from  the  corporations;  not  insistino- 
however,  that  they  be  certihed  independent  auditors'  reports.        "' 

Mr.  1  EcoRA.  VVonld  not  independent  audits  be  preferable « 
nnrof;nn''''T''''-  V^f  ^"^  ^hink  it  is  fair  to  many  of  the  small  cor- 
poiations.    Some  of  them  have  very  limited  capital  compared  with 
the  capital  of  larger  corporations.     The  time  required  to  get  up 
these  audits  is  very  long  m  some  cases.  b       "F 

Mr.  Pecora.  For  small  corporations? 

Mr  Thompson.  Not  for  small  ones;  but  if  we  are  going  to  fur- 
nish these  independent  audits  of  all  corporations  listed  oii  the  ex- 
iS^^Tr^/Tl^^lT^vlK'^f^^  ^  ^'^  ^"^^^^^«  i^  the  auditor's 
wanted^  perha"^^^^^       '^  '''^'''''  '^  ^-''  '''''''  '^  ^^^  -  i-^  -1-^^ 

bu^nesr^'"''''^"  '^^"'  '""*'''''  '"  """^  intended  to  boom  the  auditors' 

Mr.  Thompson.  It  unfortunately  will,  I  am  afraid. 

Mr  Pecora.  It  is  intended  to  obtain  more  reliable  information 
for  stockholders  and  the  investing  public  mioimation 

tbP^'idT-r"'''"''^^-/  '"'  ^- "'"'■J^^^^  '"^  ^^^^^'  «^  anything  that  will  oive 
lhJf}^l\^  more  information,  but  at  the  same  time  I  feel  very  strongly 

Mr.  Pecora.  What  about  semiannual  audits? 

Mr.  Thompson  I  heartily  favor  quarterly  audits,  but  I  do  not 
think  It  IS  possible  to  get  it  done.  I  do  not  think  they  will  stand 
wonwr''-     "^^  '?  semiannual  audits,  quite  nat«ral7tlTe  burden 

Mr  pLoJ  Yn?  '  ,'"''• .  ^  "T  f  '"^^  ^  ^'  i'  if  it  ^«n  be  done 

Mr.-  ?rMPSOK."Not°aT  ll""'  """  '"'-■'•""'--■  ^'o  -V-'? 
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In  article  3,  of  this  subsection,  we  hold  that  "  monthly  reports, 
including,  among  other  things,  a  statement  of  sales  or  gross  in- 
come ",  may  prove  exceedingly  misleading  and  the  purpose  for 
which  the  information  was  intended  defeated  by  a  wrong  interpre- 
tation which  could  easily  be  placed  upon  such  monthly  iigures.  If 
this  clause  is  enacted  there  should  be  a  clear  definition  of  what  is 
required  in  the  monthly  reports  besides  sales  or  gross  income. 

Section  13,  subsection  (a)  :  This  requires  that,  before  the  solici- 
tation of  proxies  ''  in  respect  of  any  security  registered  on  any 
national  securities  exchange  "  there  shall  be  filed  with  the  Commis- 
sion certain  information  among  which  shall  be  a  list  of  the  names 
and  addresses  of  the  persons  from  whom  proxies  are  to  be  secured. 
This  would  mean,  if  the  section  is  literally  interpreted,  that,  when- 
ever proxies  are  sent  out  by  a  corporation  for  the  usual  annual  meet- 
ing, the  corporation  must  furnish  a  list  of  its  shareholders  and  their 
addresses  to  all  stockholders.  Attention  is  directed  to  the  enormous 
expense  burden  that  this  will  place  upon  some  of  the  larger  cor- 
porations. 

Mr.  Pecora.  That  criticism  would  be  obviated,  would  it  not,  if 
the  requirements  were  limited  to  the  furnishing  of  a  list  of  share- 
holders and  their  addresses  to  the  regulatory  body  ? 

Mr.  Thompson.  Yes,  sir. 

Section  13,  subsection  (b),  line  12,  page  27:  It  might  prove  ex- 
ceedingly difficult  for  corporations  to  obtain  quorums  for  annual 
meetings  if  brokers  carrying  stock  for  customers  are  required  to 
obtain  specific  authorization  for  each  proxy.  If  this  section  should 
stand,  could  not  the  word  "  specific  *'  be  eliminated  so  that  a  general 
written  authorization  will  cover  all  requests  for  proxies? 

Mr.  Pecora.  Would  not  that  keep  the  door  open  to  most  of  the 
abuses  now  in  existence  ? 

Mr.  Thompson.  It  may.    I  grant  you  it  would  not  close  it  at  all. 

Section  14:  Should  this  section  stand,  it  becomes  more  than  a 
possibility  that  the  market  for  unlisted  securities  will  be  completely 
destroyed.  The  provision  clothing  the  commission  with  power  to 
prescribe  whatever  may  be  appropriate  in  the  public  interest  for  the 
protection  of  investors  in  what  is  known  as  "  over-the-counter  mar- 
kets "  is  so  vague,  misleading,  and  lacking  of  definition  that  it  should 
be  removed  from  the  bill. 

This  section  also  gives  the  commission  power  over  brokers  and 
dealers  in  State,  county,  and  municipal  bonds  as  well  as  Federal  farm 
loan,  joint-stock  land  bank.  Home  Owners'  Loan  Corporation  bonds, 
and  the  stocks  and  bonds  representing  many  other  high-grade 
investments. 

Mr.  Pecora.  In  preceding  portions  of  your  statement  you  call 
attention  to  what  you  claim  to  be  pro\dsions  of  the  bill  which  dis- 
criminate against  listed  securities  in  favor  of  unlisted  securities. 
When  you  reach  the  section  of  the  bill  which  purports  to  give  the 
Federal  Trade  Commission  the  power  to  deal  with  unlisted  securities, 
you  object  to  it. 

Mr.  Thompson.  We  do  in  this  respect,  Mr.  Pecora.  We  feel  that 
there  are  quite  a  number  of  unlisted  securities  which  by  their  very 
nature  cannot  be  listed.  Let  us  take,  for  instance,  as  an  illustration, 
the  serial  bonds  of  a  city,  and  so  on 
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Mr  Pecoiia.  Don't  you  think  that  that  pait  of  the  obiection  mio-ht 
be  met  by  a  provision  giving  the  Federal  Trade  Commiss  on  he  power 
M?XV^"'^  %'''''^'''  "^  ^^'^  ^«^*t  tliat  you  have  referredToT 

storl.^  aie  secuuties  of  very  high  grade,  insurance  stocks  and  bank 
thnf  !; '        A    r^"?  \ndustrial  concerns  of  exceptionally  high  o-rade 
^changes'         " '''  ''^'^  ^^  ^''^'''  ^^^^  ^''  "^^^^^^^"^  «f  r?co|nized 

Mr  Pecora    The  power  vested  in  the  Federal  Trade  Commission 
'^M^^ZMlrYt'"''  ""'^'  '^'''  '''''  ^"*--'  -ulH^  nit  ? 

Section  15,  subsection  (B),  article  2,  lines  20  and  21 :  In  restrictin<r 
the  delivery  of  securities  by  directoi's,  officers,  or  principal  Sf 

sSf  ^"^  ""t!*!-?  ^  'H'  °*  ^^^^  ^1^^  ^ill  makes  no  aHowance  f or" 
Sundays  or  holidays     In  the  event  of  sales  in  the  East  fror^  the 

nl.pf '  T^^'  ""  °^/^'"  F'^^^^^  ^«^«<^  f^^«"^  «^e  East,  of  other  mnoe 
places  of  the  country  the  5  days'  limit  is  too  short.  Also  shonld 
a  holder  of  securities  be  out  of  the  country  and  wish  to  sel    on  fl  p 

'"Mr  PEfor^'n  '  ""'f^  ''".  f^S^  ^^^"^^  ^-  -  bailed  fr^mlrng'so 
Mr.  Pec<)ra.  He  would  not  be  barred  if  he  had  his  securities  uSder 

the  control  and  custody  of  someone  in  the  community. 
Mr    Thompson    But  if  he  attempted  to  come  home  to  obtain  his 

safe-deposit  box,  he  would.  outcain  nis 

Mr.  Pecoea.  I  mean,  a  person  could  very  easily  take  some  neces 
pZSi:r'"'  ''  ""''''''  '™^^'*  '^''^^  '^'  l-.rs'hness  of  "any "sS 

Mr.  Thompson.  Ordinarily;  but  there  are  many  cases  that  arisP 
io^ct  in  Kry!^  ^"^  ^'  ''''  ^^"^^^^  ^^  ^^^  niikes^ ^HL' S 

Mr.  Pecora    But  he  could  leave  his  securities  in  such  a  custodian 
Jhip  as  to  make  them  easily  available  to  the  person  i^whose  custodv" 
they  are  left  to  execute  the  order  to  sell  custody 

Mr.  Thompson.  Ordinarily  that  would  be  true,  but  I  do  know  of 
instances  that  have  arisen  where  persons  out  of  the  countrv  ha?e 
desired  to  se  1  their  securities  held  in  their  safe-deposTt  boxes  V 
very  perceptible  rise  in  the  securities  was  made  kno^^m  to  them  after 

thai  ^::^:^  z^^i:"^^^^'  ^^-^  ^^  -^^  -p  ^^^^^ 

Mr.  Pecora.  You  know  the  custom  has  grown  up  and  developed  of 

relieve  himself  olthar"-S"'Lvdsh:,"'""  '°  ""'■^  P^"""  '" 

mI'  ?2'r'*-  "  'VVV*"H',""'  '"•'•^  'f-  it  i--^  '"-^  ""'"  fault. 

the  Padfic  ™a°rt,^,ns^:H'''  "''°  ^'  'f'^  '"'»  consideration  that  on 
•in^  Ai„  1        f    '""^act'ons  are  made  in  securities  from  Honolulu 

"here  the  transactions  are  made,  within  the  3-day  limit.     San  Sn! 
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cisco  exchanges  have  a  substantial  volume  of  business  in  the  pine- 
apple and  sugar  stocks  from  Honolulu  and  canning  stocks  from 
Alaska  and  Honolulu. 

Section  16 :  The  expense  of  examination  provided  in  this  clause  is 
unfair.  Most  of  the  exchanges  and  some  of  the  States  now  conduct 
examinations.  The  securities  business  is  subjected  to  a  greater 
taxation  on  the  character  of  business  transacted  than  probably  any 
other  business  in  the  country. 

Section  17,  subsection  (a),  page  32,  line  2:  The  words,  "influenc- 
ing the  judgment  of  an  average  investor",  we  submit,  is  language 
too  vague  and  inadequate  to  determine  just  what  is  the  judgment  of 
the  average  investor.  In  the  penalizing  clause  the  door  is  wide  open 
for  those  who  are  prone  to  blackmail,  and  the  burden  of  proof  is 
placed  upon  the  broker. 

Section  17,  subsection  (e)  :  It  would  seem  that  the  broker,  by  this 
subsection,  must  face  a  continuing  liability,  as  either  a  purchaser 
or  a  seller  of  securities  who  has  discovered  a-  violation  of  this  section 
of  the  law  will  have  a  right  of  action  against  the  broker  at  any  time 
within  2  years  "  after  the  discovery  of  the  violation."  Wliat  is 
meant  by  the  word  "discovery"  as  used  in  this  connection?  How 
can  an  ordinary  citizen,  may  I  ask,  discover  that  a  law  has  been 
violated  in  the  sense  that  he,  thereupon,  will  become  both  the  judge 
and  the  jury  in  the  matter?  And  if  the  citizen  is  to  be  authorized 
to  exercise  judiciary  prerogatives,  why  not  go  the  whole  route  and 
authorize  him  to  assess  punishment? 

Mr.  Pecora.  Don't  you  think  that  argument  is  far-fetched? 

Mr.  Thompson.  It  may  be.  On  the  other  hand,  it  is  possible. 

Mr.  Pecora.  The  word  "  discovery  "  used  here  has  its  counterpart 
in  many  statutes  involving  civil  remedies. 

Mr.  Thompson.  It  may  be. 

Mr.  Pecora.  I  do  not  know  of  any  cases  in  which  courts  have 
found  difficulty  in  determining  just  what  was  meant  by  the  term 
in  a  statute. 

Mr.  Thompson.  You  can  readily  see,  Mr.  Pecora,  that  5  or  6  or 
7  years  from  now  you  can  discover  that  something  has  been  violated. 

Mr.  Pecora.  It  has  already  been  suggested,  and  as  far  as  I  know 
it  has  found  favor,  that  there  be  a  further  limitation,  that  such  an 
action  must  be  brought  within  6  years. 

Mr.  Thompson.  There  should  be  a  time  limit. 

Section  18,  subsection  (A)  :  The  extending  of  authority  to  the 
commission  to  make  "  such  rules  and  regulations  as  it  may  deem 
necessary  or  appropriate  to  carry  out  and  to  implement,  administer, 
and  enforce  the  provisions  of  this  act,  including  the  rules  and  regula- 
tions governing  the  form  and  content  of  registration  statements 
and  reports  for  various  classes  of  exchanges,  members,  securities, 
and  issuers,  and  defining  accounting,  technical,  and  trade  terms  used 
in  this  act "  is  a  power  which  we  feel  Congress,  even  if  constitutional 
to  do  so,  which  is  doubtful,  should  not  delegate  to  a  commission 
of  any  kind  or  form.  There  is  the  power  in  the  commission  also  to 
rescind  and  change  its  rules  and  regulations.  To  pass  this  authority 
on  to  a  commission,  in  this  instance,  is  to  place  those  doing  a  broker- 
age business  in  a  class  by  themselves  where  they  shall  have  no  rights 
whatever,  not  even  the  right  to  be  heard  when  the  commission  is 
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lormulating  the  rules  and  regulations  which  are  to  become  part  oi 
tnis  law.  We  protest  the  broad  powers  conferred  upon  the  com- 
mission m  this  provision. 

Subsection  B  of  this  same  section,  among  other  things,  provides 
hat  tlie  commission  shall  determine  the  method  to  be  followed  in 
so  w'f  ^?l  T  «/.  Y«^"^ts,  in  the  appraisal  of  assets,  liabilities,  and 
Zi.inf  1  ri  '^  f^""  go  a  long  way  toward  compelling  corpora- 
iTL\^S  ^  T  «^^^7J?«l^lers,  and  to  the  public,  such  rtatements 
as  may  be  misleading  and  m  serious  conflict  with  previous  practices. 
L  nder  subsection  A  of  this  section  the  commission  can  step  in  and 

i:^iz:^^^i:i:^^'^^-  ^^^  ^^^^^^^  ^^^^  ^^-  -^-^-^ 

Mr.  Pecora  Are  you  not  in  favor  of  uniform  systems  or  methods 
or  accounting?  ^•^'.^^a 

Mr.  Thompson.  Absolutely. 

Section  20:  This  section  provides,  among  other  things,  that  when- 
ever the  commission  shall  be  of  the  opinion  that  anv  person  "is 
about  to  violate  any  provision  of  this  act  "  and  when  any  person  is^ 

about  to  engage  in  any  acts  or  practices  which  constitute  or  will 
constitute  a  violation  of  the  provisions  of  this  act,  or  of  any  rule  or 
regulation  prescribed  under  authority  thereof  ",  the  commission  may 
proceed  against  such  person  in  any  United  States  court  to  enjoin 
mm  and  prosecute  him  for  having  an  intention,  which  may  be  noth- 
ing more  than  a  suspicion  or  an  inference.  We  strongly  protest  the 
language  contained  m  this  section.  ^  ^  ^ 

Mr  Pecoea.  Don't  you  think  it  is  well  to  try  to  lock  the  stable 
door  before  the  horse  has  been  stolen  sometimes « 

Mr.  Thompson.  I  think  perhaps  it  might  well  to  do  so.  That  is 
an  old  saying  and  that  is  very  well  stated,  but  at  the  same  time 
^^hat  an  intention  will  be  is  pretty  hard  to  determine.  I  mav  have 
some  Ideas  about  a  matter  but  I  have  no  intention  of  doing  anythin' 
whereby  I  woulcl  be  forced  to  defend  myself  in  the  courts         ^        " 

.vW  ••  Y^'T^-  ^T'^^%  ^'^^  ^^^'^^  '^""^  "^^^^^'^  "Pon  to  determine  with 
what  intent  an  act  is  done. 

fl.?fV•'^^™Y?l°''•l^^^'''  ''""^  P"*  anything  more  on  the  courts  of 
that  kind.     I  think  we  have  too  much  of  it  now. 

Mr.  Pecora.  The  courts  are  not  complainino- 

Mr.  Thompson.  Section  22:  If  the  inforimation  required  bv  the 
commission  is  to  be  made  available  to  the  public,  we  believe  the 
beneht  to  be  derived  by  the  pubhc  will  be  baiTed  b^  the  proh  bitive 
cost  of  such  information.  This  we  base  upon  the  co.4  of  information 
available  to  the  public  by  the  Federal  Ti4de  Commission  under  the 
pe'r" W^t^e'curi^^^^^^^    ""'^"^-  '  ^^-^'^^-'^^^^^  ^-m  $40  to  $60 

Tins  m  the  event  that  the  information  is  to  be  placed  oDen  nnrl 
available  for  the  public  to  see,  in  the  commission   ^  ^  ^ 

Section  24:  Lines  24  and  25,  page  43,  makes  use  of  the  words 
false  and  misleading  m  any  matter  sufficiently  important  tT  in- 
fluence the  judgment  of  an  average  investor."  The  question  of  who  ^ 
IS  and  what  constitutes  an  avera|e  investor  is  one  d?fcilt  of  deler' 
mination  even  by  Congress.  The  liability  under  this  clause  1  so 
unreasonable  and  the  penalties  so  severe  that  instead  of  n^akfnc^  the 
bill  one  of  regulation  it  becomes  an  opening  for  persecut  on    " 
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Section  27.  subsection  (b)  :  Many  exchanges  today  hold  listing 
contracts  and  agreements  with  corporations.  Some  of  these  con- 
tracts covering  the  listing  requirements  and  agreements  between  the 
exchanges  and  the  corporations  have  been  in  force  for  years.  Con- 
sideration should  be  given  to  such  long-standing  contracts  and 
relations. 

Section  28 :  This  section  discriminates  against  brokers  and  dealers 
in  favor  of  the  individual,  enabling  the  individual  to  purchase  se- 
curities direct  from  foreign  countries  but  forbidding  a  broker  or 
dealer  from  making  such  purchases.  This  section  will  encourage 
investors  to  place  their  orders  direct  in  foreign  markets. 

Section  29 :  We  vigorously  protest  against  a  tax  of  any  kind  what- 
soever being  levied  upon  the  exchanges,  or  the  brokers  engaged  in 
business  thereon,  for  the  purpose  outlined  in  this  section.  The  busi- 
ness of  buying  and  selling  securities  is  already  bearing  a  greater  pro- 
portion than  is  its  share  in  the  way  of  Federal  taxes ;  and  the  revenue 
derived  by  the  Government,  if  it  is  necessary  to  have  a  regulatory 
measure,  is  more  than  ample  to  bear  any  expense  involved  in  the 
enforcement  of  the  act. 

Mr,  Pecora.  The  tax  that  you  refer  to  is  one  and  five  hundredths 
of  1  percent? 

Mr.  Thompson.  Yes.  I'  might  say,  in  addition  to  the  tax  levied 
by  the  Federal  Government,  there  are  some  of  the  States  that  also 
levy  a  tax  equal  to  that  of  the  Federal  Government  upon  the  securities 
business. 

Section  30 :  The  way  is  cleared  by  this  provision  for  the  employ- 
ment by  the  Commission  of  persons  either  with  or  without  the 
peculiar  qualifications  necessary  to  the  handling  of  delicate  rela- 
tionships, who  frequently  no  doubt  will  consider  it  necessary  to  step 
into  situations  involving  the  very  confidential  relationships  or  under- 
standings already  existing  or  to  exist  between  brokers  and  custo- 
mers. No  protection  is  afforded  here  either  in  the  development  or 
the  maintenance  of  relationships  'of  this  character,  which  are  con- 
sidered so  valuable  and  are  so  highly  prized  by  both  brokers  and 
customers.  Yet  an  incompetent  employee  of  the  commission,  who 
is  in  his  ]30sition  without  sanction  of  the  broker,  but  whose  compen- 
sation is  paid  in  part  by  the  broker,  may  find  himself  in  a  position 
where  he  can  either  by  ignorance  or  design  wreck  business  associa- 
tions of  this  kind  which  have  lasted  for  years. 

The  burden  of  expense  upon  the  broker,  particularly  the  small 
house,  provided  for  in  this  section  is  likely  to  prove  prohibitive. 

Then  I  have  the  figiires  showing  the  number  of  transactions  in 
shares  of  stock  on  the  local  stock  exchanges  outside  of  New  York 
from  1929  to  1933  by  the  year  and  the  total. 

(The  tabulations  submitted  by  Mr.  Thompson  appear  in  full  at 
the  conclusion  of  his  statement  in  the  printed  record  only.) 

Mr.  Pecora.  Have  you  any  statistics  that  you  could  include  show- 
ing the  market  value  of  securities  listed  on  these  various  exchanges? 

Mr.  Thompson.  No;  I  have  not,  Mr.  Pecora.  One  of  these  is  the 
same  information  as  to  the  par  value  of  bonds.  The  next  one  gives 
as  of  February  19,  193-1,  the  total  numbers  of  shares  and  the  total 
par  values  of  bonds  listed  upon  the  local  exchanges  outside  of  New 
York. 


6996 


STOCK   EXCHANGE   PRACTICES 


-?   K 

m 

t  'J*'  (f 

if' 

1 

1 

The  general  impression  is  that  the  National  Securities  Exchange 
Act  will  only  affect  the  New  York  Stock  Exchange.  Never  was 
there  a  more  erroneous  impression.  I  submit  herewith  tables  show- 
ing that  there  are  listed  on  stock  exchanges  outside  of  the  city  of 
New  York  2,140,015,288  shares  of  stock  and  $10,960,816,255  par 
value  of  bonds  and  that  the  volume  of  transactions  for  the  past  5 
years,  as  officially  reported  by  the  local  exchanges,  reached  a  total  of 
750  549^38  shares  and  $199,663,557  par  value  of  bonds  respectively 
Mr.  Pecora.  Mr.  Thompson,  where  did  you  get  the  notion  the 
general  impression  is  this  bill  affects  only  the  New  York  Stock 
Exchange  ? 

Mr.  Thompson.  I  do  not  get  the  notion,  Mr.  Pecora.     It  is  the 
general  .impression  that  prevails.     It  was  aimed  at  the  NeAv  York 
htock  Exchange. 
Mr.  Pecora.  There  is  nothing  in  the  act  that  says  that. 
Mr.  Thompson.  I  did  not  say  so.     I  am  talking  about  the  <^eneral 
impression  that  prevails.     I  did  not  say  the  act  said  so. 

Mr.  Pecora.  I  have  moved  among  different  classes  of  persons,  and 
this  IS  the  hrst  time  I  have  heard  that  thought  advanced. 

Mr  Thompson.  Many  of  the  provisions  of  the  bill  seem  to  be 
aimed  more  particularly  at  the  operations  on  the  larger  markets, 
say  the  New  York  Stock  Exchange.  ' 

Mr.  Pecora.  All  the  markets. 

Mr.  Thompson.  Yes,  sir;  but  many  of  the  provisions  of  the  bill 
are  applying  to  the  local  conditions  throughout  the  country,  which 
are  not  in  the  same  class  as  the  larger  national  market  in  New 
York.  1  he  present  bill  would  seem  to  be  predicated  upon  the  mis- 
taken premise  that  corporations  and  stock  brokers  will  somehow 
contrive  to  continue  their  normal  functions  despite  the  drastic  retru- 
lations  imposed  by  the  measure.  I  respectfully  submit,  on  the  con- 
trary, that  corporations  will  immediately  and  in  great  numbers 
remove  their  securities  from  listed  trading  to  avoid  the  burdens  the 
act  seeks  to  impose  upon  them,  and  the  public  thereby  will  not  onlv 
tail  to  obtain  the  results  hoped  for  from  the  act  but  automaticallV 
the  market  tor  these  securities  will  be  thrown  upon  the  street  or 
upon  the  over-the-counter  market,  thus  depriving  the  corporations 
and  their  securities  owners  of  the  admitted  and  certain  benefits  of 
a  regulated  market. 

Mr.  Pecora.  Mr.  Thompson,  aren't  you  mindful  of  the  fact  that 
under  section  14  the  Commission  will  have  the  power  to  prescribe 
rules  and  regulations  governing  transactions  in  the  over-the-counter 
market  ? 

Mr.  Thompson.  I  am  not  unmindful  of  that,  Mr.  Pecora  I  am 
rather  ot  the  opinion  that  if  the  bill  is  enacted  in  the  present  word- 
ing, corporations  will  simply  remove  the  stock  from  listing  and  let 
It  tall  m  whatever  course  it  will. 

Mr.  Pecora.  What  reasons  have  you  for  that? 

Mr.  Thompson.  Because  of  the  expense  involved  in  it 

Mr.  Pecora.  What  expense? 

Mr.  Thompson.  The  expense  upon  the  corporation  and  require- 
ments ot  adhering  to  the  regulations. 

Mi-.  Pecora.  What  expense? 
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Mr.  Thompson.  Well,  the  expense,  first,  in  the  certified  public 
audits. 

Mr.  Pecoea.  You  have  already  indicated  that  you  are  in  favor 

Mr.  Thompson.  I  am. 

Mr.  Pecora.  Of  having  audited  statements. 

Mr.  Thompson.  I  am  in  favor  of  it,  but  I  will  grant  you  that 
corporations  will  not  stand  the  expense. 

Mr.  Pecora.  You  think  that  they  would  forego  the  advantage  of 
having  their  securities  listed  in  order  not  to  meet  the  expenses  of 
the  cost  twice  a  year  ? 

Mr.  Thompson.  On  the  local  exchanges  they  would,  I  think. 

Mr.  Pecora.  Do  you  think  the  stockholders  would  sanction  such 
action  ? 

Mr.  Thompson.  I  do. 

Mr.  Pecora.  And  have  them  dealt  in  in  the  over-the-counter 
market? 

Mr.  Thompson.  I  am  not  talking  about  where  they  shall  be  dealt 
in,  because  if  the  Commission  prescribes  certain  rules  and  regulations 
under  this  bill  they  may  not  be  dealt  in  at  all. 

Mr.  Pecora.  Corporations  then,  in  order  to  avoid  the  expense  of 
an  audited  statement  twice  a  year,  would  prefer  to  destroy  the 
liquidity  of  their  own  securities  by  withdrawing  them  from  a  mar- 
ket entirely?     Is  that  your  fear? 

Mr.  Thompson.  Our  premise  in  this  matter  is  based  upon  four 
quarterly  audited  reports  and  this  memorandum  is  drawn  upon  that 
statement.  Now,  what  will  happen  if  there  are  only  two,  I  do  not 
know.     Certainly  the  burden  is  much  lighter. 

But  I  do  say  that  to  comply  with  the  matter  of  soliciting  proxies, 
is  another  expense ;  I  could  not  enumerate  them  all  to  you  at  the 
moment,  but  there  are  certain  expenses  in  there  that  the  corporation 
Avill  have  if  its  securities  are  listed. 

The  Chairman.  And  yet  3'ou  think  they  ought  to  make  these 
semiannual  audited  reports? 

Mr.  Thompson.  I  should  like  to  see  quarterly  reports.  Senator. 
I  stated  that  several  times.  But  I  do  not  see  how  it  is  possible  to 
force  corporations  to  go  to  the  expense  of  quarterly  audits.  There 
are  many  corporations  on  our  local  exchanges  with  a  capitalization 
of  three  or  four  or  five  hundred  thousand,  or  six  hundred  thousand, 
some  of  them  a  million,  and  a  great  deal  more,  but  we  have  many 
small  corporations. 

In  the  same  manner  I  am  confident  that  many  if  not  a  majority 
of  brokers,  particularly  those  who  are  members  of  local  exchanges, 
will  be  unable,  if  not  unwilling,  to  comply  with  the  provisions  of 
the  act  and  that  as  a  result  the  local  exchanges  themselves  will  cease 
their  existence. 

We  may  presume  that  the  members  of  the  Federal  Trade  Com- 
mission, as  at  present  organized,  have  been  carefully  selected  and 
are  wise  and  prudent  in  the  execution  of  their  duties  and  responsibil- 
ities. Nevertheless,  entirely  too  much  power  is  placed  in  the  hands 
of  the  commission  by  the  terms  of  this  measure.  The  stalking  men- 
ace of  bureaucracy  is  apparent  in  the  bill's  general  purport  and  in 
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all  Its  passages.  The  exchanges  will  have  no  equal  voice  in  the 
conduct  of  thear  own  affairs— the  regulatory  features  are  too  rigid 
and  too  unwieldly  to  permit  of  that,  even  if  the  Commission  wire 
not  vested  as  it  is  under  the  bill,  with  authoritv  so  broad  that  it 
can  regulate  if  it  likes  or  it  can  take  things  into  its  own  hands  and 
actually  administer  the  business  of  the  exchanges.  More  than  that 
1  he  Commission  by  the  bill  is  given  power  to  restrict  and  control  the 
credit  system  and  it  is  given  control  of  corporations  regardless  of 
whether  or  not  they  are  engaged  in  interstate  commerce 

nnwp;^  "";'•  P'"'^  clo  you  think  the  bill  gives  the  Commission 
power  to  control  corporations  ( 

I  •^^i'""  p^f^PSON.  It  gives  the  Commission  power  to  control  the 
kind  of  .statements  that  they  shall  issue,  appraise  the  assets,  the 
liabilities,  and  many  other  things  that  are  mentioned  there  in  the 

Mr.  Pecora.  Then  you  think  that  the  provisions  giving  the  Com- 
mission the  right  to  call  for  certain  statements,  prescribing  the  form 
and  content  of  such  statements,  is  equivalent  to  the  powerlo  operate 
the  business  of  the  corporations  ? 

Mr.  Thompson.  I  cannot  see  how  it  would  be  possible  for  a  cor- 
poration to  go  along  and  conduct  its  business  the  way  we  will  assume 
It  has  been  running  if  the  Commission  comes  in  and  sets  up  certain 
rules  and  regulations  that  it  must  abide  by  in  order  to  have  its 
securities  listed  on  the  exchange.  u    lave  nb 

Mr.  Pecora.  What  are  the  rules  and  regulations  that  you  have 
reterence  to  that  the  Commission  could  adopt? 

Mr.  Thompson    Well,  we  have  already  mentioned  several  of  the  ' 
expense  matters  that  they  go  to.    The  bill  goes  further,  Mr.  Pecora 
nabiltt'ie?         '  ''^'''"  determine  the  appraisal  of  the  assets,  the 

Mr.  Pecora.  That  goes  back  to  the  determination  or  the  adoption 
ot  a  unitorm  system  of  accounting,  doesn't  it? 

Mr.  Thompson.  Not  necessarily. 

Mr.  Pecora.  Well,  I  think  it  does 

Mr.  Thompson.  Not  at  all. 

Mr.  Pecora.  I  think  that  is  exactly  what  is  aimed  at. 

Mr.  1 HOMPSON.  I  cannot  agree  with  you  on  that 

Mr  Pecora.  Merely  because  the  Commission  is  given  the  power 
to  determine  what  shall  be  the  form  and  content  oi  the  statement 
ot  condition  is,  to  my  mmd,  rather  a  tenuous  basis  upon  which  to  say 
the  Commission  is  thereby  given  the  right  to  control  the  corpora- 
tion You  might  just  as  well  say  that  the  bookkeeper  or  the  person 
n  charge  of  the  bookkeeping  of  the  corporation  has  a  greater  voice 
m  the  operation  of  the  busmess  than  the  president  and  other  execu- 
tive officers  or  the  board  of  directors 

.Ju'  ^n'"''^''-  ^h^  ^'?.^''^'  '^  y^^^  ^^'-^^'^  ^  Pl^^^t  appraised  at  a 
million  dollars  and  the  Commission  comes  along  ami  sets  up  a 
method  by  which  you  shall  appraise  that  plant-thev  sav  that  you 

of'S'io  0  oT  f''  '"'^'^  that-you  may  find  that  you  have  an  appraisal 
ot  it5250,000  before  you  are  through. 

Mr.  Pecora.  You  know  the  kind  of  abuses  that  are  indulged  in 
because  we  have  no  uniform  system  of  accounting? 
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Mr.  Thompsox.  That  is  quite  true.     I  agree  with  you. 

Mr.  Pegora.  Don't  you  think  those  abuses  should  be  eliminated? 

Mr.  Thompson.  I  think  they  should  be,  but  I  do  not  believe  they 
should  be  blamed  on  the  stock  exchanges. 

Mr.  Pecora.  Then  let  us  see  if  they  cannot  be  by  the  adoption  of 
a  uniform  system  of  accounting.  The  Income  Tax  Department 
requires  form  of  income-tax  statements  that  corporations  and  indi- 
viduals must  make.  Do  3'ou  think  that  that  puts  the  Internal  Reve- 
nue Bureau  in  a  position  of  running  the  business  of  those  corpora- 
tions and  individuals? 

Mr.  Thompson.  No;  but  the  Federal  Trade  Commission  is  given 
very  niuch  broader  power  than  the  income  tax  department  is  in  the 
administration  of  this  measure. 

Mr.  Pegora.  Not  merely  because  it  is  given  the  right  to  determine 
the  form  and  content  of  statements.  I  think  that  is  a  very  far- 
fetched conclusion. 

Mr.  Thompson.  It  is  a  safe  assumption  that  few  if  any  among  the 
country's  population  even  so  much  as  dreamed  that  the  law  which 
put  the  Reconstruction  Finance  Corporation  into  operation  would 
some  day  give  that  body  control  over  the  banks.  Yet  that  came 
about,  as  we  all  know.  Was  this  an  expectation  of  Congress  when 
the  R.F.C.  legislation  was  under  consideration?  If  the  answer  to 
this  question  is  in  the  negative,  as  I  think  it  must  be,  then  another 
question  might  properly  be  asked :  If  the  Congress  itself  doesn't 
know  what  it  wants,  why  leave  the  matter  to  a  Commission  for 
experimentation  ? 

A  government  by  bureaucracy  means  a  government  removed  from 
the  people.  It  means  regulating  the  spirit  of  incentive  out  of  the 
lives  of  individuals.  We  have  heard  the  statement  made  here  that 
the  bill  allows  for  flexibility  of  action.  If  there  is  flexibility  of 
action  in  this  bill,  then  by  all  its  earnuirks  it  is  flexibility  for  the 
regulators  and  not  for  the  regulated. 

It  is  not  conceivable  that  Congress  should  pass  a  bill  so  drastic 
as  this  one  is  in  its  opposition  to  established  business  principles, 
and  so  destructive  of  established  financial  market. 

The  last  several  days  in  this  room  we  have  heard  expounded  a 
philosoph}' — a  sort  of  applied  philosophy — vague  to  most  of  us  but 
eloquent  nevertheless,  which  is  designed  seeming  to  put  the  business 
interests  and  the  country  itself  on  notice  that  the  customs  and  prac- 
tices in  our  particular  line  of  endeavor,  vrhich  of  our  knowledge 
were  built  upon  the  solid  rocks  of  experience  and  common  sense,  are 
no  longer  to  guide  us  in  the  future  in  the  United  States.  Whence 
comes  this  philosophy?  What  is  its  genesis?  Does  it  spring  from 
the  minds  of  the  men  of  our  Nation  who  make  up  the  generations 
that  have  devoted  lifetimes  to  the  study  of  the  problems  related  to 
the  operation  of  the  stock  exchanges?  Do  these  young  gentlemen 
fresh  from  the  colleges  who  have  learned  about  the  exchanges  from 
their  own  theses,  and  by  long  distance,  actually  have  a  better  insight 
of  what  is  necessary  and  advantageous  to  the  public  welfare  in  this 
connection  than  do  those  who  have  gained  their  knowledge  and 
wisdom  through  circumstances  of  close  contact  with  the  problems 
themselves  ? 
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Pass  this  bill,  declared  one  of  the  measure's  proponents  in  this 
presence,  and  the  stock  exchanges  no  longer  will  be  private  clubs. 

Mr.  f'EcoBA.  ^ou  have  heard  the  argument  made  that  the  stock 
exchange  IS  a  private  club  and  hence  should  be  without  the  power  of 
fctate  or  h  ederal  regulation  ? 

Mr.  Thompson.  I  have  heard  it  made  right  here  in  this  room. 

Mr.  Decora,  lou  have  heard  it  made  by  the  representatives  of 
stock  exchanges,  too  ? 

Mr.  Thompson.  No ;  I  have  not. 

Mr.  Pecora  Well  I  have ;  not  only  here,  but  before  the  New  York 
^tate  Legislature,  when  efforts  were  made  to  regulate  the  exchanges 
m  New  York.  ^ 

Mr  Thompson.  I  think  there  is  nothing  in  that  kind  of  talk.  At 
best  It  is  a  specious  argument.  How  many  times  have  vou  and  I 
heard  the  United  States  Senate  referred  to  as  the  most  exclusive 
u  /"lu  ^^''''^'^-  J.^^""''^  ^^  ^  ^^'^'^<^  ^^eal  about  the  bill  itself  and 
about  the  support  of  its  provisions  here  and  elsewhere  that  savors 
ot  amateurism.  It  strains  hard  at  the  unattainable.  It  seeks  to 
carry  us  to  a  Utopia  by  heading  us  in  the  direction  of  the  Tower 
or  iiabel. 

I  have  said  that  the  stock  exchanges  are  merelv  market  places. 
Ihey  are  that,  and  they  are  much  more  than  that.  They  are  human 
institutions.  Their  dependence  is  the  public  itself.  Their  ears  are 
always  close  to  the  ground.  They  are  susceptible  to  public  senti- 
ment and  public  pressure  m  a  peculiar  sense  and  to  a  greater  deo-ree 
than  IS  perhaps  any  other  widespread  business  enterprise  in^the 
country  with  the  possible  exception  of  the  United  States  Government 

True  as  has  been  intimated  in  some  quarters,  we  mav  not  have 
all  the  know  edge  and  all  the  wisdom  which  is  necessary  in  the  con- 
duct of  our  business;  but  this  bill  would  indicate  that  that  neither 
those  ot  us  who  are  now  in  temporary  control  of  the  exchancres 
nor  those  who  have  preceded  us  in  this  capacity  have  ever  had^or 
will  ever  have  any  knowledge,  or  wisdom,  or  decency,  or  patriotism. 
Ihere  is  a  trite  old  saying  to  the  effect  that  the  proof  of  the  puddin^ 
is  m  the  eating  thereof.  We  might  try  out  this  bill  on  the  American 
people.  But  I  say  to  you  solemnly  that  the  outcome  and  the  result 
will  only  be  contemplated  through  the  wreck  of  the  stock  exchancxes 
as  institutions  and  through  further  financial  and  industrial  chJo. 
everywhere  m  the  United  States. 

As  a  final  word,  let  me  say  that  the  stringent  provisions  of  this 
bill  as  now  written  will  operate  to  defeat  the  verv  purposes  which 
rnnTfl"  '?  \  ac^complished.  It  would  without  doubt  seriouslv 
mpair  if  not  actually  destroy  the  value  of  securities  markets,  and 
thereby  deprive  the  Federal  Government  and  some  of  the  States  of 
the  enormous  revenues  now  derived  from  taxation  on  sales  and  trans- 
fers of  securities;  It  would  throw  thousands  out  of  emplovment,  and 
It  would  deprive  the  commercial  life  of  the  Nation  of  those  essential 
functions  of  the  stock  ex'changes  which  no  less  a  person  than  the 
Presiden  of  the  United  States  recognized  when,  in  his  verv  recent 
message  to  the  Congress  he  said,  in  part:  ' 
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It  is  my  belief  that  exchanges  for  dealing  in  securities  and  commodities 
are  necessary  and  of  definite  value  to  our  commercial  and  agricultural  life. 

I  have  spoken,  as  you  understand,  for  the  local  exchange.  Pass 
this  bill,  and  you  will  have  destroyed  not  only  the  local  exchanges 
but  all  stock  exchanges. 

Mr.  Pecora.  Mr.  Thompson,  you  have  been  good  enough  to  quote 
the  President  of  the  United  States  in  his  very  recent  message  to  the 
Congress.  You  might  also  bear  in  mind  his  suggestion  that  "  specu- 
lation with  other  people's  money  should  end." 

Mr.  Thompson.  I  am  not  unmindful  of  that,  Mr.  Pecora.  I  am 
in  accord  with  you  that  speculation  with  other  people's  money 
should  end. 

That  is  all,  Mr.  Chairman. 

The  Chairman.  Then  you  are  opposed  to  any  legislation  looking 
to  Federal  supervision  or  regulation? 

Mr.  Thompson.  I  am  opposed  to  any  Federal  legislation  looking 
to  the  regulation  of  stock  exchanges  wherein  the  stock  exchanges  do 
not  have  some  voice. 

The  Chairman.  I  do  not  understand  that  all  voice  of  the  stock 
exchanges  would  be  eliminated  under  this  bill. 

Mr.  Thompson.  I  would  understand  that  the  voice  of  the  stock 
exchanges  would  be  eliminated  under  this  bill  as  to  the  regulation; 
yes,  sir. 

Mr.  Pecora.  On  page  4  of  your  statement  you  say : 

In  those  memorable  days  previous  to  the  catastrophe  of  1929  the  exchanges, 
the  market  places,  were  open  for  business,  and  business  came  to  them,  as  we  all 
know,  in  avalanche  proportions.  That  which  occurred  has  been  characterized 
as  a  "  speculative  orgy." 

Do  you  think  that  that  characterization  is  wide  of  the  fact  ? 

Mr.  Thompson.  No;  I  do  not. 

Mr.  Pecora.  Then  you  ask  the  question : 

But  were  the  exchanges  responsible  for  this? 

In  asking  that  question  do  you  think  the  exchanges  had  no  respon- 
sibility whatever  for  this  "speculative  orgy"? 

Mr.  Thompson.  Mr.  Pecora,  that  is  a  very  difficult  question  to 
answer  just  in  that  way.  I  will  say  to  you  that  I  cannot  lay  to  the 
doors  of  the  exchanges  the  blame  for  the — just  as  you  term  it,  "  wild 
speculation  ",  the  large  speculation. 

Mr.  Pecora.  The  reason  I  asked  you  the  question  was  because  later 
on,  on  that  same  page,  you  say : 

An  analysis  of  the  conditions  prevailing  at  that  time  will  disclose  that  the 
cause  of  tlie  economic  misadventure  cannot  rightfully  be  laid  on  the  doorstep 
of  the  exchanges. 

Mr.  Thompson.  Yes,  sir;  I  maintain  that  position. 

Mr.  Pecora.  In  reading  that  I  would  gather  the  inference  that 
your  conclusion  is  that  the  exchanges  had  absolutely  no  responsi- 
bility for  any  part  of  this  speculative  orgy.  That  is  why  I  asked 
you  the  specific  question  you  now  say  is  a  difficult  question  to  answer. 

Mr.  Thompson.  Well,' it  is  a  difficult  question  to  answer  in  that 
way,  Mr.  Pecora.  •  I  say  the  exchanges  themselves  had  no  responsi- 
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bihty  if  I  had  to  answer  your  question  directly.  I- should  like  to 
quality  It,  however,  if  I  were  going  to  answer  it  in  your  way,  and 
say  that  possibly  more  stringent  regulations  on  the  part  of  tlie  ex- 
changes might  have  operated  to  curtail  the  large  amount  of  trading 
1  do  not  think  It  would  have  had  anything  to  do  with  the  question 
or  the  rise  m  prices.  n  ^^ 

Mr.  Pecora.  Then  at  least  to  the  extent  that  those  more  stringent 
provisions  were  not  adopted  by  the  exchanges  they  were  derelicti 
•        A  Thompson.  Wei  ,  I  would  not  say  that,  because  we  are  livin<r 
ma  day  when  we  are  learning  year  by  year  by  experience. 
iu^J'/fT^-  y^^^'  ]^  ''  ^''^,"'^  ^^  ^^^  experience  of  1929  and  the 

Zn  f         I'.f^-'ffv.^  'T""  ^^''''  ^^^^^  ^^'  ^^^^««ity  seems  to  have 
arisen  for  a  bill  of  this  character. 

Mr  Thompson.  And  may  I  say  to  you,  Mr.  Pecora,  that  I  men- 
tioned several  times  here  that  we  are  ready  and  willing  to  cooperate 
m  anything  that  is  constructive,  where  we  will  have  some  ^^^icl 
But  I  am  una  terably  opposed,  and  I  think  my  exchanges  are  0,3- 
posed,  to  any  bill  of  any  kind,  shape,  or  form  which  does  not  oi  ^ 
U.S  a  voice.  ^    *^ 

o.^fi.^''?''^--^^'^  exchanges  all  this  while  have  had  everv  voice 
and  the  sole  voice.  ^' 

Mr.  Thompson.  I  cannot  say  that. 
,    Mr.  Pecora    And  the  result  of  that  is  evidenced  by  the  shrinkage 
in  security  values  that  the  chairman  called  attention  tl)  earlier  today 

Mn  Thompson.  I  do  not  think  that  the  exchanges  can  be  blamed 
for  the  decline  in  securities  values.  uianieti 

The  Chairman.  What  you  mean  by  saving  the  exchanges  should 
have  some  voice  is  really  the  exchanges  shouFd  control  «^ 

Mr.  Thompson.  I  do  not  say  that,  altogether.     If  there  is  to  be 
a  P^bhc  regT,  atory  body,  if  that  is  decide^d  upon  by  the  Cmi'Ls 
I  would  feel  that    he  exchanges  should  have  some  voice  in  the  matTe; 
ot  their  own  regulation.  i^iciLLei 

The    Chairman.  All    right.     We    are    very    much    obliged     Mr 
morZr'  '    """"""    ^'"^    '^"    '^^^^    *""'^^'^^ 
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THE  VOLUME  OF  TRANSACTIONS  IN  PAR  VALUE  OF  BONDS  LISTED  ON  EXCHANGES 
OUTSIDE  OF  NEW  YORK  CITY 


Baltimore 

Boston 

Buflalo.- 

Chicago  Stock 

Chicago  Board  of  Trade  (Stock 

Dep't) 

Chicago  Curb 

Cincinnati 

C  level  and 

Detroit 

Hartford 

Los  Angeles  Stock 

Los  Angeles  Curb 

Louisville 

Minneapolis-St.  Paul 

New  Orleans -.- 

Philadelphia 

Pittsburgh 

Richmond 

St.  Louis 

Salt  Lake 

San  Francisco  Stock 

Sna  Francisco  Curb 

Seattle 

Washington --- 


Total 48,911,719 


1929 


$8, 001,  200 

11, 118,  745 

1, 747, 100 

4, 975,  500 


956,  500 
30, 000 
1, 490, 100 
(') 
(') 

779,  500 
(') 

44, 000 

778,  500 

2, 834,  000 

6,  057,  074 

115,000 

265,  100 

2, 021, 000 

(') 

3, 384,  500 

767,  500 

1, 151,  200 

2,  395,  200 


$6,  417,  500 
5,  539,  376 
2,  240,  400 

27,  462, 000 

53,  500 

2,  538,  200 

68, 000 

883, 050 


2, 800,  500 


22,  000 

110,000 

2,  941,  000 

5,  882, 125 

284,  000 

527,  500 

2,  244, 000 


2, 457,  500 

2,  533,  500 

800,  400 

1,  603,  200 


67, 407,  851 


1931 


$3, 048, 100 
3, 363,  800 
1,  524,  600 

12,  480,  500 

281, 000 
963,  675 
220, 000 
222,  250 


623,  500 


19,  000 
127,400 
2, 075,  000 
11,089,222 
100, 000 
847, 300 
910, 000 


2,381,000 

1,  938,  500 

170,  200 

1,  624,  200 


44,  009,  247 


$2, 140,  200 

1,911,600 

928, 900 

10,  597, 000 

283,  500 
73, 400 

134,  500 
71,  900 


148, 000 


4,000 

18,  950 

1,661,000 

3,  948, 602 

43, 000 

502, 100 

194, 000 


1,  530, 000 

349, 000 

3,000 

1,011,200 


25,  553, 852 


1933 


$2, 137,  500 

1, 169, 800 

797,  600 

1,  433,  000 

196, 100 
422,  500 
168,  600 
84,000 


151, 000 


8,000 

15,600 

2, 438, 000 

1,  560, 188 

119,000 

519,  500 

161, 000 


854,  500 
423,  000 
(') 
1, 122, 100 


13,  780, 888 


Total. 


$21,744,500' 

23, 103,  321 

7,  238,  wen 

56, 948,  000" 

814, 100 
4,  954,  275 

621,  000 
2,  751, 300 


4,  502,  500 


97, 000 
1, 050,  550 
11,949,000 
28,  537,  211 
661,000 
2,  661,  500 
5,  530, 000 


10, 607,  500 
6,011,500 
2, 124,  800 
7,  755, 900 


199,  663,  557 


1  No  bonds. 

THE  VOLUME  OF  TRANSACTIONS  IN  SHARES  OF  STOCK  LISTED  ON  EXCHANGES 
OUTSIDE  OF  NEW  YORK  CITY 


Baltimore.-- 

Boston.. 

Buffalo - 

Chicago  Stock... 

Chicago     Board     of     Trade 

(Stock  Dep't) 

Chicago  Curb 

Cincinnati 

Cleveland 

Detroit 

Hartford 

Los  Angeles  Stock 

Los  Angeles  Curb 

Louisville 

Minneapolis-St.  Paul 

New  Orleans _.. 

Philadelphia 

Pittsburgh 

Richmond-. 

St.  Louis 

Salt  Lake 

San  Francisco  Stock 

San  Francisco  Curb 

Seattle 

Washington 

Total 


$1, 312, 270 

25, 075, 468 

4, 832, 045 

82, 216, 000 

890,  775 

6, 643, 201 

1, 643, 130 

2,007,110 

11,434,665 

3, 250, 000 

15, 406, 993 

37, 775, 806 

23,700 

730, 424 

345, 000 

35, 520,  785 

6, 328, 923 

22,  315 

1, 318, 000 

30, 455, 056 

19, 188, 822 

12, 983,  565 

481,  718 

99, 831 


298, 985, 602 


$743, 565 

15, 413, 305 

2, 865, 925 

69,  747,  500 

1, 460, 185 

6, 047, 935 

762,  533 

779, 056 

5, 065, 720 

2, 300, 000 

9,171,442 

11,082,275 

30,  500 

559, 252 

128, 000 

27,  234, 794 

3, 542, 446 

29,621 

548, 000 

19, 429, 889 

15,  262, 932 

4, 840,  286 

293, 955 

57, 093 


197, 402,  209 


$510,  773 

12, 462, 142 

1,531,004 

34, 404, 200 

1,667,147 

3, 855, 194 

527, 392 

519, 460 

3, 843, 225 

1,680,000 

5, 450,  543 

8, 310,  729 

1,250 

487, 074 

116,000 

10,  589, 837 

1,625,014 

21,717 

380, 000 

10,315,075 

9, 875, 057 

2,  470, 066 

145,  231 

41,543 


110,829,673 


$350, 350 

10, 299,  561 

610, 078 

15, 642, 000 

1, 155, 643 

840, 200 

321, 867 

407, 463 

2,  775, 956 

1, 100, 000 

3, 068, 749 

3, 106, 501 

1,000 

323, 062 

52,000 

6, 592, 342 

1,551,958 

14,014 

165, 000 

3, 468,  282 

7, 058,  715 

1,401,017 

15, 393 

9,035 


60,  330, 186 


$635,  753 

13, 672, 390 

274, 377 

18, 288, 000 

1, 657, 024 

3, 136, 400 

288,127 

488,281 

4, 092,  518 

1, 800, 000 

3, 228, 819 

5,922,176 

700 

363, 162 

95, 000 

7, 614, 522 

2, 409, 566 

12, 377 

145, 000 

8, 637, 020 

8, 129,  554 

2, 099, 054 

415 

11,433 


83,001,668 


$3,552,711 

76, 922, 866 

10, 113, 429 

220, 297,  700 

6, 836,  774 

20, 522, 930 

3,  543, 049 

4, 201, 370 

27, 212, 084 

10, 130, 000 

36, 326, 546 

66, 197, 487 

57, 150 

2, 462, 974 

736, 000 

87,  552, 280 

14, 457, 907 

100, 044 

2,  556, 000 

72, 305,  322 

59, 515, 080 

23, 793, 988 

936,  712 

218, 935 


750,  549, 338 
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Nvniber  of  shares  of  stock  and  par  value  of  bonds  listed  on  exchanges  outskle 
of  New  York  City  as  of  Fehruanj  19,  1934 


Exchange 


Baltimore- 
Boston 

BufTalo. 


Chicago  Stock 

Chicago  Board  of  Trade  (stock  department.) 

Chicago  Curb- -.- 

Cincinnati " 

Cieveland _  '_'_"_ 

Detroit  '- 


Hartford  ' 

Los  Angeles  Stock 

Los  Angeles  Curb  i.-. 

Louisville.-- 

Minneapolis-St.  Paul- 
New  Orleans 

Philadelphia 

Pittsburgh 

Richmond 

St.  Louis- 


Salt  Lake  i 

San  Francisco  Stock. 
Sau  Francisco  Curb. 

Seattle 

Washington 


Total. 


No  bonds  listed. 


298, 
33, 

258, 
63, 

165, 
39, 


16, 
180, 

43, 
143, 

5, 

134, 

60, 

2, 

10, 

118, 

166, 

224, 

4, 

19, 


,  397, 097 

$593, 317, 018 

,  767, 489 

3,  542, 913,  710 

,  401, 000 

126, 000,  OOC 

174,  589 

1,049,903,000 

265, 198 

1, 578, 400 

241, 937 

337,  278,  587 

224,  286 

140,  353, 000 

299, 810 

26, 937,  650 

691,000 

602, 191 

549, 744 

396,  500, 000 

402, 851 

255, 000 

4,153,500 

009,  758 

11,  360,  000 

147,000 

233, 000, 000 

377, 531 

2,  224, 328,  626 

213, 161 

74,  925, 000 

309,312 

90, 041, 714 

761,000 

122,  774, 000 

482,  946 

150, 366 

990, 814, 500 

700, 000 

554,  000, 000 

686,  682 

27,  454,  600 

905,  340 

143, 182, 950 

2, 140,  015,  288 


^'  .J 
Pi   *, 

ti  ^ 
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WEDNESDAY,   MABCH   7,    1934 

United  States  Senate, 
Committee  on  Banking  and  Currency, 

Washington^  D.C. 

The  committee  met  at  10 :  30  a.m.,  pursuant  to  adjournment  on 
yesterday,  in  room  301  of  the  Senate  Office  Building,  Senator  Dun- 
can U.  Fletcher  presiding. 

Present,  Senators  Fletcher  (chairman),  Adams,  Goldsborough, 
Walcott,  Townsend,  and  Kean. 

Present  also:  Ferdinand  Pecora,  counsel  to  the  committee;  Julius 
Silver  and  David  Saperstein,  associate  counsel  to  the  committee; 
and  Frank  J.  Meehan,  chief  statistician  to  the  committee;  Roland 
L.  Redmond,  counsel  to  the  New  York  Stock  Exchange;  and  R.  E. 
Desvernine,  counsel  to  Association  of  Stock  Exchange  Firms. 

The  Chairman.  The  committee  will  come  to  order,  please.  Mr. 
Leonard,  we  will  hear  you  now. 

STATEMENT    OF    FRANKLIN    LEONARD,    NEW    YORK    CITY,    A 
MEMBER  OF  THE  FIRM  OF  LEONARD,  CTJSHMAN  &  SUYDAM 

The  Chairman.  Mr.  Leonard,  will  you  state  your  name,  place  of 
residence,  and  occupation? 

Mr.  Leonard.  Senator  Fletcher,  my  name  is  Franklin  Leonard,  of 
25  Broad  Street,  New  York  City,  a  member  of  the  firm  of  Leonard, 
Cushman  &  Suydam. 

The  Chairman.  You  may  go  ahead  with  your  statement. 

Mr.  Leonard.  I  received  a  telegram  from  the  San  Francisco  Min- 
ing Exchange  requesting  me  to  appear  here  on  their  behalf,  I 
suppose,  because  some  years  ago  I  was  a  member  of  that  exchange. 

I  find  that  a  letter  has  been  placed  in  the  record  written  by  the 
president  of  the  San  Francisco  ]\Iining  Exchange,  in  which  he  re- 
ferred to  mining  as  mentioned  in  ^Mark  Twain's  Roughing  It,  and 
in  which  he  spoke  of  the  possibility  of  a  mine  becoming  a  hole  in 
tlie  ground  and  a  hole  in  the  ground  becoming  a  mine. 

Now,  all  that  would  not  be  pertinent  here  were  it  not  for  the  fact 
that  my  investments  in  mines,  which  are  traded  in  at  San  Francisco, 
are  exceedingly  great  and  mine  operations  out  there  will  be  tremen- 
dously affected  if  the  stock  exchanges  engaged  in  dealing  in  mining 
stocks  in  San  Francisco  and  others  are  interfered  with  to  the  extent 
that  they  may  not  be  able  to  continue  business. 

Kindly  permit  me  to  point  out  that  in  States  like  California  the 
corporation    commissioner's   office    has    proceeded    with    regulatory 
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measures,  and  our  exchange  in  San  Francisco  fully  cooperates  with 
the  office  ot  the  corporation  commissioner  of  the  State  and  iDroceeds 
to  do  business.  ^ 

It  seems  to  me,  point  one,  that  regulation  of  exchanges  should  be 
Jett  to  the  States  rather  than  to  be  made  national. 

It  seems  to  me  point  two,  that  under  the  circumstances  it  is  quite 
ridiculous  to  talk  about  a  $500,000  penalty,  or  something  of  that 
kind  on  exchanges  when  there  are  many  small  exchanges  in  this 
such  fine''  ''^     actually  could  not  pay  a  very  small  proportion  of 

Now,  will  you  permit  me  to  state  that  for  13  years  I  was  counsel 
tor  the  second  largest  exchange  in  this  country,  namely,  the  New 
lork  Curb  Exchange;  that  prior  to  that  time  I  had  been  counsel 
tor  a  large  number  of  mines  and  mining  companies.  At  the  present 
time  I  am  the  president  of  the  Sutro  Tunnel  Coalition,  which  owns 
30  or  more^mmes  upon  the  Comstock  Lode,  and  which  is  endeavorincr 
to  obtain  financial  assistance  for  the  purpose  of  development  onera*^ 
tions  on  many  of  its  various  properties. 

Now,  in  going  before  the  Federal  Trade  Commission  it  has  come 
to  my  notice  that  that  Commission  in  its  fact-finding  studies  has 
tound  It  necessary  to  take  7,  8,  or  9  weeks  continually  askino-  addi- 
tional questions  m  order  to  bring  about  a  situation  under  whtch  the 
-b  ecleral  1  rade  Commission  may  proceed  intelligently  to  act 

I  assure  you  that  at  the  present  time  there  are  two  or  three  hear- 
ing;^ proceeding  down  there,  one  of  which  has  just  been  completed 
and  I  assure  you  that  it  would  be  of  great  interest  to  this  committee,' 
or  I  believe  so  at  any  rate,  I  mean  this  Banking  and  Currency  Com- 
mittee of  the  United  States  Senate,  if  you  would  permit  me  to  file 
as  a  part  of  my  statement,  a  certified  copy  of  the  testimony  taken 
and  sonie  ot  the  proceedings  which  took  place  down  there 'in  that 
connection. 

•  Please  understand  that  I  am  not  in  any  way  criticizing  or  attack- 
ing the  Federal  Trade  Commission.  I  am  merely  pointing  out  that 
a  vast  amount  of  time  is  lost  on  the  part  of  these  small  people  who 
are  attemtmg  to  obtain,  from  speculators  if  you  will,  or  by  borrow- 
ing promotion  money  for  the  purpose  of  developing  their  properties. 
And  these  small  people  are  not  able  to  proceed  and  to  obtain  funds 
withm  any  reasonable  period  of  time. 

And  mind  you,  gentlemen  of  the  committee,  they  could  not  do  it  at 
all  without  the  general  assistance  of  the  exchanges. 

Now,  there  has  been  a  new  exchange  formed  m  the  State  of  New 
Jersey  and  I  wish  to  say  one  word  about  that,  because  it  so  hap- 
pens that  my  son  was  made  vice  president  of  it,  and  he  asked  me,  if 
the  opportunity  presented,  to  suggest  that  that  exchange  can  oAlv 
deal  in  securities  listed  upon  other  exchanges.  It  cannot  proceed  to 
list  stocks  itself  for  the  reason  jthat  it  is  only  a  small  exchange,  an 

exchange  which  is  just  starting  out,  and - 

Senator  Townsend  (interposing).  Where  is  that  exchange  located. 
Mr.  Leonard  It  is  located  in  Jersey  City,  in  the  State  of  New 
Jersey,  ^(ow,  there  are  a  great  many  reasons  whv  there  must  be  a 
mining  exchange  m  the  State  of  New  Jersey.  The  principal  rea- 
son, however,  is  the  fact  that  the  State  of  New  York  has  placed  a 
transfer  tax  upon  sales,  transfers,  or  deliveries  of  stock,  which  tax 
absolutely  precludes  the  low-priced  stocks  from  beino-  dealt  in 


STOCK   EXCHANGE    PRACTICES  7007 

To  illustrate:  Take  the  stock  of  a  company  in  which  I  have  in- 
vested upAvards  of  $200,000.  The  stock  of  that  company  was  selling 
at  par  in  the  month  of  May  and  also  of  June  of  this  'vear,  and  at 
one  eighth  and  one  fourth  over  par,  and  then 

The  Chairman  (interposing).  You  mean  last  year. 

Mr.  Leonard.  Last  year,  I  meant;  yes.  But  when  this  State  tax 
became  effective  the  result  of  the  situation  was  that  the  market  for 
those  stocks  could  not  be  continued  in  the  State  of  New  York,  and  it 
became  necessary  for  the  directors  of  the  company  to  list  its  stock 
in  San  Francisco.  That  stock  had  been  listed  upon  the  New  York 
Curb  Exchange,  regularly  listed  there,  for  14  years,  and  all  of  its 
stock  was  outstanding,  and  the  stock  was  then  enjoying  an  excellent 
market.     But 

Senator  Townsend  (interposing).  AVhat  was  the  stock? 

Mr.  Leonard.  Do  you  want  me  to  give  the  name  of  it? 

Senator  Townsend.  Yes. 

Mr.  Leonard.  It  was  the  stock  of  the  Comstock  Tunnel  &  Drainage 
Co.  The  stock  of  that  company  was  formerly  listed  upon  the  New 
York  Stock  Exchange,  I  mean  years  ago,  the  stock  of  its  predecessor 
company.  But  the  point  that  I  want  to  bring  to  your  attention  is, 
that  the  market  for  the  stock  having  been  destroyed  in  New  York, 
and  this  little  mining  exchange  having  been  started  in  Jersey  City, 
they  placed  our  stock  or  their  list.  We  did  not  ask  to  have  the  stock 
listed,  that  is,  we  did  not  request  them  to  list  the  stock,  but  they 
began  trading  in  it  there  because  it  was  listed  in  San  Francisco,  and 
had  been  listed  upon  the  New  York  Curb  Exchange.  Am  I  speaking 
too  loudly,  Mr.  Chairman? 

Tlie  Chairman.  No.     Go  ahead  just  as  you  are. 

Senator  AValcott,  I  think  you  might  very  well  keep  you  voice 
down.     We  can  hear  you  very  easily.     Do  not  raise  you  voice  so  high. 

The  Chairman.  You  do  not  talk  too  loud  for  me.  I  can  hear  you 
very  well  when  you  are  talking  just  as  you  are  now. 

Mr.  Leonard.  Now,  under  thos^  circumstances,  Senator  Fletcher, 
you  can  see  the  necessity  for  these  small  exchanges.  And  I  want  to 
say  that  before  allowing  my  son  to  join  that  exchange  in  Jersey  City 
I  inquired  about  it,  and  I  found  upon  their  board  of  governors  seven 
men  in  whom  I  had  entire  confidence.  They  did  not  have  money 
but  they  had  moral  credit.  They  were  the  men  who  started  that 
little  exchange  in  Jersey  City. 

Furthermore,  at  the  present  time  the  securities  department  of  the 
attorney  general's  office  is  checking  up  to  ascertain  that  it  is  being 
conducted  properly.  And  I  contend  that  under  the  general  super- 
vision of  the  securities  department  of  the  attorney  general's  office 
of  the  State  of  New  Jersey  there  can  be  no  danger  to  the  public  in 
speculating  or  investing  in  the  small  stocks  that  are  traded  in  there, 
in  the  event  they  are  approved. 

Now,  at  former  times  I  have  represented  the  Salt  Lake  Exchange, 
and  I  have  represented  other  exchanges. 

And  I  want  to  say  right  here,  Mr.  Chairman,  that  I  had  hoped 
Mr.  Pecora  would  be  present  when  I  appeared,  because  I  expected 
he  might  ask  me  some  questions.  But  he  was  absolutely  familiar 
with  the  work  which  I  conducted  as  counsel  of  the  New  York  Curb 
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Exchange,  during  its  formative  period,  for  13  years,  and  durino-  8 
of  those  years  Mr.  Pecora  was  in  the  district  attorney's  office^'in 
J\ew  York.  Judge  Swann,  as  district  attorney,  and  Mr  Banton 
as  district  attorney,  with  Mr.  Pecora  in  the  office,  knew  that  durin<^ 
all  ot  that  period  not  one  member  of  the  New  York  Curb  Exchano? 
was  ever  under  indictment.  The  whole  situation  was  a  development 
ot  a  small  and  new  exchange  from  the  rabble  in  the  street  until  it 
resulted  m  exchange  memberships  having  a  price  placed  upon  them 
amounting  to  $253,000. 

Now,  there  is  another  instance  where  a  situation  develops  which 
makes  it  absolutely  dangerous  to  an  exchange  to  be  compelled  to 
proceed 

The  Ghairman  (interposing).  I  do  not  quite  understand  that 
statement  Mr  Leonard.  You  say  the  New  York  Curb  Exchano-e 
developed  to  the  point  where  it  was  worth  $253,000.  What  do  vou 
mean  by  that  statement? 

Mr.  Leonard  I  meant  to  say  that  when  we  first  organized  the 
New  York  Curb  Exchange  and  obtained  a  charter  by  that  name 
the  formation  was  made  by  signing  the  constitution  but  with  no 
payment.  Lighty-six  men  signed  the  constitution  of  the  New  York 
Curb  Exchange.  Afterward  seats  on  that  exchange  sold  at  $100 
m  1911,  and  at  $250  in  1912;  and  then  when  the  financing  took  place 
2?  Ann  building  was  constructed  a  price  was  placed  upon  seats  of 
^5,000.  And  then  during  the  past  10  years,  up  to  1929,  the  advance 
m  the  price  of  memberships  of.  the  New  York  Curb  Exchano-e  pro- 

$253^000       '  ^""^^^  ""^  ^^'^^^  '"'^'^  *^'^^  ^'""'^  '""^'^  ""^  ^'"^^  ^' 

The  Chairman.  I  see.  And  before  that  Curb  was  organized  it 
had  done  business  out  m  the  open,  as  I  understand. 

Mr.  Leonard.  Yes;  out  in  the  open;  in  the  street.  And  I  was  one 
of  the  original  persons  connected  with  it;  in  fact,  I  was  the  attorney 
that  held  the  street,  if  you  will  permit  me  to  say  that.  The  Curb  re- 
mained m  the  streets  of  New  York  for  17  years  due  to  a  decision 
made  by  Mr  Justice  Guy,  of  the  Supreme  Court,  which  was  affirmed 
m  the  appellate  division,  and  afterward  in  the  court  of  appeals. 
But  1  do  not  wish  to  go  into  that  matter  now,  or  to  take  up  the 
time  of  the  committee  with  it. 

The  Chairman.  That  is  not  necessary  here. 

Mr.  Leonard.  But  the  whole  thing  shows  that  the  development 
ot  a  legitimate  exchange  is  made  very  often  from  small  beginnino-s 

Senator  Kean.  Mr.  Leonard,  I  should  like  to  ask  vou  some  ques- 
tions right  there :  I  remember  very  well  when  the  "curb  exchange 
was  started.  It  was  started  by  clerks  of  a  few  brokers  meetino-  out 
on  Broad  street  and  exchanging  whatever  thev  had  to  buv  oi^sell. 
Isn't  that  right? 

Mr.  Leonard.  Yes.  That  would  be  beginning  about  in  the  nineties, 
do  you  mean? 

Senator  Kean.  Yes. 

Mr.  Leonard.  Yes ;  that  was  in  the  '90s. 

Senator  Kean.  And  from  that  ]wint  it  oraduallv  grew  so  that  there 
was  a  crowd  out  there  in  the  middle  of  the  street. 

Mr.  Leonard.  Yes. 

Senator  Kean.  Blocking  traffic,  but  at  the  same  time  trading  in 
various  unlisted  stocks.  ^ 
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Mr.  Leonard.  Well,  Senator  Kean,  we  were  able  to  prove  that  we 
were  not  blocking  traffic  when  we  came  to  court.     [Laughter.] 

Senator  Kean.  Perhaps  so.  Next,  I  remember  very  well  standing 
before  a  window  in  my  office  in  New  York  and  looking  down  at 
the  curb  exchange,  and  also  down  Wall  Street,  and  suddenly  I  heard 
a  great  explosion.  And  I  saw  the  people  go  down  that  way  [indi- 
cating], and  I  saw  the  people  from  the  curb  exchange  rush  up  to 
Wall  Street,  and  then  they  turned  and  rushed  back  again.  That  was 
the  explosion  which  occurred  in  front  of  the  subtreasury  and  which 
killed  a  lot  of  people. 

Mr.  Leonard.  Killed  36  people,  yes. 

Senator  Kean.  Killed  36  people,  you  say? 

Mr.  Leonard.  Yes,  sir. 

Senator  Kean.  And  injured  many  more.  And  the  members  of 
the  curb  exchange  seemed  to  be  very  brave  until  they  got  up  to  the 
corner  of  Wall  Street,  and  then  they  became  afraid  tjhere  would 
be  another  explosion,  and  they  all  ran  away  again. 

The  Chairman.  What  year  was  that  ? 

Mr.  Leonard.  I  do  not  recall  exactly.  But,  Senator  Kean,  I  fear 
you  are  referring  now  to  the  curb  boys  very  much  as  witnesses  always 
did  in  court.  If  a  fellow  was  arrested,  for  instance,  for  speeding 
he  would  give  a  fictitious  name,  and  say  he  was  a  member  of  the 
curb  market.  [Laughter.]  But  there  was  something  else  there : 
We  Avere  trying  to  run  a  legitimate  and  well-organized  market.  So 
time  having  proceeded,  from  1893,  to  which  Senator  Kean  referred, 
on  up,  over  a  period  of  years,  those  clerks  grew  and  finally  it  became 
an  independent  market,  and  86  young  men,  who  were  of  considerable 
standing,  formed  the  curb  exchange. 

But  I  want  to  say  to  you  gentlemen  that  before  forming  it  they 
sent  me  to  the  New  York  Stock  Exchange  to  ascertain  if  it  would  be 
entirely  agreeable — and  this  is  the  first  time  that  this  point  has  ever 
been  put  on  a  public  record — there  was  a  gentlemen's  agreement 
made  by  me  with  Frank  K.  Sturgis,  the  chairman  of  the  law 
committee  of  the  New  York  Stock  Exchange,  in  which  it  was  pro- 
vided that  the  curb  exchange  might  organize,  that  it  might  house 
itself,  and  that  it  might  proceed  with  its  business. 

Now,  under  those  circumstances,  when  I  came  in  as  secretary  and 
counsel  of  the  New  York  Curb  Exchange — and  I  want  to  pause  right 
there  to  mention  that  the  first  year  of  its  organization  there  were 
640  decisions  rendered — at  that  time  seats  on  the  curb  were  $100, 
and  I  encouraged  my  friends,  especially  in  the  produce  exchange 
and  other  exchanges,  to  join  this  curb  exchange.  And  I  might 
comment  at  tliis  point  just  to  say  that  the  man  who  sold  his  seat 
for  $253,000  was  Frank  Keinicke,  who  during  the  war,  when  the 
exchange  was  closed,  sold  his  seat  to  me  for  $50  because  he  needed 
the  money  and  did  not  have  a  cent.     I  then  said  to  him,  "  Frank, 

these  seats  will  be  more  valuable  one  of  these  days  " How  do  you 

do,  Mr.  Pecora. 

Mr.  Pecora.  Good  morning,  Mr.  Leonard. 

Mr.  Leonard.  And  I  turned  it  into  a  loan,  and  sold  him  back 
his  seat  in  a  short  time,  after  getting  him  a  job. 

NoAv,  gentlemen  of  the  committee,  that  general  policy  was  carried 
out   rio-ht  straight  along   in   the   matter   of   the   New   York   Curb 
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Mr  Pecora,  I  might  explain  to  you  that  the  reason  I  am  mention- 
ing the  curb  exchange  when  I  am  here  testifying  really  on  behalf  of 
the  San  Francisco  Mining  Exchange,  is  that  a  man  naturally  o-oes 
back  to  his  old  love,  to  his  first  love,  I  suppose,  and  I  want  to  inake 
this  point:  More  than  half,  I  think  more  than  70  percent  of  the 
stocks  dealt  in  upon  the  New  York  Curb  Exchange  are  not  listed  but 
they  are  admitted  to  trading  under  very  careful  supervision  and 
management. 

Now,  supposing  that  this  bill  should  make  it  impossible  for  any 
stocks  upon  a  national-securities  exchange  that  are  not  listed,  to  be 
dealt  m.  Eighty  percent  probably— and  they  will  have  to  tell  vou 
how  much,  but  probably  80  percent  of  all  the  trading  on  that 
exchange  is  m  stocks  which  are  not  regularly  listed. 

Now,  it  seems  to  me  that  we  ought  to  keep  in  mind  the  absolute 
advantages  of  an  organized  local  exchange  in  the  various  cities  in 
order  to  bring  together  those  who  wish  to  make  a  market  in  securities 
and  help  to  develop  the  various  properties  which  are  promoted 
locally.  ^ 

I  do  not  propose  to  take  up  any  more  of  your  time,  or  to  go  into 
detail  upon  the  objections  we  have  to  offer.  I  believe  I  could  offer  21 
quite  serious  objections  to  the  bill,  but  believe  I  have  heard  nearly  all 
of  them  stated  and  covered  here  already. 

But  I  want  to  urge  upon  you  Senators  that  if  you  are  to  have  a 
body  which  is  to  supervise  exchanges,  that  such  body  should  not  be  a 
commission  of  the  United  States,  no  matter  how  high  and  wonderful 
Its  standing,  which  is  overloaded  now  with  a  tremendous  amount  of 
work  which  It  IS  not  able  to  swing  into  action  without  additional 
help  and  which  if  made  a  fact-finding  body  without  review  by  the 
courts  IS  bound  to  result  in  terrific  injustice,  not  only  to  all  the 
exchanges  but  particularly  to  the  small  exchanges. 

My  experience  is  that  mining  is  Greek  to  them,  and  vet  the  great 
mining  industry  of  this  country  is  entitled  to  the  utmost  considera- 
tion here  m  Washington.  It  was  the  output  of  the  Comstock  lode, 
trom  mines  which  I  now  own  and  control  through  our  various 
operations  and  companies,  that  made  it  possible  for  the  Government 
to  resume  specie  payments.  It  is  a  matter  of  history  that  the 
Comstock  lode  is  entitled  to  a  tremendous  amount  of  credit  for  the 
recovery  trom  the  previous  great  panic. 

Now  I  want  to  point  out  that  gold  and  silver  properties  are  the 
ones  which  now  must  receive  attention  from  one  end  of  the  country 
to  the  other.  I  bought  gold  stocks  in  1929.  I  bought  o-old  pron- 
erties  in  1926  and  1927,  but  all  those  properties  were^urcSd 
pursuant  to  the  advice  of  engineers,  and  I  want  to  assure  you  that 
one  of  the  reasons^  why  I  am  not  active  in  Wall  Street,  and  one  of 
the  reasons  why  I  have  retired  from  the  practice  of  law  after  40 
years  at  the  bar  m  New  York,  is  that  I  want  to  devote  the  rest  of 
my  lite  to  the  developnient  of  legitimate  gold  and  silver  mining 
properties  through  legitimate  small  exchanges  of  the  West  and 
tlie  Ji/ast. 

I  thank  you,  gentlemen  of  the  committee,  for  hearino-  me 
1  he. Chairman.  Now,  Mr.  Leonard,  in  reference  to  the  operation 
of  these  small  exchanges,  how  do  you  account,  for  instance,  for 
stock  listed  on  the  Chicago  exchange  and  having  no  bid  and  no  iffer 
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with  no  market  there  at  all,  being  able  to  find  a  market  developed 
on  the  Curb  in  New  York?  Does  that  happen  very  often,  and  if  so, 
what  is  the  cause  of  it  ? 

Mr.  Leonard.  That  happens  sometimes,  Mr.  Chairman.  But  it 
will  be  the  other  way  round  if  they  continue  these  taxes  and  the 
price  of  a  stock  is  low;  you  will  find  bids  and  offers  in  Chicago 
but  not  on  the  Curb.  But  I  wish  to  answer  your  question  more 
directly,  Mr.  Chairman,  if  I  may? 

The  Chairman,  Yes,  I  wish  you  would  please  do  so, 

Mr,  Leonard.  It  is  very  often  the  case.  Senator  Fletcher,  that  the 
market  may  not  be  found  where  the  bid  may  be.  Now,  suppose  that 
the  people  who  are  interested  in  the  stock  live  in  New  York,  and 
the  most  of  those  interested  in  my  stock  do  live  in  New  York,  There- 
fore, if  they  decide  they  want  to  sell,  the  offerings  are  made  in  New 
York,  or  the  bids  come  there,  and  are  shipped  to  Jersey  City  now 
because  they  are  on  the  Jersey  City  Exchange,  Say  that  the  selling 
in  New  York  day  before  yesterday  Avas  at  the  price  of  50,  but  that 
the  buying  in  San  Francisco,  or  tne  price  there  was  56,  Now,  that 
was  not  a  fair  and  proper  market.  But  that  will  readjust  itself 
because  they  will  have  arbitrage.  Some  smart  broker  will  buy  the 
stock  in  New  York  and  sell  it  in  San  Francisco  and  make  the  differ- 
ence in  arbitrage.  It  just  happened  that  there  were  no  selling  orders 
on  the  San  Francisco  Exchange,  and  no  buying  orders  in  New  York 
at  that  moment.  That  occurred  on  Monday  of  this  week.  Does  that 
answer  your  question,  Mr.  Chairman? 

The  Chairman.  Yes.  The  suggestion  to  my  mind  was  that  it 
would  be  better  to  have  Federal  control  over,  or  supervision  over 
that  situation,  which  would  correct  such  differences, 

Mr.  Leonard.  Well,  Senator  Fletcher,  you  do  not  mean  to  say 
that  you  think  you  could  by  Federal  control  fix  prices  of  stocks  in 
the  different  parts  of  the  country,  do  you? 

Tlie  Chairman.  No;  I  do  not  think  that.  But  with  all  exchanges 
subject  to  the  same  regulation  it  would  help,  as  I  thought. 

Mr.  Leonard.  Well,  it  would  help  in  some  wa3's.  And  I  wish 
you  to  understand  that  I  am  not  opposed  to  regulation,  that  I  am 
not  opposed  to  anything  that  will  interfere  with  wrongful  manipu- 
lation of  stocks.  In  fact,  that  is  one  thing  I  have  had  to  fight  all 
my  life.  However,  if  you  will  permit  me  to  say  this.  Senator 
Fletcher,  a  thing  I  have  said  to  many  legislative  committees  before 
this:  The  boys  of  the  curb  market  were  the  most  honest  men  in 
the  world  as  a  coterie.  Now,  I  admit  that  they  had  just  the  opposite 
reputation,  but  it  was  not  justified.  And  there  was  good  reason  for 
their  conduct  and  action :  AH  of  those  young  men  on  the  curb  hoped 
some  day  to  have  enough  money  so  that  they  might  buy  member- 
ships on  the  stock  exchange.  Therefore,  they  were  very  particular 
to  keep  their  record  clear  and  to  make  their  contracts  good.  And 
there  Avas  never  one  single  thing  done  by  any  of  the  rank  and  file 
of  the  curb  membership  that  could  be  criticized  in  any  way  as 
irregular  or  improper. 

Now,  gentlemen  of  the  committee,  there  is  the  situation. 

Senator  Adams.  Then  if  the  curb  exchange  was  the  most  honest 
group,  of  course,  that  puts  the  New  York  Stock  Exchange  on  a 
little  lower  level. 
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Mr.  Leonard.  Now,  Senator  Adams,  I  think  voii  are  tryino-  to  be 
a  little  facetious.  But  the  point  is  that  so  many  members  "of  the 
New  York  Curb  Exchange  have  gone  into  the  New  York  Stock  Ex- 
change that  I  am  one  of  those  that  say  that  the  curb  exchano-e  is 
running  the  stock  exchange  instead  of  the  stock  exchange  runninT 
the  curb.  *=• 

If  you  gentlemen  want  to  check  up  on  it  you  will  find  a  great  many 
members  of  the  board  of  governors  of  the  old  Curb  Exchange  now 
on  the  stock  exchange.  I  am  not  trying  to  be  facetious,  either,  Sen- 
ator Adams,  but  I  want  to  say  that  the  strong  men,  the  active  traders 
the  men  who  know  how  to  trade,  are  very  apt  to  have  been  those  who 
have  had  their  experience  for  a  period  of  years  upon  the  Curb  Ex- 
change They  go  there  as  young  men  and  if  they  are  able  they  go 
to  the  stock  exchange. 

The  Chairman.  Here  is  a  situation  it  would  be  well  to  call  to  the 
attention  of  the  committee  as  well  as  to  yourself,  Mr  Leonard  I 
have  a  letter  from  the  vice  president  of  the  Chicago  Stock  Exchange 
written  to  the  president  of  the  Tri  Utilities  Corporation  in  which 
he  says : 

One  of  the  things  the  Chicago  Stock  Exchange  expects  when  securities  are 

isted  here  is  that  those  applying  for  the  listing  will  keep  up  a  market      Bv 

keeping  a  market  we  mean  to  keep  bids  in  those  securities  at  all  times  on  the 

.T,^AT'  ^^/"^Ply  ^o  ^hat  letter  the  Tri  Utilities  Corporation  stated 
that  there  had  not  been  any  trading  in  the  stock  for  some  time,  but 
that  those  who  had  those  securities  could  find  a  market  for  thein  on 
the  Curb  m  New  York.    He  says,  for  instance  : 

We  note  your  statement  that  there  have  been  no   sales  of  tliis  stock  for 
several  months.     We  call  your  attention  to  the  fact  that  transactions  in  tWs 

tn''';i;sn'T  ^fTf^^  "''  1*'^  ^^'''  ^°^'^  ^"''^^  Exchange,  and  that  anyone  wishing 
to  dispose  of  stock  can  do  so  in  New  York.  The  fact  that  sales  occur  in  the 
New  York  market  also  make  the  stock  available  for  use  as  coUateral. 

Well,  now,  without  going  into  details,  the  ultimate  result  of  all 
this  of  keeping  up  a  market  and  operations  in  stock  exchanges  and 
on  the  curb  m  New  York,  finally  culminated  in  a  receivership  for 
the  in  Utilities  Co.,  and  the  final  result  was  a  dividend  of  the 
receivership  issued  m  January  of  1933  of  less  than  $9,000,  which 
was  paid  to  creditors  with  aggregate  claims  of  about  $20,000,000, 
exclusive  ot  the  common  and  preferred  stockholders.  And  the 
amount  of  the  common  and  preferred  stock  outstandin.T  was  in  ex- 
cess of  $15,000,000,  which  amount  was  a  total  loss.  That  was  the 
result  of  the  operations  in  the  Tri  Utilities  Co.'s  stock.  The  effort 
was  to  keep  up  a  market  on  the  Chicago  Stock  Exchange,  and  they 
were  not  able  to  do  that,  and  a  market  developed  on  the  New  York 
Curb  Exchange,  and  those  stocks  were  sold  in  that  way.  But  the 
stockholders  lost  $15,000,000,  being  every  dollar  they  had  put  into 
the  stock ;  and  the  creditors  only  got  $9,000  out  of  $20,000,000  of 
claims. 

Mr.  Leonard.  Well.  Mr.  Chairman,  that  is  one  of  those  extreme 
utilities  cases.  I  have  been  contending  right  straight  along  that 
people  should  look  to  the  gold  stocks  rather  than  to  some  of  these 
utilities. 

The  Chairman.  Mr.  Pecora,  have  you  any  questions  to  ask  Mr. 
Leonard  ? 
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Senator  Adams.  Just  one  minute.  To  what  extent  do  the  mining 
exchanges  with  which  you  are  directly  connected,  contribute  to  the 
furnishing  of  money  for  mining  development;  and  to  what  extent 
are  they  merely  places  of  speculation? 

Mr.  Leonard.  They  do  not  definitely  and  personally  as  exchanges 
contribute  anything  and  never  have,  but 

Senator  Adams    (interposing).     I  meant  indirectly,  of  course. 

Mr.  Leonard.  The  exchanges  are  merely  markets  for  the  trading 
in  securities.  Now,  I  can  illustrate  that  by  pointing  out  that  when 
we  first  began  to  list  stocks  upon  the  curb  exchange,  when  it  first 
began  to  operate,  three  certain  mining  companies  from  Porcupine, 
Canada,  were  brought  there.  They  were  prospects,  but  I  pointed 
out  that  if  the  exchange  showed,  by  what  was  filed  in  its  archives, 
and  which  are  always  open  to  the  public,  that  they  were  only  pros- 
pects, then  the  i:)ublic  had  notice  that  they  were  prospects  and  could 
obtain  the  information.  Therefore  those  Porcupine  stocks,  which 
today  of  course  are  out  of  existence,  yet  that  camp  has  produced 
upwards  of  30  million  dollars  since  that  time. 

Now,  anyone  who  had  bought  tliose  original  stocks  and  had  carried 
them  along  through  the  different  reorganizations,  might  have  had 
a  great  fortune  in  proportion  to  the  amount  of  his  original  invest- 
ment. 

Now,  gentlemen  of  the  committee,  Tom,  Dick,  and  Harry  can 
not  buy  i)ortions  of  companies.  In  the  old  days  they  used  to  buy  so 
many  feet  of  a  mine.  On  the  Comstock  lode  a  man  would  buy  1  foot, 
or  2  feet,  or  5  feet,  along  the  lode  in  the  mines.  But  when  the  stock 
of  companies  was  possible  of  purchase,  that  is,  when  stock  com- 
panies were  formed,  it  became  possible  to  distribute  holdings  of  a 
mine  in  the  form  of  stock. 

Now,  the  peculiar  end  of  it  so  far  as  I  am  concerned  is,  that  I 
stepped  into  a  com])any  where  the  stock  was  all  outstanding.  I  was 
not  coming  into  the  company  for  the  ]:)ur})ose  of  selling  its  stock.  I 
bought  into  a  company  where  all  bf  the  stock  was  outstanding,  and 
had  been  dealt  in  upon  the  stock  exchange  and  the  curb  exchange 
for  years.  Therefore,  if  I  can  make  it  clear  to  you,  I  believe  that 
every  new  company  which  is  capitalized,  of  course  if  it  is  capitalized 
reasonably  and  is  ):)roperly  regulated,  as  is  the  case  in  California  by 
the  corporation  commission  of  that  State,  and  is  not  allowed  to  sell 
any  stock  unless  the  stock  is  deposited  first  in  escrow,  I  mean  the 
promotion  stock  is  placed  in  escrow,  why,  then  everybody  is  pro- 
tected, and  then  trading  can  take  place  upon  an  exchange,  men  may 
buy  and  sell  the  stock,  and  there  becomes  considerable  distribution, 
and  it  enables  the  promoters  or  holders  of  the  ground  which  they 
want  to  develop,  to  obtain  the  necessary  funds  for  putting  on 
development. 

May  I  illustrate  that  just  once  more  in  this  way?  There  has  been 
developed  in  the  case  of  one  of  the  properties  which  I  purchased, 
as  I  stated  before,  an  ore  body  in  which  the  United  States  Bureau  of 
Mines  has  just  completed  an  investigation,  and  thej^  have  stated  that 
we  have  in  the  matter  of  blocked-out  ore  ready  for  milling,  $1,294,000 
worth  in  the  case  of  that  one  property,  which  is  one  of  the  properties 
belonging  to  the  company  that  I  have  mentioned. 

Now,  we  haven't  any  funds  with  which  to  build  a  mill.  We 
haven't  any  funds  with  which  to  move  the  railroad  off  the  ore  body. 
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And  it  so  hapiDens  that  Mr.  Mills'  railroad  crosses  our  ore  body  and 
we  cannot  mine  it  because  if  we  mined  it  the  railroad  might  cave  in 
on  the  mines,  or  we  might  throw  the  railroad  off  grade,  and  therefore 
we  have  not  been  able  for  a  number  of  years  to  improve  that  ground. 
We  tried  to  get  Mr.  Mills  to  cooperate  with  us,  but  the  best  we  could 
do  with  him  was  to  agree  to  move  the  railroad  off,  and  we  would  have 
to  run  it  around  the  ore  body  at  a  cost  of  $55,000.  Therefore  it 
becomes  a  project  of  paying  for  the  building  of  a  mill,  and  paying 
for  the  moving  of  the  railroad.  Now,  that  is  a  project  that,  as  shown 
by  the  United  States  Bureau  of  Mines,  will  pav  10  for  1,  absolutely. 
I  am  not  here  to  talk  about  that  project  particularly,  but  if  you 
gentlemen  had  tried  for  the  last  3  years  to  raise  any  money  for 
the  buddmg  of  a  mill,  or  for  any  other  purpose  during  that  de- 
pression period,  you  would  know  what  we  have  been  up  against. 
Why,  you  could  not  sell  diamonds  at  half  price.  You  could  n^t  sell 
anybody  the  idea  of  buying  some  stock  in  your  company  no  matter 
how  good  it  was. 

But  now,  with  the  new  development  that  has  come  about,  with 
the  change  in  the  prices  of  gold  and  silver,  a  great  number  of 
projects  which  were  not  able  to  make  any  showing  before  now  offer 
opportunities  to  sell  some  stock  to  get  money  for  development 
operations. 

And  I  want  to  say  to  you  gentlemen  that  I  think  these  develop- 
ment operations  are  just  as  legitimate— in  fact,  I  believe  more  legiti- 
mate— than  many  others,  and  I  could  quote  from  a  statement  made 
by  the  public  works  commissioner  of  our  State,  the  State  of  Nevada, 
that  projects  of  that  kind  have  the  greatest  economic  value,  and  those 
are  the  projects  which  should  receive  consideration.  And  I  expect 
that  they  will  receive  consideration  after  the  examinations  which  are 
now  being  conducted  by  the  United  States  Bureau  of  Mines.  We  are 
asking  that  the  United  States  Bureau  of  Mines  will  come  into  that 
camp  and  make  a  complete  report  on  all  of  the  properties  there. 

The  Chairman.  Mr.  Leonard,  do  you  think  you  can  now  sell  gold- 
mining  stocks  all  right? 

Mr.  Leonard.  Well,  Mr.  Chairman,  I  will  say  to  vou  that  I  have 
had  an  opportunity  to  sell  gold-mining  stocks,  but  I  "am  a  buyer  and 
not  a  seller.  As  a  matter  of  fact,  a  member  of  the  New  York  Stock 
Exchange  today,  who  has  two  sons  who  are  both  members  of  that 
stock  exchange,  will  arrive  on  the  Comstock  lode  next  Monday.  I 
am  not  going  to  talk  about  him  particularlv,  but  if  you  wish  me  to 
answer  that  question— and  you  asked  me  whether  we  could  sell  gold- 
mmmg  stocks— he  is  going  out  there  as  a  buyer  and  not  as  a  seller 

Now,  I  can  show  you  tickets  on  10,000  shares  of  Tunnel  stock  which 
were  bought  by  a  stock-exchange  member  whose  name  is  pretty  well 
known  from  one  end  of  the  countrv  to  the  other,  and  he  sent  it  in 
tor  transfer  with  $4  Federal  taxes  and  $300  State  taxes  on  it,  and  I 
said  to  him:  "Why  do  you  pay  this  great  State  tax?  Why  don't 
you  transfer  it  m  Jersey  City  or  San  Francisco,  where  there  is  no 
State  tax  ?  "  He  said :  '^  Well,  I  am  making  a  sale  of  it  because  I  am 
putting  that  stock  in  a  trust  as  a  hedge  against  declines  in  money  " 
[Laughter.]     This  was  last  fall. 

Now,  I  am  telling  you,  if  you  want  to  hear  about  it,  that  you  can 
sell  gold  stocks  now  if  they  are  properly  sponsored  and  if  they  will 
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show  the  absolute  liquidation  ability  that  other  stocks  can  show,  fol- 
lowing, you  understand,  the  most  careful  investigation  by  engineers. 

But  I  also  want  to  say  to  you  gentlemen  that  there  is  a  stock  over 
here  before  the  Federal  Trade  Commission  right  now  in  which  they 
have  five  different  prominent  engineers  in  this  country  testifying, 
and  they  have  not  only  a  signed  statement  but  have  sw^orn  to  it  in 
court,  that  there  is  $11,000,000  of  ore  in  sight  in  that  property.  Yet 
those  people  down  there  are  very  doubtful  whether  they  ought  to 
give  their  O.K.  to  sell  any  stock  in  that  property  right  now ;  and  it 
has  taken  them  7  weeks,  or  perhaps  9  weeks,  and  they  are  not  by  yet. 

The  Chairmax.  All  right,  Mr.  Leonard,  if  you  have  finished  your 
statement. 

Senator  Kean.  Mr.  Leonard,  you  were  talking  about  arbitrage.  If 
this  bill  should  be  enacted  into  law,  it  would  rather  interfere  than 
otherwise  with  the  adjustment  of  prices  as  between  the  different 
exchanges,  would  it  not?  I  mean,  with  all  the  restrictions  that  are 
contained  in  this  bill,  wouldn't  it  rather  interfere  with  the  leveling 
of  markets  ? 

Mr.  Leonard.  Well,  perhaps  so,  but  I  had  not  thought  of  that  as 
at  all  detrimental  or  objectionable. 

Senator  Kean.  You  were  speaking  of  the  San  Francisco  market 
having  temporarily  been  higher  than  the  curb  in  New  York. 

Mr.  Leonard.  Yes. 

Senator  Kean.  Now,  of  course,  there  is  no  doubt  about  it  that  since 
that  quotation  is  known  to  some  broker  he  will  offer  to  buy  in  New 
York  or  to  sell  in  New  York,  or  to  buy  or  to  sell  in  San  Francisco, 
so  as  to  level  up  that  quotation. 

Mr.  Leonard.  During  the  Goldfield  period  there  was  a  great  deal 
of  that.  Many  hundreds  of  thousands  of  shares  were  in  and  out  of 
the  markets.     That  was  arbitrage. 

Senator  Kean.  Yes;  I  have  seen  a  good  deal  of  it.  But  what  I 
am  getting  at  is  this:  If  this  bill  s|iould  be  enacted  into  law  as  is,  it 
would  interfere  very  largely,  don't  you  think,  considering  all  the 
restrictions  that  are  placed  upon  the  broker,  and  all  the  restrictions 
that  are  placed  upon  trading,  that  this  bill  would  largely  prevent 
equalization  of  markets? 

Mr.  Leonard.  Well,  I  would  not  be  worried  about  that.  I  do 
not  think  it  would  do  any  harm  from  that  standpoint.  I  do  not 
think  the  bill  Avould  mean  the  slightest  damage.  It  might  interfere 
with  a  few  small  traders,  from  their  getting  in  between  prices  in 
two  different  markets. 

Senator  Kean.  Well,  that  would  interfere  with  a  leveling  of 
markets,  wouldn't  it?  For  instance,  if  you  are  a  broker  in  New 
York,  or  in  San  Francisco,  and  you  see  that  the  quotation  in  New 
York  is  1  percent  above  the  quotation  in  San  Francisco,  why,  you 
would  sell  in  New  York  and  buy  in  San  Francisco,  wouldn't  you? 

Mr.  Leonard.  Yes. 

Senator  Kean.  Now,  any  restrictions  would  interfere  with  that, 
wouldn't  they? 

Mr.  Leonard.  Well,  I  do  not  understand  that  there  are  any 
restrictions  in  the  bill  on  trading  in  New  York  or  in  San  Francisco, 
are  there? 

Senator  Kean.  Oh,  yes;  surely  there  are. 


i; 
f 


7016 


STOCK   EXCHANGE   PRACTICES 


V    • 


Mr.  Leonard.  You  mean  that  the  stock  could  not  be  traded  in 
except  where  it  is  listed  ? 

Senator  Kean.  No.  I  mean  to  say  that  with  the  restrictions  which 
are  placed  upon  a  broker,  that  he  must  do  this,  or  that,  and  the 
other;  the  quotations  would  be  so  wide  apart  owing  to  the  resulting 
market,  that  in  that  way  it  would  restrict  a  leveling  of  the  markets 
as  between  two  places. 

Mr.  Leonard.  I  think  it  would. 

Senator  Kean.  That  is  all  that  I  wished  to  ask. 

The  Chairman.  We  are  very  much  obliged  to  you,  Mr.  Leonard. 

Mr.  Pecora.  Mr.  Leonard,  are  you  familiar  with  the  letter  that 
was  addressed  to  counsel  for  this  committee  by  Mr.  Hudson,  presi- 
dent of  the  San  Francisco  Mining  Exchange,  under  date  of  Novem- 
ber 27,  last,  and  which  was  placed  in  the  record  of  this  committee? 

Mr.  Leonard.  Yes.  It  was  shown  to  me  last  night  for  the  first 
time.    I  did  not  know  that  you  had  it,  Mr.  Pecora. 

Mr.  Pecora.  It  has  just  been  produced  for  me  here  now. 

Mr.  Leonard.  I  think  it  would  be  nice  to  read  it  again,  if  you  will. 

Mr  Pecora.  I  will  be  glad  to  do  it.  It  is  on  the  letterhead  of  the 
San  Francisco  Mmmg  Exchange,  and  is  dated  November  27,  1933, 
addressed  to  me  as  counsel  to  the  committee  : 

Complyins-  with  your  request,  we  are  enclosing  herewith  torlav's  quotation 
sheet,  which  gives  bids  and  offers  and  sales  of  stock  listed  in  this  exchange 
together  with  the  names  and  addresses  of  the  members  of  the  exchange 
^^  In  this  connection,  I  wish  to  remark  that  our  exchange  may  be  termed  a 

white  chip  tj-ading  rendezvous  for  stock."  Mining  and  "oil  stocks  are  neces- 
sarily of  a  speculative  character,  and  we  do  not  attempt  to  make  the  public 
think  they  are  anything  else.  A  hole  in  the  ground  todav  may  be  a  mine  of 
value  tomorrow,  and  the  mine  of  immense  development  mav  run  out  of  its  ore 
and  be  a  tremendous  hole  in  the  ground  the  next  day.  Our  stocks  for  that 
reason  as  I  said  before,  are  speculative  and  do  not  have  the  immense  quantity 
of  water  that  many  of  the  industrial  stocks  contain.  The  fact  is  we  have  to 
supply  water  from  the  desert  area  while  the  industrialists  are  usually  organized 
by  promoters  and  supplied  with  water  with  great  hydraulic  pumps  from  the 
Atlantic  Ocean. 

If  we  can  be  of  further  service,  we  are  at  your  command 
Yours  very  truly, 

Chabies  E.  Hudson,  President. 
PS.— The  bankers  generally  don't  help  us  because  our  activities  interefere 
with  their  game. 

Mr.  Leonard.  Well,  Mr.  Pecora,  vou  can  appreciate  that  that  is  a 
letter  from  a  man  some  eighty-odd  years  of  age,  who  has  the  repu- 
tetion  of  being  perfectly  and  squarely  honest  during  his  whole  life. 
Ihat  gentleman  invited  me  to  make  a  few  remarks  before  the  ex- 
change in  San  Francisco  last  summer  when  I  was  out  there  and  I 
began  by  saying:  "  I  see  a  number  of  the  brokers  present  who  were 
here  25  years  ago  when  I  made  my  first  visit  to  the  exchange.  I 
thought  that  they  were  old  men.  "l  looked  upon  them  as  elderly. 
But  I  see  them  here  as  young  and  as  chipper  as  ever.  Here  is  Charl'ie 
Hudson,  84.  Here  is  Coffin,  94.  Here  is  "—and  I  named  about  8 
or  10. 

But  I  thought  that  the  explanation  would  be,  no  doubt,  the  climate 
of  California,  and  they  all  said  "  'Ray !  "—a  irreat  yell  for  the  New 
York  speaker  who  would  agree  that  the  California  climate  was  O.K. 

But  remember,  Charlie  Hudson  is  just  as  conservative,  just  as 
square,  just  as  honest,  and  just  as  able  in  his  field  as  any  of  us  are 
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in  our  fields.  He  inspires  confidence  and  is  asked  day  by  day  by  a 
large  clientele  to  advise  them  with  regard  to  investments  in  mining 
stocks.  And  I  know  that  he  always  takes  the  same  position  that  he 
has  in  the  letter :  If  you  are  going  to  speculate,  if  you  are  going 
to  gamble  in  mining  stocks,  it  is  your  own  guess. 

The  Chairman.  Do  you  agree  with  that  ? 

Mr.  Leonard.  I  agree  that  anybody  that  gambles  in  mining  stocks 
without  loolring  them  up  is  not  deserving  of  any  particular  protec- 
tion from  any  committee  anywhere.  I  do  not  think  anyone  who 
walks  into  a  broker's  office  and  is  one  of  the  chair  warmers  in  one  of 
these  wonderful  stock  exchange  houses  that  has  a  translux  crossing, 
and  sits  there  guessing  on  the  red  or  the  black,  as  to  Avhether  it  is 
going  up  or  down,  and  does  not  take  the  trouble  to  go  over  to  the 
New  York  Stock  Exchange  and  get  the  record  and  find  out  what  he 
is  buying  and  what  he  is  selling,  is  not  deserving  of  any  particular 
protection. 

I  subscribe  to  everything  our  President  has  said  from  beginning 
to  end,  and  from  way  back.  But  when  he  says,  "  Let  the  seller 
beware",  and  changes  the  situation  which  I  have  understood  in 
legal  procedure  during  my  whole  life,  which  was  "Let  the  buyer 
beware  ",  it  seems  to  me  that  it  is  a  pretty  long  step.  And  so  far  as 
I  am  concerned,  when  I  speculate  or  gamble,  or  guess,  or  invest  in 
stock,  I  have  a  pretty  fair  reason  for  it. 

On  the  curb  exchange  during  the  period  of  my  curb  market 
experience,  I  thought  everybody  ought  to  know  that  stocks  that 
were  brought  out  on  the  curb  were  brought  out  there  for  distribu- 
tion purposes,  and  therefore,  if  they  were  going  to  sell  stock  and 
get  a  distribution,  there  had  to  be  an  advance.  Therefore,  all  I 
wished  to  know  was  that  the  stock  was  properly  sponsored  bj'^  a  good 
market  maker.  Therefore,  I  proceeded  to  go  in  on  all  the  under- 
writings.  It  did  not  make  any  difference  what  the  company  was, 
if  the  people  were  high  class  and  had  the  underwritings  right.  Now, 
that  is  gambling.  That  is  guessing.  If  I  lost  once  out  of  19  times 
or  once  out  of  4  times,  I  was  perfectly  satisfied. 

I  want  to  tell  you  gentlemen  that  we  put  on  a  record  in  the  curb 
exchange  when  I  was  there  enough  information  on  every  company 
that  was  listed  and  every  company  that  was  not  listed  but  onl}'  ad- 
mitted to  trading,  so  that  an}'  member  of  the  public  who  wished  to 
come  there  could  go  into  the  office  and  look  at  it  and  see  exactly 
what  he  was  buying. 

But  the  average  person  that  trades  in  stock — and  you  are  talking 
about  protecting  the  average  person  that  trades  in  stock — does  not 
care  a  continental  what  the  company'  is.  He  wants  some  customer's 
man  to  tell  him,  or  some  other  friend  who  lives  next  door  to  tell 
him,  whether  the  stock  is  going  up  or  not.  Now,  those  people  are 
of  no  value  as  stockholders  in  a  company.    They  do  not  help  any. 

The  Chair]man.  You  mean  to  say  the  curb  exchange  has  infor- 
mation as  to  the  issue  of  stock,  for  instance,  as  to  its  assets  and 
liabilities  and  its  earnings?    Is  that  all  shown  on  your  records  there? 

ISIr.  Leonard.  Yes;  but,  Senator,  please  make  it  clear,  I  am  not 
connected  with  the  curb  exchange.  I  am  not  counsel  for  them 
now.  I  was  counsel  during  all  of  the  formative  period  and  for 
13  years.     Any  references  I  have  made  to  the  curb  exchange  are 
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unofficial,  and  I  haven't  any  right  to  refer  to  them,  but  I  am  only 
speaking  of  them  by  way  of  illustration  of  points. 

The  CHAIRMA?^^  You  said  that  anyone  buying  stock  on  the  curb 
could  go  into  their  office  and  ascertain  full  information. 

Mr.  Leonard.  Yes;  because  they  do  keep  a  complete  record  of 
everything. 

Mr.  Pecora.  Even  of  the  securities  that  are  onlv  admitted  to  the 
floor  for  trading  privileges? 

Mr.  Leonaed.  Yes;  but  will  you  please  get  that  from  their  repre- 
sentative ? 

Mr.  Pecora.  I  mean  you  are  not  making  that  statement  based 
upon  any  knoAvledge  you  have  of  conditions  at  the  present  time 
are  you?'  ' 

Mr.  Leonard.  No;  I  am  not.  I  am  making  it  upon  the  knowledc^e 
of  conditions  up  to  the  time  that  I  retired  as  counsel  and  the  general 
information  we  had. 

Mr.  Pecora.  How  long  ago  was  that,  Mr.  Leonard  ? 
Mr.  Leonard.  Six  or  seven  years. 

Senator  Adams.  Was  that  information  available  to  the  individ- 
ual stock  purchasers  or  just  to  the  members  of  the  exchange  ? 

Mr.  Leonard.  It  was  always  and  is  now  available  to  the  public, 
any  individual ;  he  does  not  even  have  to  be  identified.  He  can  come 
m  there  and  see  the  whole  record  on  any  company.  Didn't  you 
know  that?  Yes;  they  do.  They  keep  everything  wide  open.  So  do 
these  mmmg  exchanges  and  all  these  small  exchanges.  Th^v  keep 
the  record  for  the  benefit  of  the  public.  They  can  find  out  all  that 
information. 

The  Chairman.  Very  well.  Any  other  questions? 
Mr.  Pecora.  In  view  of  the  last  statement  vou  made,  I  want  to 
remind  you,  Mr.  Leonard,  of  this  statement  that  appeared  on  the 
document  that  accompanied  the  letter  from  Mr.  Hudson,  president 
of  the  San  Francisco  Mining  Exchange,  which  I  read  a  few  minutes 
and  which  was  put  into  the  record  before  this  committee  as  exhibit 
no.  114  on  February  26,  1934.  Accompanying  that  letter  was  a 
printed  sheet  giving  the  names  and  addresses  of  members  of  the  ex- 
change and  also  the  securities  listed  on  the  exchange,  together  Avith 
quotations.  There  also  appears  on  that  printed  sheet  this  statement: 
Facilities  for  investigating  securities  are  available  for  everyone.  luvesti^-ate 
before  investing.  Stocks  listed  on  a  recognized  exchange  are  safer  than  unlisted 
issues.  Trade  only  in  listed  stocks.  The  data  on  these  sheets  are  collected 
with  care,  but  neither  the  completeness  nor  the  accuracy  of  the  information 
IS  guaranteed.  No  responsibility  is  assumed  for  anv  of  thc^  statements  herein 
contained  nor  for  any  omissions  or  inaccuracies  therein. 

Mr.  Leonard.  But  that  is  all  available  to  the  public. 

Mr.  Pecora.  What  percentage  of  the  investing  or  trading  iMiblic 
do  you  think  takes  advantage  of  that  facility? 

Mr.  Leonard.  Very,  very  slight :  not  more  than  2  or  3  percent. 

Mr.  Pecora.  If  that  much? 

Mr.  Leonard.  Probably  less.  They  do  not  inquire.  They  just  buy 
and  sell  blindly.  And  they  are  to  blame  themselves,  and  the  meni- 
bers  of  the  exchange  are  not  to  blame.  The  members  execute  orders. 
Of  course,  when  there  is  chicanery  or  when  there  is  connivino-  or 
when  there  is  manipulation  of  markets,  that  is  another  matter  %\it 
I  am  speaking  of  the  fact  that  my  son,  my  son-in-law    every  'man 
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that  I  have  represented  as  an  attorney  for  brokers  for  years — and 
many  of  them  are  now  members  of  the  New  York  Stock  Exchange — 
every  man  absolutely  executed  his  orders  in  the  interest  of  liis  cus- 
tomer right  through  from  the  beginning.  I  have  never  caught  one 
of  them  doing  it  otherwise. 

Now,  there  is  trading;  there  is  manipulation.  May  I  touch  upon 
the  most  dangerous  thing  that  brings  about  this  situation?  The 
exchanges  are  not  to  blame.  They  list  a  stock.  A  bunch  of  high- 
pressure  salesmen  proceed  to  buy  a  block  of  stock.  Then  they, 
through  their  connections  in  various  offices,  begin 

Mr.  Pecora  (interposing).  What  kind  of  offices? 

Mr.  Leonard.  Well,  maybe  the  son  of  the  corporation  commis- 
sioner of  Massachusetts  might  have  an  account  with  a  brokerage 
house  in  New  York — it  actually  did  occur — and  gave  orders,  and 
afterward,  when  it  was  found  that  that  stock  was  thrown  off  the 
exchange  for  irregularities  of  the  worst  kind,  it  was  found  that  the 
orders  had  all  been  sent  in  to  perfectly  good,  legitimate  stock  ex- 
change and  curb  houses  through  customers  whom  they  thought  they 
kneAV,  and  the  manipulation  took  place  by  buying  at  the  close  every 
day  enough  to  take  all  the  stock  that  was  offered  and  close  it  an 
eighth  higher  each  day,  and  as  they  manipulated  the  stock  up  they 
liad  their  employees  and  high-pressure  men  out  through  the  country 
distributing  stock  on  the  strength  of  the  quotations  that  were  made 
on  these  legitimate  exchanges.  It  took  place  many  times  on  the 
stock  exchange.  It  has  taken  place  a  number  of  times  on  the  curb 
exchange,  and  we  have  to  watch  all  the  time  or  they  will  do  it  on 
the  mining  exchanges.  Now,  those  are  the  men  that  are  dangerous. 
Suppose  they  bought  a  block  of  stock 

Mr.  Pecora  (interposing).  They  cannot  be  reached,  can  they,  by 
any  regulations  which  the  exchanges  might  adopt? 

Mr.  Leonard.  What? 

Mr.  Pecora.  Those  operators  could  not  be  reached  by  any  rules 
or  regulations  adopted  and  enforced  by  the  stock  exchanges,  could 
they? 

Mr.  Leonard.  They  can  only  be  reached  by  compelling  the  brokers 
to  know  their  customers,  and  they  do  that  now ;  the  exchanges  do  that 
now. 

Mr.  Pecora.  And  despite  the  fact  they  do  that  now,  you  say  those 
operations  are  possible? 

Mr.  Leonard.  Have  been  done,  and  have  been  possible,  and  I  say 
that  there  are  Government  instrumentalities  that  can  reach  those 
men.  There  is  not  any  reason  why  those  men  should  bu}-  a  block  of 
stock  and  then  proceed  outside  the  exclianges  to  make  deals  which 
bring  discredit  upon  the  company.  Sometimes  the  company  them- 
selves have  no  connection  with  it  at  all. 

Mr.  Pecora.  And  sometimes  officers  of  the  company  acting  as 
individuals  give  options  on  stock  which  they  themselves  own? 

Mr.  Leonard.  Yes. 

Mr.  Pecora.  To  operators  who  operate  in  the  way  that  you  have 
indicated? 

Mr.  Leonard.  Yes;  they  have  done  that.  And  the  exchanges  are 
not  to  blame  for  that.    They  cannot  help  that. 

Mr.  Pecora.  Tlie  point  I  am  making,  Mr.  Leonard,  is  that  the  rules 
and  regulations  adopted  by  stock  exchanges,  well  meaning  though 
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they  be,  cannot  reach  persons  who  are  not  members  of  the  exchanges. 
So  there  must  be  some  other  power  set  in  motion  to  curb  the  activ- 
ities of  market  operators  who  are  not  members  of  exchanges  and 
whose  operations  tend  to  mulct  the  public.    Isn't  that  so? 

Mr,  Leonard.  I  think  that  would  be  a  great  thing  to  accomplish, 
and  I  am  in  favor  of  it,  absolutely,  and  have  been  at  all  times.  But 
when  in  doing  so  you  regulate  the  exchanges  out  of  business,  perhaps, 
when  you 

Mr.  Pecoea  (interposing).  I  am  glad  you  added  that  "perhaps." 

Mr.  Leonard.  Yes — see.  [Laughter.]  Well,  so  far  as  the  little 
mining  exchange  in  San  Francisco  is  concerned,  gentlemen,  we  have 
had  plenty  of  regulation  in  the  last  2  or  3  years,  and  still  worked 
and  are  doing  a  perfectly  good  and  legitimate  business  in  coopera- 
tion with  the  commissioner  of  California's  oiRce,  and  no  matter 
what  may  be  the  result  of  this  legislation,  we  expect  to  be  able  to 
conform  in  all  respects  with  whatever  it  may  be. 

The  Chairman.  That  may  be  a  rash  statement. 

Mr.  Leonard.  That  is  our  attitude,  but  we  will  be  without  a  large 
portion  of  our  business,  I  think.  We  will  conform  and  go  through 
with  it,  but  every  exchange  and  every  brokerage  house  will  find  that 
there  is  a  lesser  market.  Too  many  restrictions  Avill  reach  out,  not 
alone  to  the  exchanges,  but  will  reach  all  the  development  operations 
in  this  country.  Mining,  if  you  please,  I  am  talking  about,  but 
industries  and  every  other  promotion.  I  would  rather  see  the  Se- 
curities Act  amended,  perhaps,  in  some  important  particulars  a 
little  later  than  to  argue  the  matter  here. 

The  Chairman.  Very  well;  we  are  much  obliged  to  you,  Mr. 
Leonard. 

Senator  Kean.  Mr.  Chairman,  I  have  here  a  letter  from  the  New 
York  Airbrake  Co.,  a  corporation  organized  in  the  State  of  New 
Jersey,  and  written  to  me  protesting  against  the  bill.  May  I  put  it 
in  the  record  ? 

The  Chairman.  It  may  go  in  the  record.  That  is  not  "  air  mail  " 
but  "  airbrakes  "? 

Senator  Kean.  Yes ;  airbrakes.     [Reading :] 

New  York  Airkrakb  Co., 

February  27,  1934. 
Hon.  Hamilton  F.  Kean, 

United  States  Senate,  Wasliington,  D.G. 

Dear  Senator  Kean  :  The  undersigned  desires  to  file  through  you  its  vehe- 
ment protest  against  the  passage  of  the  so-called  "  National  Securities  Exchange 
Act  of  1934  ",  being  S.  2693,  Seventy-third  Congress,  second  session.  Introduced 
in  the  Senate  on  February  9,  1934. 

We  Invite  your  attention  to  the  fact  that  this  act  now  only  purports  to  regu- 
late exchanges,  but  through  various  provisions  directly  affects  the  business  and 
management  of  all  corporations  whose  securities  may  be  dealt  in  or  listed  on 
an  exchange.    It  is  to  this  phase  of  the  proposed  act  that  we  direct  our  protest. 

In  the  first  place,  the  attempt  to  regulate  the  internal  management  of  State 
corporations  seems  to  be  in  derogation  of  the  rights  of  the  several  States  to 
deal  with  such  matters,  and  with  respect  to  the  provisions  referred  to,  the  act 
appears  to  us  to  be  of  doubtful  constitutionality. 

Section  11  (a)  prohibits  any  person  from  selling  or  buying  any  security  on  a 
national  securities  exchange  unless  a  registration  is  effective  as  to  such  security. 

Section  31  (b)  provides  for  registration  upon  application  by  the  corporation 
issuing  the  securities,  and  requires  the  filing  with  the  exchange  and  the  Fed- 
eral Trade  Commission  of  various  undertakings,  information,  and  documents. 
The  Commission  is  to  require  an  undertaliing  by  the  corporation  to  comply 
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with  and,  so  far  as  it  is  witliin  its  poAver,  enforce  compliance  by  its  officers, 
directors,  and  stockholders  with  the  provisions  of  the  act  and  the  rules  and 
regulations  thereunder  and,  except  in  the  case  of  Federal  Reserve  banks,  not 
to  lend  any  funds  in  the  money  market  of  any  exchange  or  to  any  member 
thereof  or  to  any  person  who  transacts  a  business  in  securities  through  thf 
medium  of  a  member,  except  in  accordance  with  rules  and  regulations  to  be 
l)rescribed  by  the  Commission. 

The  information  which  the  issuer  must  file  includes  the  organization,  finan- 
cial structure,  nature  of  the  business,  particulars  as  to  its  different  classes 
of  .securities  and  as  to  the  terms  on  which  they  have  been  or  are  to  be  offered 
to  the  public,  particulars  regarding  directors,  officers,  and  principal  security 
holders  and  underwriters,  their  remuneration  and  other  interest  in  the  securi- 
ties, particulars  as  to  the  remuneration  to  others  than  directors  and  officers 
exceeding  a  stated  amount  and  as  to  bonus  and  profit-sharing  arrangements, 
and  various  other  particulars,  including  material  contracts  and  patents,  balance 
sheets,  protit-and-loss  statements,  and  such  other  information  as  the  Commis- 
.sion  may  require ;  also  copies  of  articles  of  incorporation,  bylaws,  and  similar 
documents,  underwriting  arrangements,  and  other  documents  which  may  be 
required  by  the  Commission. 

By  section  12  every  corporation  whose  securities  are  listed,  which  means 
most  of  the  larger  industries  of  the  country,  would  be  required  to  file,  in  such 
form  and  detail  as  the  Federal  Trade  Commission  may  require,  annual  quar- 
terly and  monthly  reports  (the  latter  including  a  statement  of  gross  sales  or 
gross  income)  with  the  Connnission,  and  such  other  reports  as  the  Commission 
may  require. 

In  view  of  the  reports  and  returns  now  required  by  law  and  by  the  rules 
of  the  New  York  Stock  Exchange,  this  requirement  of  new  forms  is  simply 
adding  a  useless  burden  upon  those  who  mu.st  compile  them. 

I'.y  section  18  the  Commission  may  prescribe  the  forms  which  are  to  be  used, 
and  may  also  require  consolidated  statements  of  accounts  with  any  person 
directly  or  indirectly  controlling  or  controlled  by  the  listed  corporation  or  with 
any  iierson  under  direct  or  indirect  conunon  control. 

By  section  1,'i  the  solicitation  of  proxies  by  the  use  of  the  mails,  or  an  instru- 
mentality of  interstate  commerce  or  any  facility  of  an  exchange  or  otherwise, 
is  prohibited  unless  a  statement  shall  have  been  flletl  with  the  Commission 
setting  forth  the  purpose  of  the  proxy,  the  persons  to  exercise  it,  their  rela- 
tions to  and  interest  in  the  listed  securities,  and  the  names  and  addresses  of 
the  persons  from  whom  similar  proxies  are  being  solicited.  It  must  contain 
such  further  information  as  the  Commission  may  require. 

This  would  necessitate  in  practice  the  ^ling  of  a  complete  list  of  stockholders, 
as  it  is  common  practice  for  the  management  to  solicit  proxies  for  stockholders' 
meetings. 

By  section  15,  every  director,  officer,  or  owner  of  more  than  d  percent  of 
any  class  of  a  listed  security  must  file  with  the  exchange  and  the  Federal 
Trade  Commission,  at  the  time  of  registration  of  the  security  or  when  he 
becomes  sucli  director,  officer,  or  owner,  and  also  within  10  days  after  the 
close  of  each  calendar  month  in  which  there  has  been  any  change  in  the 
amount  of  such  securities  owned  by  him,  a  statement  showing  the  extent  of 
his  ownership  and  of  all  changes  therein  during  the  calendar  month..  There 
are  also  varicuis  prohibitions  against  and  regulation  of  the  purchase  and  sale 
of  securities  l)y  the  individual,  including  taking  his  profit  on  certain  transac- 
tions and  giving  it  to  the  corporation. 

Sction  17  imposes  a  very  wide  liability,  the  extent  of  which  it  is  impossible 
to  define,  upon  any  person  who  makes  or  is  responsible  for  making  a  statement 
in  any  document  filed  with  the  Commission  which  is  false  or  misleading  in  the 
light  of  the  circumstances  under  which  it  was  made  in  respect  of  a  matter 
sufficiently  important  to  inlluence  the  .iudgment  of  an  average  investor.  Ap- 
parently he  may  be  sued  by  anyone  who  has  purchased  or  sold  tlie  security 
affected,  whether  or  not  he  relied  upon  or  even  saw  or  heaxul  of  the  alleged 
false  statement.  The  burden  of  proof  of  good  faith  is  placed  upon  the 
defendant. 

Section  18  confer  very  extensive  powers  on  the  Federal  Trade  Commission. 

In  addition  to  the  authority  to  make  rules  to  carry  out.  administer,  and 
enforce  the  provisions  of  the  act,  and  to  prescribe  the  form  or  forms  in  which 
information  shall  be  set  forth,  the  items  or  details  to  be  shown  in  the  balance 
sheet  and  earnings  statement,  methods  to  be  followed  in  the  preparation  of 
accounts  and  in  the  appraisal  or  valuation  of  assets  and  lialnlitie^-.  etc.,  and 
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ill  the  preparation,  where  the  commission  deems  it  necessary  or  desirable,  of 
consolidated  balance  sheets  or  income  accounts  of  any  person  directly  or 
indirectly  controlling  or  controlled  by  the  corporation,  or  any  person  under 
direct  or  indirect  common  control  with  the  corporation,  and  in  addition  to 
the  authority  given  to  the  commission  to  prescribe  rules  and  regulations  for 
the  transaction  of  business  upon  an  exchange,  set  forth  in  great  detail  in 
section  18  (c)  of  the  act,  the  Commission  is  given  very  broad  powers  of 
investigation  and  inquiry  by  section  IS  (e)  which  apparently  would  permit 
it  to  investigate  the  internal  management  of  any  corporation  whose  securities 
are  listed. 

This  section  contains  a  provision  tliat  any  oflScer  participating  in  such  in- 
quiry and  any  person  examined  as  a  witness  upon  such  inquiry  who  shall  dis- 
close to  any  person  other  than  a  member  or  oflBcer  of  the  Commission  the  name 
of  any  witness  examined,  or  any  other  information  obtained  upon  such  inquiry, 
except  as  directed  by  the  Commission  or  an  officer  thereof,  shall  be  guilty  of 
a  misdemeanor. 

This  interference  with  the  responsibility  of  the  management  is  particularly 
obnoxious  and  will  simply  serve  to  break  dowrn  that  sense  of  obligation  and 
responsibility  which  has  been  abundantly  shown  by  the  vast  majority  of  the 
business  men  in  this  country  and  without  which  no  enterprise  can  succeed. 

Section  19  contains  clauses  imputing  liability  for  the  acts  of  so-called  "  con- 
trolled "  persons,  including  not  only  those  controlled  by  stock  ownership  or 
agency,  but  also  a  spouse,  child,  or  parent  residing  with  the  person  to  whom 
liability  is  to  be  imputed  in  the  absence  of  proof  of  nonapproval  or  that  the 
transaction  was  not  for  the  purpose  of  evading  a  provision  of  the  act. 

It  may  be  noted  in  passing  that  so  far  as  wives  are  concerned,  the  provision 
is  a  departure  from  the  principle  of  the  married  women's  seiiarate  property 
acts  and  the  whole  course  of  legislation  in  favor  of  equal  rights  for  women, 
which  has  been  the  distinguishing  mark  for  the  last  quarter  century. 

Sections  21  and  22,  relating  to  publicity  of  all  hearings,  records,  reports,  and 
documents,  will  be  welcomed  by  thousands  of  competitors  of  those  whose 
success  has  depended  upon  legitimate  business  secrets,  such  as  secret  processes, 
ideas,  etc.  This  may  well  destroy  the  property  right  of  every  corporation  in 
its  good  will,  its  method  of  doing  business,  the  development  of  Ideas  for  its 
benefit,  and  similar  intangible  property.  It  will  also  be  welcomed  by  all  who 
engage  in  the  bringing  of  strike  suit.s  against  corporations. 

The  criminal  penalties  provided  by  section  24,  which  may  amount  to  a  fine 
of  $25,000  or  imprisonment  of  10  years,  or  both,  for  a  violation  of  any  provi- 
sion of  the  act  or  of  any  rule  or  regulation  of  the  Federal  Trade  Commission, 
is  so  out  of  proportion  to  many  of  the  possible  violations  that  it  is  revolting 
to  the  sense  of  justice  and  fair  play  of  all  of  us. 

By  section  26  it  is  provided  that  the  act  shall  supersede  such  laws  of  any 
State  as  are  inconsistent  with  its  provisions  or  purposes,  and  it  is  thus  a  direct 
interference  with  the  rights  of  the  State  to  legislate  on  questions  of  the  manage- 
ment of  State  corporations. 

Section  28  makes  it  unlawful  for  a  broker  or  dealer  to  use  the  mails  or  an 
instrumentality  in  interstate  commerce  to  effect  a  transaction  on  a  foreign 
exchange  in  a  security  of  an  American  corporation,  except  in  accordance  with 
rules  and  regulations  to  be  prescribed  by  the  Commission. 

This  is  a  direct  interference  with  foreign  business  and  with  imports  and 
exports. 

By  section  30  the  Federal  Trade  Commission  is  authorized  to  select  and 
employ  employees,  attorneys,  and  agents  and  fix  their  compensation  without 
regard  to  the  provisions  of  other  laws  applicable  to  the  employment  and  com- 
pensation of  officers  or  employees  of  the  United  States. 

Tills  appears  to  be  a  violation  of  the  principles  of  the  civil-service  laws. 
To  sum  up:  The  provisions  relating  to  private  corporations  and  individuals 
appear  to  place  various  features  of  the  management  of  corporations  chartered 
by  the  States  in  the  hands  of  the  Federal  Trade  Commission,  which  is  neither 
equipped  nor  designed  for  the  vast  undertakings  there  suggested. 

They  involve  the  breakdown  of  the  authority  of  the  several  States  over 
corporations  chartered  by  them,  the  destruction  of  corporate  responsibility  and 
initiative,  the  substitution  for  private  industry  of  the  dictates  of  a  bureaucracy, 
and  the  deprivation  of  private  property  without  due  process  of  law. 

The  undersigned,  whose  stock  is  listed  on  the  New  York  Stock  Exchange,  is 
a  corporation  organized  and  existing  under  the  laws  of  the  State  of  New  Jersey, 
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by  whose  laws  its  franchises  were  granted  and  its  management  is  governed. 
As  such,  it  requests  you  to  oppose  the  provisions  referred  to  as  being  burden- 
some, unfair,  and  un-American. 
Yours  very  sincerely, 

Lowell  R.  Bukch,  President. 

The  Chairman.  Mr.  Key  burn. 

STATEMENT    OF    SAMUEL    W.     REYBTJRN,     NEW    YORK    CITY, 
PRESIDENT  ASSOCIATED  DRY  GOODS  CORPORATION 

The  Chairman.  Mr.  Keyburn,  state  your  name,  place  of  residence, 
and  occupation,  please. 

Mr.  Reyburn.  Samuel  W.  Reyburn,  New  York  City,  president  of 
the  Associated  Dry  Goods  Corporation,  a  holding  company  that 
operates  8  department  stores  located :  In  New  York  City  2  of  the 
stores,  in  Baltimore  1,  in  Newark  1,  in  Buffalo  2,  in  Minneapolis  1 
store,  and  in  Louisville,  Ky.,  1  store. 

The  Chairman.  You  wrote,  Mr.  Reyburn,  that  you  had  some  views 
you  would  like  to  express  on  this  bill  to  the  committee.  You  may 
proceed. 

Mr.  Reyburn.  Mr.  Chairman,  the  members  of  the  Committee  on 
Banking  and  Currency  of  the  Senate,  I  want  to  thank  you  for  this 
hearing.  I  regret  that  the  pressure  on  this  committee  made  it  im- 
possible for  them  to  allow  me  more  than  20  minutes.  I  would  like 
to  have  this  corrected  copy  of  the  request  for  appearance  before 
your  committee  put  in  the  record,  as  follows  [reading]  : 

[Day  letter] 

New  York,  N.Y.,  February  28,  1934. 
Senator  Duncan  U.  Fletcher, 

Senate  Offlce  BuUding,  Washington,  D.C. 

Dear  Senator:  In  Virginia,  in  Missouri,  and  in  Arkansas,  for  generations, 
my  forebears  owned  and  operated  farms  and  were  prosi^erous.  I  was  reared 
on  a  farm  in  Arkansas,  but  taught  by  rhy  parents  and  others  tliat,  in  view  of 
the  policy  of  the  Federal  Government  to  subsidize  industry  with  privilege 
through  the  tariff  adopted  during  the  last  years  of  the  Civil  War,  and  con- 
sistently followed,  which  worked  against  the  farmer,  though  I  would  inherit 
a  good  farm,  I  could  achieve  greater  success  and  a  more  useful  life  in  some 
other  vocation.  I  graduated  at  a  little  law  school,  practiced  law  for  a  while 
and  then  got  into  the  real-estate  and  mortgage-loan  business.  While  I  had 
accumulated  no  money,  I  had  acquired  sufficient  reputation  to  organize  a  trust 
company  and  get  other  people  to  put  up  the  capital  by  buying  stock.  This 
was  successful  and  gave  me  the  time  to  hold  several  public  elective  offices  as 
well  as  to  become  chairman  of  the  Democratic  county  central  committee  in 
my  county.  Through  the  use  of  corporations  I  raised  capital  for  several  other 
enterprises.  Twenty  years  ago,  at  the  age  of  42,  I  came  to  New  York  to  act 
on  a  reorganization  committee  of  an  important  business  that  was  financially 
embarrassed.  Subsequently  I  became  chief  executive  and  the  leader  in  the 
management  of  this  corporation  with  major  activities  in  6  States. 

With  the  experience  gainetl  in  these  years  of  active  work  in  the  field  of 
economic  activities  I  would  like  to  have  you  and  your  committee  know  that 
I  believe  the  proposed  legislation  cited  as  the  National  Securities  Exchange 
Act  of  1934  will  not  be  helpful  to  either  the  economic,  social,  or  political 
orders  of  this  country.  I  recognize  that  reasonable  regulation  and  supervision 
is  a  proper  function  of  Government  activities  of  this  kind  but  I  do  not  think 
that  any  political  body  can  assume  authority  or  place  restrictions  that  impose 
upon  such  body  the  management  problems  of  business.  From  such  information 
as  I  have  gotten  from  the  press  and  heard  from  other  sources  it  would  seem 
that   so  far   the  whole  discussion   base   been   about  governmental  and   stock 
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exchange  rights  and  duties.  As  far  as  I  know  little  attention  has  been  paid 
to  the  rights  and  duties  of  industry,  including  investors,  management,  worker, 
and  final  consumer.  Naturally,  not  holding  political  office  or  being  a  mem- 
ber of  an  exchange  or  operating  as  a  speculator,  my  approach  is  entirely  from 
the  point  of  view  of  industry,  including  investors,  management,  and  workers, 
and  of  a  citizen  who  is  also  a  consumer.  I  have  known  Senator  Robinson  over 
40  years.  It  is  my  expectation  to  leave  here  for  Florida  for  a  much-needed 
vacation  next  Saturday.  If  it  is  convenient,  I  would  be  glad  to  appear  before 
your  committee  and  give  my  views  for  whatever  they  are  worth  sometime  on 
Friday.    "Wire  answer  my  expense,  270  Madison  Avenue. 

Samuel  W.  Rettbubn. 


Washington,  D.  O.,  February  28,  193M. 
Samuel  W.  Reybuen, 

New  York,  N.Y.: 
Re  telegram  this  date.    We  have  every  hour  assigned  for  this  week.    If  you 
will  submit  written  statement  I  will  put  it  in  the  record  of  the  hearings. 

Duncan  U.  Fletcher. 


cj       f      T.  TT    T.  Maech  1,  1934. 

Senator  Duncan  U.  Fletcheb, 

United  States  Senate,  Washington,  D.G.: 
Appreciate  your  prompt  reply.    Believe  personal  appearance  would  be  more 
helpful  than  brief.    If  you  can  give  me  place  on  calendar  Tuesday  or  Wednes- 
day will  delay  vacation. 

Samuel  W.  Raybuen. 


o.  ^   T,  Mabch  2,  1934. 

Samuel  W.  Reybubn  : 

Can  give  you  20  minutes  Wednesday  morning  March  7. 

R.  H.  Spark  MAN, 
Acting  Clerk  Senate  Committee  on  Banking  and  Cuirenoy. 


R 


-,    -,  March  2,  1934. 

H.  Spark  MAN, 

Acting  Clerk  Senate  Committee  on  Banking  and  Currency, 
Senate  Office  Building,  Washington,  D.O.: 

Thanks  for  the  courtesy.    Will  be  there  Wednesday  morning. 

Samuel  W.  Reyburn. 

My  belief  in  governmental  regulation  and  supervision  of  all 
dealers  and  business  in  credit  is  of  long  standing.  I  do  not  believe 
in  a  control  on  the  part  of  Government  that  undertakes  the  respon- 
sibility of  determining  and  discharging  duties  of  management. 

The  bill  in  present  form  with  its  provisions  and  restricting  and 
arbitrarily  fixing  amounts  and  terms  of  capital  and  capital  security 
credit  should  not  be  enacted.  I  believe  that  the  Securities  Act  of 
1933,  similar  m  many  respects,  does  serious  injury  to  industry,  com- 
merce, and  trade,  and  if  not  amended  will  also  cause  great  harm 
to  both  labor  and  the  consumer. 

Credit  cannot  be  supplied  to  industrial  and  commercial  trade  and 
financial  transactions  for  either  capital  or  operating  needs  safely 
and  economically  under  the  re  idem  directions  of  a  general  law.  In 
my  opinion  it  cannot  be  economically  provided  or  compelled  by 
governmental  bureaus. 

With  regulations  and  supervision  to  prevent  the  unfair  use  of 
credit  and  capital,  freedom  of  judgment  on  the  part  of  banks  and 
bankers  who  take  the  risk  would  reduce  costs,  facilitate  movement 
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of  goods,  and  thereby  render  the  greatest  and  most  permanent 
benefit  to  both  workers  and  consumers. 

The  spirit  of  the  "  new  deal  "  is  to  get  rid  of  new-fangled  notions, 
known  failures,  and  return  to  old-fashioned  ideals  of  proven  worth. 
Toleration  and  justice  is  what  we  are  after.  Pardon  me  for  putting 
into  this  record  some  old  truths  with  which  you  gentlemen,  are 
familiar  but  which  you  probably  do  not  discuss  in  public  often 
enough. 

What  is  credit  but  the  plans  and  promises  that  grow  out  of  the 
exchange  of  goods  and  services  ?  The  tremendous  expansion  of  trade 
in  the  past  hundred  years,  which  has  made  a  great  contribution  to 
the  lifting  of  men  and  women  to  higher  levels  of  accomplishment  and 
greater  opportunities  to  enjoy  life  and  liberty,  would  have  been  im- 
possible without  use  of  the  three  time-  and  effort-conserving  factors 
in  modern  business :  Transportation,  communication,  credit. 

The  growth  of  means  for  quick  and  cheap  transportation  which 
facilitate  the  movement  of  goods  and  passengers  from  one  place  to 
another. 

The  development  of  communication  through  which,  at  small  cost, 
information  and  knowledge  are  so  promptly  conveyed  and  widely 
disseminated. 

The  physical  agents  of  these  two  factors,  so  frequently  seen — rail- 
roads, steamships,  motor  cars,  telephone,  telegraph,  radio,  newspa- 
pers— have  made  their  use  and  value  well  known  to  most  people. 

The  third  factor — in  many  ways  the  most  important — has  been 
the  increase  in  the  use  of  credit  in  exchanging  goods  and  services, 
in  securing  capital  requirements  and  operation  needs  for  business 
of  all  kinds,  and  in  financing  governmental  enterprises  in  advance 
of  collection  of  taxes.  Its  use  has  eliminated  the  need  and  risk  of 
actual  transfer  of  money  to  cover  individual  transactions,  thus  mate- 
rially decreasing  the  time  and  expense  of  transferring  title  to  projJ- 
erty  from  one  person  to  another.  It  has  supplied  capital  that  in  no 
other  way  could  be  secured  by  able  and  courageous  men  in  manage- 
ment to  enable  them  to  employ  their  talents  in  a  large  way  for  the 
benefit  of  the  public  and  themselves.  And  its  use  has  enabled  nations 
to  protect  and  maintain  themselves. 

Credit,  however,  has  no  very  obvious  physical  agent.  It  is  ab- 
stract, a  concept  born  within  the  mind  out  of  our  knowledge  of  other 
things  and  our  feelings  and  beliefs,  plus  our  faith,  confidence,  cour- 
age, and  judgment.  Ignorance  of  its  laws  are  general.  It  is  fully 
comprehended  only  through  reflection;  demonstrated  only  through 
its  effects.  There  are  not  many  people  who  train  their  minds  in  the 
habit  of  research,  analysis,  and  reflection  to  the  point  where  they  are 
quick  in  grasping  effects  or  abstract  ideas.  Many  people  regard 
money  and  securities  objectively  as  an  end ;  they  are  only  a  means  to 
an  end.  The  principles  of  credit  should  be  understood  and  used  by 
every  leader  in  business  on  statecraft  who  has  financial  responsibili- 
ties. Wliile  you  and  I  are  informed  on  the  subject,  we  do  not  de- 
scribe it  to  the  public  as  often  as  we  should.  Hence,  in  times  of 
widespread  distress,  be  a  mystery  to  so  many  it  is  unjustly  blamed. 

The  "  credit  "  of  man,  a  corporation,  or  a  nation  is  the  faitli  and 
confidence  inspired  in  others  in  the  intention  and  ability  of  that 
man,  corporation  or  nation  to  keep  promises.     Contracts,  currency, 
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bills,  notes,  checks,  bonds,  stocks,  and  mortgages  are  only  promises 
of  one  kind  or  another. 

There  is  also  another  highly  important  basis  in  the  free  function- 
ing of  the  credit  factor.  It  is  a  prime  influence  also  in  the  encour- 
agement of  industry,  thrift,  and  self-denial  on  the  part  of  indi- 
viduals. It  is  the  faith  in  the  stability  and  efficiency  of  the  Gov- 
ernment, the  belief  that  life,  liberty,  ^property  will  be  protected, 
lawful  contracts  enforced,  and  justice  administered. 

The  good  business  leader,  the  statesman,  knows  that  a  wise  use 
of  credit  builds  the  character  and  enhances  the  reputation  of  an 
individual  or  a  private  or  public  corporation ;  but  a  foolish  use  of 
it  undermines  character  and  destroys  good  reputation.  While  there 
should  be  a  constant  endeavor  to  maintain  a  record  which  will 
quickly  secure  the  loan  of  needed  sums,  such  power  should  be 
used  sparingh'. 

The  banker,  a  dealer  in  credit,  merely  buys  and  sells  "  promises  ", 
which  are  undertakings  of  future  performance  in  regard  to  ex- 
change of  goods  and  services.  He  does  not  deal  in  money  but,  like 
the  merchant,  keeps  enough  of  it  on  hand  to  make  change.  The 
banker  s  task  is  to  judge  accurately  the  ability  of  those  who  borrow 
to  meet  their  promises  and  to  knoAv  markets  of  commodities  and 
investment  securities  and  probably  future  trends,  so  that  he  in  turn 
may  be  m  a  position  to  meet  his  own  "  promises  "  at  the  proper 
time.  ^      ^ 

It  is  obvious  that  credit  cannot  be  handled  and  controlled  in  the 
manner  that  it  is  possible  to  control  physical  property.  Promises 
cannot  be  appraised  by  statute  or  even  by  the  comprehensive  regu- 
lations of  a  Government  bureau.  It  requires  experience,  constant 
watchfulness,  a  keen  and  seasoned  judgment,  quick  and  accurate 
decisions.  The  ordinary  practical  judgments  that  successfully  o-uide 
so  many  men  m  business  will  not  do.  Neither  will  the  faithful 
following  of  statutory  requirements  by  a  loval  and  diligent  govern- 
mental employee.  His  administration  naturally  will  consTstently 
follow  his  changing  moods,  and  actions  may  with  the  best  intention 
vary  from  a  liberal  to  a  strict  and  possibly  a  severe  interpretation 
of  the  act. 

To  meet  the  unusual  vicissitudes  encountered  in  supplying  de- 
mands that  grow  out  of  the  varying  mass  moods  of  consumers,  with 
competition  sharp,  the  business  manager  must  have  an  open  and 
inquiring  mmd.  He  cannot  be  content  to  see  a  thing  happen  without 
trying  ta  learn  why  and  how  it  happened.  He  must  cling  tenaciously 
to  a  problem  until  it  is  studied  in  every  phase,  yet  decisions  must  be 
made  in  time  and  with  a  high  degree  of  accuracy.  It  is  this  capacity 
for  concentrated  attention,  classification,  and  analysis,  with  prompt 
and  effective  action  which  distinguishes  the  superior  man  from  the 
mediocre  and  the  good  from  the  poor  leader. 

In  times  of  optimism,  when  prosperity  runs  into  expansion,  and 
expansion  into  inflation,  when  practically  everybody  has  ceased  to 
use  forethought  and  judgment  and  is  dependent  entirely  on  hopes 
for  the  future,  and  on  hunches,  all  of  us,  even  leaders,  get  the  con- 
tagion and  become  demoralized.  Some  in  any  line  of  business  may 
succeed  on  chance  or  by  luck  alone.  But  in  difficult  times  when  all 
are  distressed  by  economic  depression,  when  we  have  given  up  the 
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hope  that  "  Prosperity  is  around  the  corner  ",  or  that  some  govern- 
mental atrency  will  do  the  whole  job  of  pulling  us  out,  with  our  backs 
against  the  wall,  the  first  law  of  nature,  self-preservation,  asserts 
itself  and  we  begin  to  fight.  Then  industry,  forethought,  and  judg- 
ment return. 

Practical  judgment  is  based  on  accurate  observation  and  memory 
of  facts.  In  a  long  steady  trend  of  business  affairs  it  is  often  suffi- 
cient to  enable  the  leader  to  achieve  a  considerable  success.  Re- 
flective judgment  is  based  on  both  experience  and  orderly  classifica- 
tion of  facts.  When  confronted  with  an  unusual  situation  a  man 
with  reflective  judgment  draws  not  only  upon  his  memory  of  specific 
cases  that  are  analogous,  but  upon  all  that  precept,  example,  and 
experience  have  taught  him,  from  which  he  has  been  able  to  establish 
certain  basic  principles. 

There  are  many  men  who  possess  these  rare  qualities  of  reflective 
judgment  heading  our  commercial  and  investment  banking  institu- 
tions. We  need  them.  We  should  help  them  and  make  them  help 
us.  We  should  not  let  our  anger  and  impatience  with  the  foolish  and 
crooked  banker,  the  speculator,  or  the  broker  who  may  exaggerate 
and  falsify,  lead  us  to  put  obstacles  in  the  Avay  of  good  sound  leader- 
sliip  in  financial  and  credit  affairs. 

Wo  are  all  familiar  with  the  classification  under  the  three  heads 
of  the  basic  elements  which  make  uj)  a  normal  man:  His  physical, 
mental,  and  moral  qualities.  In  a  well-balauced  individual  who  gets 
the  most  out  of  life  these  three  forces  nuist  be  fairly  well  integrated 
and  work  together.  With  great  competition  in  the  laws  of  nature, 
the  three  seem  never  to  be  able  long  at  a  time  to  render  balanced  per- 
formance. Adjustments  between  these  forces  are  constantly  being 
nuide  within  all  of  us.  The  body  is  instinctively  self-indulgent  and 
hard  to  control,  but  all  important.  .The  physical  is  the  soil  in  which 
the  mental  and  moral  qualities  of  man  flower  or  fade. 

Civilization,  cooperative  effort'  of  mankind,  motivated  by  mass 
thoughts,  feelings,  and  beliefs  of  the  individuals  composing  it,  has 
aspects  quite  similar  to  those  ascribed  to  men.  It  has  political  as- 
pects, social  aspects,  and  economical  aspects,  all  of  them  important, 
all  of  them  partners,  which  theoretically  should  be  well  integrated 
and  cooperative,  but  which  in  fact  are  in  constant  conflict.  It  is 
only  through  an  efficient  economic  order,  the  soil  which  sustains  the 
other  two,  that  a  just  and  effective  political  order  and  a  sound  social 
order  can  be  maintained. 

To  plan  and  carry  on  a  progressive  future  civilization  constantly 
consumes  Avealth.  For  continued  progress  this  wealth  nuist  be  re- 
plenished. While  both  the  political  order  and  the  social  order  should 
help  in  the  plans,  the  actual  work  of  replenishing  this  wealth  falls 
back  on  the  economic  order. 

In  our  lifetime  we  can  see  the  constant  change  and  conflict  of 
these  forces.  We  can  all  remember  when  a  part  of  the  economic 
forces  dominated  both  the  political  and  social  forces,  not  to  their 
l:>enefit  and  also  to  the  great  injury  of  a  part  of  the  other  economic 
forces.  Perhaps  the  only  happy  circumstance  growing  out  of  this 
great  depression  is  that  so  many  people  now  realize  the  truth  and 
are  bent  on  correcting  it.  Our  great  care  now  should  be  not  to 
destroy  or  impair  any  of  the  economic  forces.  They  have  been  the 
goose,  but  remember  they  laid  the  golden  egg. 
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It  seems  to  me  that  this  proposed  measure  and  the  Securities  Act 
of  1933,  unless  it  is  amended,  are  going  too  far.  To  carry  out  the 
far-reaching  program  of  the  administration  the  en-ors  of  the  indus- 
trial economic  life  and  the  errors  of  the  financial  economic  life 
must  be  corrected,  but  these  great  agencies  so  essential  to  a  sound 
civilization  should  not  be  destroyed. 

Government  and  its  bureaus  are  just  another  lot  of  men,  some 
able  and  some  not,  some  with  courage  and  some  without.  But  in 
appointive  places  public  servants  are  most  conservative,  with  no  in- 
centive to  stimulate  imagination,  vision,  and  the  spirit  of  adventure 
that  makes  one  unafraid  of  losing.  Yet  these  are  qualities  that  are 
needed  in  business  to  insure  progress. 

With  that  general  statement,  gentlemen,  I  want  to  add  that  I 
am  here  representing  my  business  myself.  I  have  been  a  leader 
m  management,  I  have  been  an  investor,  I  have  been  a  worker,  and 
I  think  I  am  a  consumer  and  a  common,  ordinary  citizen. 

Now,  I  am  not  going  to  talk  from  the  stock  exchange  viewpoint. 
I  thmk  there  are  objections  from  my  viewpoint  to  sections  5,  6,  7 
11,  12,  14,  15,  and  18.  ^  ^  .  ,     ,     , 

My  objections  to  11,  12,  and  18  are  very  well  detailed  by  the 
openmg  statement  I  have  made.  I  think  there  is  too  much  inter- 
ference. I  feel  quite  sure  if  that  law  is  put  into  effect  men  like 
myself  will  have  great  difficulty  in  getting  the  capital  that  they  need 
to  conduct  their  business.  I  am  already  having  trouble.  My  corpo- 
ration has  four  representatives  from  four  of  the  leading  investment 
banking  houses  of  New  York  all  either  members  of  or  they  deal 
through  the  stock  exchange,  and  I  want  to  say  for  that  class  of 
the  directors  they  are  the  best  ones  I  have  ever  found.  The  other 
directors  are  men  that  are  operating  in  business.  Those  houses  are 
the  Morgan  &  Co.,  Lazard  Fr^res,  Blake  Brothers,  and  Lehman 
Brothers. 

Those  men  have  their  statistical  departments,  their  economists, 
and  their  analysts,  and  you  cannot  imagine  how  thorough  they  are 
in  going  into  your  statements  and  asking  questions,  and  you  cannot 
appreciate,  unless  you  have  lived  it  and  experienced  it,  what  a  won- 
derful moral  influence  it  is  to  have  someone  who  knows  how  to 
answer  intelligent  questions,  to  go  into  your  plans  and  your  opera- 
tions.    That  moral  influence  is  of  tremendous  value. 

I  just  want  to  say  for  respectable  men  in  the  investment  banking 
houses  I  think  every  large  corporation  needs  a  considerable  number 
of  them  on  its  board.  One  good  thing  in  having  a  considerable 
number  is  they  are  hardly  ever,  on  a  very  important  thing,  all 
agreed  at  first.  Sometimes  some  of  them  never  agree  with  the 
others,  but  it  brings  about  discussion  and  investigation. 

My  objection  to  section  5  is  that  we  cannot  withdraw  if  we  go 
in  there  without  the  permission  of  the  Commission.  I  think  that 
ought  to  be  changed. 

In  12,  the  margin  requirements  that  you  set  up  there  in  a  statutory 
way  are  a  great  mistake  from  the  point  of  view  that  I  am  repre- 
senting here. 

Then  I  do  not  think  any  man  in  any  business  ought  to  be  limited 
in  using  his  reputation  for  keeping  his  promises.  He  should  be  per- 
mitted to  use  that  finest  thing  about  him,  as  far  as  the  rest  of  man- 
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kind  is  concerned,  his  character  and  his  reputation,  to  borrow  money. 

As  to  the  proxy  requirements,  they  are  very  onerous,  and  I  do  not 
think  will  do  us  a  bit  of  good.    I  think  that  ought  to  be  changed. 

I  do  not  think  the  freedom  of  the  over-counter  trading  ought  to 
be  interfered  with  too  much,  and  I  do  not  think  good  directors  ought 
to  be  driven  off  of  our  boards. 

Mr.  Pecora.  How  would  good  directors  be  driven  off  the  board  of 
any  corporation  through  this  bill? 

Mr.  Keyburn.  It  limits  their  use  of  their  discretion  and  judgment. 

Mr.  Pecora.  With  regard  to  their  own  tradings  in  the  stock  of 
their  company? 

Mr.  Reyburn.  In  regard  to  the  operations  of  that  company. 

Mr.  Pecora.  In  what  way,  Mr.  Reyburn? 

Mr.  Reyburn.  Well,  I  think  in  the  registration  requirements  you 
ought  to  put  that  right  up  to  a  small  committee,  not  the  directors. 

Mr.  Pecora.  What  committee — committee  of  directors? 

Mr.  Reyburn.  Say  the  executive  committee  or  the  president  or  the 
treasurer. 

Mr.  Pecora.  "What  is  the  difference  between  putting  it  up  to  a 
small  group  of  the  board  of  directors  or  the  entire  board?  If  they 
are  all  directors,  they  all  should  have  equal  laiowledge  of  the  affairs 
of  the  company. 

Mr.  Reyburn.  No;  you  cannot  expect  that. 

Mr.  Pecora.  Because  that  is  the  responsibility  that  goes  with  the 
duty  of  directorship. 

Mr.  Reyburn.  No.  That  is  a  general  impression,  but  it  is  not 
possible  for  all  directors  to  have  an  intimate  knowledge  of  the  busi- 
ness or  an  absolutely  personal,  intimate  knowledge  of  the  value  of 
the  assets  of  the  business.  They  cannot  do  it.  They  select  the 
best  agents  they  can  to  operate  that  business.  Sometimes  they  are 
mistaken.  Sometimes  the  morals  of  the  agents  change.  And  you 
will  destroy,  I  think,  good  corpoi:ate  management  by  requiring  the 
executives  to  take  these  great  responsibilities. 

The  Chairman.  It  is  important  to  do  away  with  window-dressing 
directors,  scenic  directors,  and  have  real  directors,  isn't  it? 

Mr.  Reyburn.  Oh,  you  bet  it  is,  but  they  are  directors  with  their 
own  business  to  look  after  and  cannot  devote  the  necessary  time  to  it. 

Mr.  Pecora.  Then  what  good  are  they  as  directors? 

Mr.  Reyburn.  The  law  and  the  public  impression  as  to  what  a 
director's  duties  are — that  is,  all  the  board  of  directors — is  based  on 
a  misconception  of  the  need  of  corporate  activity. 

Mr.  Pecora.  A  corporation  must  have  a  board  of  directors  ? 

Mr.  Reyburn.  A  corporation  mu3t  have  a  board  of  directors.  Then 
the  board  of  directors 

Mr.  Pecora  (interposing).  Under  the  law  and  in  theory  the  direc- 
tors manage  the  corporation.  They  have  the  voice  of  authority  with 
regard  to  corporation  activities  and  are  responsible  to  the  public 
for  the  exercise  of  their  duties  as  directors,  are  they  not  ? 

Mr.  Reyburn.  Directors  should  be  elected  by  stockholders. 

Mr.  Pecora.  Well,  they  are. 

Mr.  Reyburn.  As  their  representatives  to  conduct  that  business  in 
accordance  with  the  law  and  ethics  of  the  business.  Those  directors 
then  exercise  their  authority.    They  first  should  select  a  group  from 
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!^L^f  1  ''•'''''^  *^^  ^'"^^  *^  ^^^^  «^«^«  attention  to  it  than 
a  director  ordinarily  can,  as  an  executive  committee.  Then  that 
executive  committee,  with  the  aid  and  approval  of  all  the  directors 
should  select  the  officers,  the  management  That  is  the  way  Tt  a^S 
ally  runs,  and  that  is  the  way  the  law  ought  to  read.  Now  of  that 
group,  the  management ^w,  ui  tuat, 

Mr.  Pecora  (interposing).  You  mean  to  say  that  executive  com- 
mittees and  boards  of  directors  select  the  officers,  or  do  you  mean  to 
say  that  the  entire  board  of  directors  select  the  officers  of  Se  cor- 
poration  i 

ih^^^.^77^'''  ^^^^°"^^  be  a  good  deal  like  the  executive  and 
the  Senate  here  The  executive  committee  should  investi^^ate  and 
recommend  The  board  then  should  elect  the  officers  Now,  the 
officers  ought  to  be  held  to  the  very  highest  degree  of  responsib  lity, 
and  they  ought  to  be,  when  they  do  wrong,  prosecuted  and  sent  to 
the  penitentiary,  and  so  ought  some  members  of  the  executive  com- 
mittee. Now,  this  other  board  that  knows  and  has  time  to  investigate 
cfn  t^^^'i'i  committee  and  investigate  its  officers,  stands  for  the 
stockholders.    They  must  use  judgment  in  doing  that 

Mr^  Pecora  You  may  say  that  many  members  of  boards  of  direc- 
tors have  not  the  time  to  meet  the  responsibilities  of  their  positions 

roard'ofXectors  f  ''  *^'  "'"'''  ^^^^  ""''  ""'  ^^'^  *^  ^  corporation's 
Mr.  Reyburn.  They  would  be  and  can  be  of  tremendous  value 
without  being  on  the  executive  committee.  They  get  your  state- 
ments, they  put  you  on  the  stand,  they  examine  into  your  plans, 
th^  give  you  good  advice,  they  help  you  in  many  ways. 

Ihen  the  executive  committee,  men  who  have  greater  knowledge 
or  more  time,  work  very  much  closer  to  the  management.  Thev 
watch  It  from  week  to  week.  The  board  of  directors  may  meet  only 
d?r?ct^oS^"      ^"^  ^"^^^  ^  quarter  and  yet  may  be  a  splendid  board  of 

The  Chairman.  Any  further  questions  of  Mr.  Reyburn? 

Senator  Kean.  I  would  like  to  ask  what  representative— Mr  Leh- 
man IS  on  your  board  ? 

Mr.  Reyburn.  Yes;  Robert. 

Senator  Kean.  That  is  a  brother  of  the  governor,  is  it  not? 

Mr.  Reyburn.  I  think  a  nephew.    I  am  not  sure. 

Mr.  Pecora.  Nephew. 

Mr.  Reyburn.  Is  he  a  nephew? 

Mr.  Pecora.  Yes. 

Senator  Kean.  Lehman  Brothers  were  two  brothers  that  started 
the  farm,  and  then  they  had  children  and  they  are  all  in  the  firm. 
feo  he  was  a  partner  of  the  governor's,  wasn't  he « 

Mr.  Reyburn  Oh,  yes;  I  think  he  was  a  partner  in  the  firm  before 
the  governor  withdrew  from  it. 

The  Chairman.  Is  there  anything  more,  Mr.  Reyburn? 
1 J  PfYBURN.  Yes;  I  have  written  a  little  closing  here  which  I 
would  hke  to  submit.  ^ 

The  Chairman.  Very  well. 

Mr.  Reyburn.  Before  closing,  in  addition  to  the  reasons  hereto- 
lore  given  as  to  my  objections  to  clothing  a  governmental  bureau 
with  so  much  power  over  credit  markets,  there  is  another  very  o-ood 
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one.  It  is  very  doubtful  to  my  mind  as  to  whether  it  is  a  wise  policy 
for  the  Government  to  assume  such  a  responsibility  to  investors. 
This  is  particularly  true  in  a  matter  that  requires  a  well-developed 
judgment  that  only  long  and  intimate  experience  could  bring — 
which  would  be  difficult  indeed  for  the  Government  to  secure — as 
well  as  wide  sources  of  information  and  quick  decisions. 

The  power  to  regulate,  like  the  power  to  tax,  gives  the  power  to 
impair  and  to  destroy.  The  right  to  regulate  does  not  give  the  right 
to  destroy,  but  imposes  the  duty  to  improve  and  to  build  stronger, 
sounder,  and  more  useful  policies  and  methods  of  administration. 
While,  if  this  proposed  bill  is  enacted  into  law  it  will  not  destroy 
the  stock  exchange,  it  will  impair  its  usefulness,  and  will  destroy 
much  of  the  value  of  many,  and  perhaps  all  the  value  of  some,  of 
the  investments  that  have  already  been  made  in  good  faith.  It  will 
destroy  or  seriously  impair  the  credit  of  many  industries  in  the 
country,  cause  a  decrease  of  employment  and  wages  and  dividends, 
production,  distribution,  and  consumption. 

The  reasoning  processes  of  investors  are  fallible  just  as  those  of  all 
the  rest  of  us.  Whether  we  like  it  or  not,  whether  or  not  it  is  sound 
for  them  to  hold  such  beliefs,  a  great  many  of  them  watch  the  sale 
prices  of  securities  every  day  and  are  tremendously  interested  in 
having  a  broad  market  in  what  they  call  "  liquid  "  securities,  and 
they  do  not  necessarily  mean  by  that  a  "  watered  "  stock. 

With  quick  marketability  removed  from  anything  of  value — be  it 
a  farm,  factory,  bond,  or  stock  certificate — fewer  people  are  inter- 
ested and  its  price  inevitably  is  seriously  affected  and  decreased. 
Desires  of  customers  are  what  makes  this  business.  They  come  from 
all  over  the  world.  The  exchange  is  only  the  place  where  their  agents 
execute  the  orders. 

For  the  past  20  years  I  have  lived  within  a  few  miles  of  Wall 
Street,  the  greatest  credit  market  in  the  world.  On  the  scale  we  now 
live,  with  a  vast  volume  of  procluction  and  consumption  and  the 
efforts  to  take  care  of  the  future,  such  a  credit  market  performs  a 
great  service.  It  should  be  regulated,  of  course,  but  at  the  same  time, 
in  holding  it  to  a  high  degree  of  responsibility,  it  should  have  the 
freedom  to  make  it  most  useful  and  constructive  in  local,  national, 
and  international  credit  transactions. 

The  stock  exchange  is  here.  It  is  the  auction  block  where  every 
day  the  promises  of  men,  corporations,  and  nations  are  bought  and 
sold.  Like  everytliing  in  nature,  our  credit  system  and  this  piece  of 
market  machinery  are  not  perfect.  Along  with  a  vast  amount  of 
good  work,  so  beneficial  to  society,  conscientiously  and  courageously 
done,  there  are  exploitations  of  questionable  and  even  crooked  jobs. 
Human  hopes  are  easily  overstimulated,  and  it  is  easy  for  those  who 
want  to  exaggerate  and  misrepresent  to  induce  many  people  to  care- 
lessly buy  poor  and  often  false  promises. 

Let  a  bill  be  drafted  that  eliminates  the  misuse  of  the  exchanges 
and  it  will  have  the  support  of  every  honest-minded  man  in  the 
country.  The  opposition  to  the  present  bill  is  wide-spread  because 
the  proposed  legislation  does  not  attack  the  problem  from  this  simple 
and  constructive  point  of  view,  and  because  it  strikes  a  vital  blow  at 
those  investors  and  those  industries  who  are  so  necessary  to  the  agri- 
culture, commerce,  industry,  education,  and  charities  of  the  country. 


w  '^ 


7032 


STOCK   EXCHANGE   PRACTICES 


All  of  these  things  can  be  safeguarded  by  legislation  which  in- 
stead of  destroying,  in  the  guise  of  regulation,  preserves  industrial 
and  investment  values  through  the  medium  of  regulation  which 
prevents  or  severely  punishes  abuse. 

Thank  you,  gentlemen,  for  your  patience.  If  the  law  is  redrafted 
and  you  think  I  could  be  of  any  help  to  you,  I  would  be  glad  to  have 
you  call  upon  me. 

The  Chairman.  We  are  very  much  obliged  to  you,  Mr.  Keyburn. 
I  hope  you  have  a  pleasant  vacation  in  Florida. 

Mr.  Eeyburn.  Thank  you,  sir. 

The  Chairman.  Mr.  George  Kich,  secretary  of  the  Boston  Stock 
Exchange.    We  will  be  glad  to  hear  from  you  now,  Mr.  Rich. 

STATEMENT  OF  GEORGE  A.  RICH,  SECRETARY  AND  TREASURER 
OF  THE  BOSTON  STOCK  EXCHANGE,  BOSTON,  MASS. 

The  Chairman.  State  your  name  and  place  of  residence  and  occu- 
pation, Mr.  Rich. 

Mr.  Rich.  Mr.  Chairman  and  gentlemen  of  the  committee,  my 
name  is  George  A.  Rich.  I  am  secretary  and  treasurer  of  the  Bos- 
ton Stock  Exchange.  I  have  been  secretary  since  1916,  and  have 
been  connected  with  the  exchange  since  1898.  I  speak,  however,  in 
behalf  of  the  Committee  on  New  England,  representing  both  brokers 
and  dealers. 

It  is  not  my  purpose  to  discuss  the  details  of  the  proposed  bill,  as 
this  has  already  been  adequately  covered  by  others.  I  should,  how- 
ever, like  to  address  myself  to  some  general  aspects  of  the  subject 
which  seem  to  us  important.  They  are  in  brief  as  follows :  First, 
the  control  of  credit  from  the  standpoint  of  stock-market  operations; 
second,  the  question  of  segregating  broker  and  dealer  activities,  and, 
third,  the  regulation  of  exchanges  and  their  practices. 

Before  discussing  these  details,  may  I  say  just  a  word  regarding 
the  Boston  Stock  Exchange  and  its  position  in  New  England  ?  The 
Boston  Stock  Exchange  was  organized  100  years  ago.  It  has  been 
m  continuous  operation  since  that  time,  with  the  single  exception  of 
a  closed  period  during  the  great  war.  At  the  present  time  the  mem- 
bership is  limited  to  139,  of  which  approximately  100  are  active. 
Forty  of  our  registered  firms  are  also  registered  firms  on  the  New 
1  ork  Stock  Exchange. 

At  the  present  time  there  are  listed  upon  the  exchange  the  bonds 
of  over  260  different  corporations,  representing  300  separate  issues, 
and  common  and  preferred  shares  of  over  300  corporations.  All 
of  these  corporations  represent  either  New  England  industries  or 
industries  in  whose  issues  there  is  a  present  substantial  local  owner- 
ship. 

Now,  to  proceed  to  the  points  suggested  at  the  beginning.  First, 
the  control  of  credit  from  the  standpoint  of  stock-market  operations. 

Fundamentally  we  all  agree  that  extreme  speculation,  whether  in 
securities,  land,  or  commodities,  is  bad  from  an  economic  standpoint. 
On  the  other  hand,  from  an  economic  standpoint  it  is  of  the  utmost 
importance  that  securities  should  remain  liquid  and  at  all  times 
readily  marketable.  We  feel  that  any  attempt  to  restrict  credit  by 
any  inflexible  rule  made  in  the  light  of  the  present  circumstances  is 
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undesirable.  In  my  opinion  it  would  be  most  unfortunate  to  write 
in  law  specific  rules  as  to  credit,  because  conditions  are  fluid  and  laws 
are  static.  The  sound  way  would  appear  to  be  to  leave  it  in  the 
hands  of  those  who,  by  reason  of  their  position  and  their  connection 
with  the  financial  and  economic  conditions  of  the  country,  from  their 
experience  in  extending  credit,  can  best  judge  as  to  the  proper  flow 
into  securities  in  order  to  maintain  their  liquidity  and  marketability 
in  the  light  of  circumstances  as  they  exist,  not  only  throughout  the 
whole  country  but  in  special  local  sections. 

In  the  last  analysis  credit  is  dependent  upon  both  the  individual 
and  upon  the  character  of  the  securities  upon  which  the  loan  is  based. 
If  this  is  a  true  statement,  there  then  can  be  no  uniformity  applica- 
ble to  the  whole  country  or  to  all  securities.  For  this  reason  my 
associates  are  convinced  that  any  limitation,  either  on  the  amount 
the  individual  should  borrow  or  that  banks  may  loan,  should  be  left 
to  the  control  of  the  Federal  Reserve  Board. 

Now,  if  it  be  said  that  the  control  of  the  Federal  Reserve  Board 
failed  in  1929,  it  should  be  borne  in  mind  that  not  only  have  banks 
and  bankers  learned  by  that  experience,  but  by  the  passage  of  the 
Banking  Act  of  1933  the  powers  of  the  Federal  Reserve  Board  have 
been  greatly  increased  for  the  express  purpose  of  preventing  the 
undue  diversion  of  funds  into  speculative  operations.  What  I  have 
in  mind  are  these  powers :  The  power  to  deny  credit  facilities  of  the 
Federal  Reserve  System  to  any  bank  making  undue  use  of  bank 
credit  for  speculative  purposes;  the  power  of  the  Federal  Reserve 
Board  to  fix  for  each  district  the  percentage  of  capital  and  surplus 
which  may  be  represented  by  loans  secured  by  stock  or  bond  col- 
lateral; the  power  of  the  Federal  Reserve  Board  to  remove  any 
director  or  officer  of  a  member  bank  guilty  of  unsafe  or  unsound  prac- 
tices ;  the  power  to  increase  or  decrease  the  reserve  balances  required 
to  be  maintained  against  either  demand  or  time  deposits ;  the  elimina- 
tion of  all  banking  affiliates  engaged  in  the  securities  iDusiness;  the 
forbidding  of  any  member  bank  to  act  as  agent  or  medium  for  others 
making  loans  on  securities.  In  my  opinion  and  in  that  of  my  asso- 
ciates, if  further  protection  or  power  is  needed  to  control  credit  in 
market  operations,  it  should  be  done  through  the  amplification  of 
that  act. 

Now,  to  the  second  point,  the  question  of  segregating  broker  and 
dealer  activities. 

With  respect  to  section  10,  which  separates  the  activities  of  the 
broker  and  dealer,  I  would  respectfully  submit  that  such  a  separa- 
tion would  work  a  hardship  on  New  England  people  as  a  whole,  and 
on  the  security  houses  serving  New  England,  particularly  on  the 
smaller  holders  of  securities  in  comparatively  small  cities  and  com- 
munities. By  forcing  segregation  we  New  England  people  believe 
that  the  act  would  force  our  local  securities  houses  to  withdraw 
from  the  small  cities  and  communities,  to  withdraw  both  their  serv- 
ices as  brokers  and  their  services  as  dealers.  The  eff^ect  on  the 
listed  holdings  of  such  investors  would  be  to  make  them  less  readily 
marketable.  The  small  holder,  if  the  securities  houses  in  the  small 
communities  are  forced  to  withdraw,  would  not  be  likely  to  have 
established  connections  with  securities  houses  in  the  large  cities. 
This  being  the  fact,  he  would  find  it  difficult,  in  case  of  necessity,  to 
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dispose  of  his  listed  holdings  promptly,  or  to  make  arrangements 
for  quick  execution  of  an  order  to  sell.  '  A  similar  difficulty  would 
obtain  in  case  he  desired  immediate  execution  of  an  order  to  pur- 
chase listed  securities.  The  general  effect,  therefore,  on  the  small 
holder  in  the  smaller  towns  would  be  to  his  decided  disadvantage. 
It  would  make  his  listed  securities  less  readily  marketable. 

In  addition  to  this,  individuals  in  small  places  holding  unlisted 
securities  would  be  deprived  entirely  of  services  and  financial  advice 
from  dealers  if  the  segregation  section  forced,  as  we  believe  it  would, 
the  withdrawal  of  securities  houses  from  the  small  cities  and  towns. 
Moreover,  this  section  would,  I  believe — and  when  I  say  I,  I  mean 
my  associates  too — would  produce  the  following  additional  unfortun- 
ate results :  First,  a  radical  curtailment  of  our  established  organiza- 
tions. Second,  the  discharge  of  members  of  the  personnel  of  our  or- 
ganizations who  have  labored  long  and  faithfully  and  have  estab- 
lished recognized  reputations  for  honesty  and  fair  dealings  with  the 
customers.  I  may  say  that  in  the  State  of  Massachusetts  alone  there 
are  something  more  than  10,000  employed  by  our  organizations. 
Third,  the  forced  separation  and  perhaps  the  loss  of  a  clientele 
built  up  over  a  period  of  many  years.  Fourth,  an  increased  cost  to 
industry  for  financing  and  consequently  a  decreased  valuation  of 
the  securities  sold  to  the  investor.  Fifth,  the  entire  elimination 
from  the  dealer  business  of  the  most  financially  responsible  firms  and 
individuals  in  our  district. 

It  is  my  personal  belief,  based  on  the  local  situation,  that  this 
will  result  in  the  driving  of  purely  local  financing  to  other  fields, 
particularly  to  New  York,  where  alone  I  believe  could  dealers  be 
found  of  sufficient  means  to  absorb  and  distribute  the  securities 
necessary  for  current  financing.  This  is  due  to  the  fact  that  the 
majority  of  the  houses  of  substantial  financial  resources  in  our 
district  are  members  of  the  stock  exchanges. 

The  criticism  which  has  been  directed  at  brokers  occupying  this 
dual  position,  it  would  seem,  has  been  largely,  if  not  entirely,  over- 
come by  the  passage  of  the  Federal  Securities  Act,  which  appears  to 
have  eliminated  the  opportunity  for  unfair  advantage,  not  only 
under  section  12,  imposing  civil  liabilities  upon  the  seller,  but  by 
section  11,  imposing  even  greater  responsibilities  upon  an  under- 
writer. Furthermore,  under  our  New  England  laws,  both  statutory 
and  common  law,  full  disclosure  as  to  his  relations  to  the  transac- 
tion is  required  on  the  part  of  any  broker  who  is  selling  as  a  prin- 
cipal. I  am  also  advised  that  the  Investment  Bankers'  Association 
Code  ot  Fair  Practices,  about  to  be  adopted,  makes  further  require- 
ments in  this  type  of  transaction. 

Now,  tliird,  the  regulation  of  exchanges  and  their  practices. 
As  to  the  pro])ibition  and  regulation^f  practices  of  exchanges,  it 
seems  to  me  that  there  are  two  considerations.  Certain  practices  are 
condemned  by  exchanges  as  well  as  public  opinion.  As  to  such  prac- 
tices, there  can  be  no  objection  to  the  enactment  of  a  law  prohibitin<r 
them.  There  is  a  distinct  difference,  however,  between  such  practices 
and  many  other  matters  covered  by  the  proposed  bill  as  to  which  there 
IS  a  sincere  and  lionest  difference  of  opinion. 

As  to  such  things,  if  Congress  feels  that  certain  Federal  regulations 
should  be  imjjosed  upon  the  activities  of  the  stock  exchanges    we 
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should  not  oppose  it,  provided  that  the  authority  is  placed  in  the 
hands  of  a  capable  independent  group  of  men,  not  bound  in  advance 
by  specific  prohibitions  and  requirements,  before  whom  we  could 
appear  and  discuss  our  local  conditions  and  our  local  practices. 
Before  such  a  body  we  should  feel  that,  if  any  of  our  practices  were 
regarded  as  ill-advised  or  not  in  the  interests  of  the  public  and  we 
could  not  convince  them  otherwise,  then  there  really  was  some  ques- 
tion as  to  the  soundness  of  our  own  position.  In  other  words,  a  body 
with  flexible  authority,  sitting  in  conference  with  the  exchanges, 
studying  their  problems,  and  both  interested  in  the  same  ends,  the 
public  good  and  the  sound  interest  of  the  securitj^  holders,  is  without 
objection.  We  believe  under  those  conditions  a  sounder  practice  and 
procedure  can  be  worked  out  than  is  possible  in  any  other  manner. 

The  Chairman.  Are  there  any  questions  of  Mr.  Rich? 

Mr.  Pecora.  I  would  like  to  ask  a  few  questions,  Mr.  Chairman. 

Mr.  Rich,  you  said  that  certain  practices  are  condemned  by  ex- 
changes as  well  as  public  opinion.  As  to  such  practices  there  can  be 
no  objection  to  the  enactment  of  a  law  prohibiting  them.  Would 
you  be  good  enough  to  enumerate  the  practices  j'ou  have  in  mind? 

Mr.  Rich.  What  I  had  particularly  in  mind,  Mr.  Pecora,  was  the 
wash  sales,  and  so  forth,  some  extreme  types  of  pool  operations. 
Those  were  the  particular  things  I  had  in  mind. 

Mr.  Pecora.  In  the  concluding  part  of  your  statement^  you  said 
that  "  as  to  such  things,  if  Congress  feels  that  certain  Federal  regu- 
lations should  be  imposed  upon  the  activities  of  the  stock  exchanges, 
we  should  not  oppose  it,  provided  that  the  authority  is  placed  in  the 
hands  of  a  capable,  independent  group  of  men,  not  bound  in  advance 
by  specific  prohibitions  and  requirements,  before  whom  we  could 
appear  and  discuss  our  local  conditions  and  our  local  practices." 

As  to  that,  Mr.  Rich,  do  you  have  any  notion  that  the  Federal 
Trade  Commission  would  shut  its  ears  to  any  suggestions  made  by 
representatives  or  officers  of  stock  exchanges  when  it  devoted  itself 
to  the  task  of  formulating  rules  and  regulations  ? 

Mr.  Rich.  I  had  no  thought,  and  I  have  none,  that  the  Federal 
Trade  Commission,  if  it  were  given  this  authority,  would  not  give 
every  member  of  the  present  exchange,  broker,  or  dealer,  the  oppor- 
tunity to  present  their  cases  to  the  Commission  and  get  their  hearing. 
What  I  would  suggest  and  what  runs  in  mj'  mind  is  that  whether  or 
no  the  organization,  the  form  in  which  it  could  best  handle  this 
problem,  should  be  more  diversified  and  have  more  opportunity  to 
attend  to  the  particular  problems  than  perhaps  such  a  commission 
would  have.  In  one  of  the  reports — I  think,  the  Dickinson  report — 
they  made  two  suggestions,  did  they  not  ?  One,  that  there  could  be 
a  remaking  of  the  Federal  Trade  Commission,  setting  up  certain 
commissioners  who  would  give  all  their  time,  or  to  an  independent 
stock  exchange  authority.  What  we  have  in  mind  is  a  group  of  men 
of  diversified  contacts  and  of  wide  experience  to  whom  we  could 
present  matters,  because  we  feel  very  strongly  that  a  uniform  law 
imposed  on  every  exchange  would,  in  certain  instances,  work  injus- 
tice to  many  of  these  purely  local  markets.  We  are  trying  to  pre- 
serve our  local  market. 

Mr.  Pecora.  The  matter  of  preservation  of  local  markets  with 
regard  to  elements  that  apply  only  to  localities  could  easily  be  taken 
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up  with  the  Federal  Trade  Commission  when  that  body  formulates 
its  rules  and  regulations,  could  it  not? 

Mr.  Rich.  I  agree  that  it  probably  could.  I  just  tried  to  express 
my  thought  and  that  of  my  associates  as  to  the  particular  type  of 
body  that  we  felt  properly  could  handle  it  better.  It  is  not  said  in 
criticism. 

Senator  Kean.  I  would  like  to  ask  you  a  few  questions.     If  this 
law  "  as  IS  "  IS  enacted,  the  Federal  Trade  Commission  would  be 
bound,  of  course,  by  all  the  requirements  of  the  law,  would  it  not« 
Mr.  Rich.  Yes. 

Senator  Kean.  And  if  they  are  bound  by  all  the  requirements  of 
this  law,  that  would  so  cripple  your  exchange  that  probably  it  could 
not  do  business? 

Mr.  Rich.  This  bill  that  is  before  us  now;  yes.  Our  suggestion 
IS  that  there  should  be  great  flexibility  in  the  law  in  order  that  that 
body  might  function  better. 

Senator  Kean.  I  understand ;  but  we  have  had  testimony  here  that 
it  would  perhaps  close  most  of  the  exchanges. 

Mr.  Rich.  Section  10  would  hit  our  district  terribly  hard,  because, 

as  I  have  stated,  a  substantial  part  of  our  long-term  local  business 

IS  done  with  those  who  happen  to  be  members  of  the  stock  exchange. 

Senator  Kean.  Do  you  have  about  the  same  rules  as  the  stock 

exchange  in  New  York  has? 

Mr.  Rich.  Pretty  generally  the  same. 

Senator  Kean.  Do  you  have  a  right  to  question  your  members  as 
to  whom  they  bought  for  and  whom  they  sold  for? 
Mr.  Rich.  Yes,  sir;  we  do. 

Senator  Kean.  Have  you  questioned  them  on  air  stocks? 
Mr.  Rich.  We  have  no  air  stocks  listed. 
Senator  Kean.  None  of  them  are  listed? 
Mr.  Rich.  No,  sir. 

Senator  ICean.  If  this  bill  is  enacted  into  law  it  would  interfere 
very  much  with  the  sale  or  financing  of  all  municipal  bonds,  would 
it  not? 

Mr.  Rich.  It  would,  in  our  district.  It  would  have  to  be  done 
outside  of  our  district. 

Senator  Kean.  In  other  words,  it  would  drive  municipals  and 
other  bonds  off  the  market,  and  they  are  regarded  as  the  highest  type 
bonds  in  the  market  today.  Bonds  of  the  State  of  Massachusetts  and 
towns  in  Massachusetts  are  selling  on  a  better  basis  than  those  of 
other  States  and  cities  in  the  United  States,  are  they  not? 

Mr.  Rich.  They  are  selling,  yes ;  I  would  not  like  to  go  as  far  as 
that. 

Senator  Kean.  It  would  practically  deprive  those  cities  and  towns 
of  the  ability  of  marketing  their  securities  ? 

Mr.  Rich.  They  would  have  to  go  outside  of  our  district  where 
they  now  operate. 

Senator  Goldsborough.  I  understand,  Mr.  Rich,  that  it  is  your 
judgment  that  there  should  be  set  up  an  independent  commission  to 
carry  out  and  effectuate  the  provisions  of  this  bill  ? 

Mr.  Rich.  My  judgment,  as  I  tried  to  express  it,  is  that;  yes,  sir. 
Senator  Goldsborough.  Rather  than  the  Federal  Trade  Commis- 
sion? 
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Mr.  KicH.  Rather  than  the  Federal  Trade  Commission. 

Senator  Goldsborough.  Is  that  based  upon  the  fact  that  you  think 
the  Commission  would  be  carrying  burdens  already  placed  upon  it, 
plus  those  imposed  by  this  act,  which  would  be  such  a  stupendous 
task  that  it  would  be  difficult  for  them  to  carry  out  the  provisions  of 
this  bill? 

Mr.  Rich,  There  are  two  answers  to  that,  Senator.  First,  I  think 
it  would  be  a  stupendous  task  for  them;  and  personally  I  am  not 
clear  in  my  mind  but  that  a  different  type  of  personnel,  a  more  diver- 
sified personnel,  with  broader  contacts  with  economic  and  business 
conditions,  would  not  be  more  serviceable.  I  am  not  criticizing  in 
that  suggestion,  but  am  simply  giving  my  reaction  as  to  the  most 
competent  way  of  handling  it. 

The  Chairman.  Would  you  recommend  that  municipals  be  ex- 
empted from  this  act? 

Mr.  Rich.  Frankly,  I  do  not  see  why  they  should  not,  Senator. 
It  covers  the  country  over.  I  am  not  very  familiar  with  municipals 
outside  of  my  own  district,  and  just  what  might  be  involved  by 
giving  that  general  exemption  I  do  not  know. 

The  Chairman.  Are  there  any  further  questions?  If  not,  we  are 
very  much  obliged  to  you. 

Mr.  Rich.  I  thank  j^ou  very  much,  gentlemen. 

The  Chairman.  We  will  now  hear  from  Mr.  Archibald  Roosevelt, 
who  is  accompanied  by  Mr.  George  B.  Gibbons. 

STATEMENTS  OF  ARCHIBALD  B.  ROOSEVELT,  PRESIDENT  OF 
ROOSEVELT  &  WEIGOID,  INC.,  DEALERS  IN  MUNICIPAL  SECU- 
RITIES, NEW  YORK,  N.Y.,  AND  GEORGE  B.  GIBBONS,  PRESIDENT 
GEORGE  B.  GIBBONS  &  CO.,  INC.,  MUNICIPAL  BOND  DEALERS, 
NEW  YORK,  N.Y. 

The  Chairman.  State  your  name,  place  of  residence,  and  occupa- 
tion, Mr.  Roosevelt. 

Mr.  Roosevelt.  My  name  is  Archibald  B.  Roosevelt.  I  am  presi- 
dent of  Roosevelt  &  Weigold,  Inc.,  dealers  in  municipal  securities. 
By  municipals  I  mean  those  of  States  and  subdivisions  of  States. 

The  Chairman.  And  your  residence? 

Mr.  RoosE^^2LT.  New  York  City. 

The  Chairman.  Mr.  Gibbons,  you  may  state  your  name. 

Mr.  Gibbons.  My  name  is  George  B.  Gibbons.  I  am  president  of 
Geo.  B.  Gibbons  &  Co.,  Inc.,  municipal  bond  dealers.  New  York  City. 

The  Chairman.  Proceed,  Mr.  Roosevelt, 

Mr.  Roosevelt.  Mr,  Chairman  and  Senators  of  the  committee,  last 
week  the  Municipal  Bond  Club  of  New  York  had  a  meeting  and 
appointed  a  committee  to  study  the  National  Securities  Exchange 
Act  of  1934,  of  which  committee  Mr.  George  B.  Gibbons  is  chairman. 
After  some  study  of  the  bill  we  were  asked  to  come  down  here  and 
explain  to  the  committee  just  how  we  thought  that  this  bill  would 
affect  municipal  bonds  and  municipal  securities.  Neither  Mr.  Gib- 
bons nor  myself  are  members  of  any  exchange  that  deals  in  securities. 
We  deal  solely  in  municipal  bonds. 

We  have  made  a  study  of  this  bill  and  have  come  to  certain  conclu- 
sions.   We  feel  that  it  is  pretty  definite  that  if  the  bill  goes  through 
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for  1^  '  pllTo  ^  """^  ^^  business.  Of  course,  that  is  very  painful 
iJ-  .w  il^P^  some  people  do  not  care  about  it.  But  we  do  not 
believe  that  the  Federal  Government  has  any  idea  of  putt  nga  W?tf 
mate  type  of  business  out  of  the  picture  entirely.  ^      ^ 

^\uS^^%  ^- J'^^jr^  "^^  "^^"^  '^^^  ^^^^  municipalities  and  States 
7hl  fi^d,,^^  difficult  and  expensive,  if  not  impossible,  to  finance 
through  the  issuance  of  bonds,  on  account  of  this  bill        ' 

Mr.  (ribbons  has  prepared  an  analysis  of  the  bili,  paraffrach  bv 

paragraph,  such  paragraphs  as  we  believe  affect  muSl  bonds^ 

We  have  copies  of  his  analysis  here,  and  Mr.  Gibbons  would  l^e 

o  explam  it  and  comment  on  the  various  paragraphs,  and  we  would 

Ike  to  answer  any  questions  and  hear  any  suggestions  thaTanv  of 

the  committee  or  counsel  for  the  committee  may  have  ^ 

Ihe  Chairman.  You  may  proceed,  Mr.  Gibbons. 

Hkft'o^plfce^be^o'reTr'  ''  ''''''''  ^^^^^^^^^^  These  ^w^^wTul'l 
f.n^  Tf^^*^  *^  ''L*^^^  ^^^  ^^^1'  f^'«"^  its  very  wording,  was  not  in- 

Sted  bonds  of't  'IT'''??.''  b^"^^'  although ^IpLfficaUy 
exempted  bonds  of  the  Federal  Government  and  therefore  bv  im 
plication  included  all  municipal  bonds,  we  assume.  It  seemed  to  be 
"^  To  S-raT"f  "^  t'"^'  cases  to  States  and  munici^al^iel^' 
nlio/  .  ,  P'  '•  '''^^^'  ^^any  bonds  unsalable,  not  onlv  bonds 
already  outstanding  in  the  hands  of  their  owners,  but  it  d^inates 

Xfsokrout  bv  ?he^'"'  ''  r^  ''''''' ?f^  byVunLVl": 
bLnks   or  estate.     T^  ^    ^T''\  ""T"""'  lif^-insurance  companies, 
..ti^!'i  if    5^  ■^*  ^^""^  largely  destroys  the  desirability  of  mu- 

nicipal bonds  as  an  investment.     Of  course  there  are  hundreds  of 
millions,  of  them  outstanding.     It  reduces  their  avSabimy  as  col- 

tS'^haSmIn   Wnf  ''  ^'"°f  ^'hr^'  ''  ^^«*-y«  their  sllaWlty. 
go  aiongi  ^""^  ^^^^^'"^  ^^^'^  P^i^ts  of  objection  as  you 

Mr  &BBONS.  I  will  gladly  do  that,  Mr.  Chairman. 

ticallv  lu   b!nlo  r    ?      ""^  ^""-.-^  member  of  an  exchange,  L  prac- 

was  that  they  would  be  availab^le  as  X  teralwhen  ooca^^ 

then  [f  the  l.n^;t-r.  ^F  ^'^'^  "''  municipal  security,  and  only 
ITa     a        f'^^^J  IS  listed  on  an  exchange.     This  would  seriou.Jlv 

the  case  of  dealers,  after  they  have  purcha^d  them  and  pendSktheS 
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sale  to  their  customers.  It  would  practically  make  it  impossible  for 
a  group  of  municipal  dealers  to  join  together  to  purchase  and  finance 
a  large  issue  of  municipal  bonds.  It  would  require  too  much  cash. 
Recently  Pennsylvania  sold  some  30  millions  of  bonds,  and  some  40 
dealers  joined  hands  to  buy  them;  but  if  they  could  only  borrow 
$12,000,000  on  the  30  millions  of  bonds  and  put  up  $18,000,000  in 
cash  it  would  have  been  an  impossible  thing  for  many  of  them  to  do. 

Paragraph  (c)  of  section  6  apparently  is  not  intended  to  apply 
to  a  dealer  in  municipal  bonds,  but  it  nevertheless  would  hamper  the 
sale  of  municipal  securities.  Many  people  buy  a  new  issue  and  turn 
in  as  part  payment  other  bonds,  especially  short  maturities.  This 
section  prevents  making  a  loan,  so  they  would  have  to  have  all  cash 
for  the  new  bonds.  Bonds  which  might  be  maturing  within  a  month 
or  two  months  would  not  be  available  to  be  taken  as  part  payment 
or  to  make  a  loan  on 

Mr.  Pecora.  Mr.  Gibbons,  pardon  me  for  interrupting  at  this 
point,  but  have  you  overlooked  the  provisions  of  the  bill  which 
would  enable  holders  of  bonds  of  this  character  to  borrow  as  much 
as  a  lender  is  willing  to  give,  provided  that  the  transaction  whereby 
the  bonds  had  been  acquired  by  the  borrower  had  not  been  effected 
within  30  days? 

Mr.  Gibbons.  I  saw  that.  On  new  issues  that  30  days'  provision 
would  not  apply,  because  they  might  buy  bonds  today  and  sell  them 
to  you  tomorrow,  and  you  might  want  to  borrow  something  on  them 
right  away  and  you  could  not  use  those  bonds  as  collateral.  You 
must  pay  for  them  in  full. 

Section  7,  paragraph  (a),  provides  that  all  borrowing  should  be 
from  a  member  of  the  Federal  Reserve  System;  so  that  if  a  bank 
refused  to  lend  on  municipal  bonds,  possibly  because  it  did  not  like 
the  bonds,  or  for  any  other  reason  within  its  own  discretion,  the 
owner  of  those  bonds  would  have  to  go  to  another  member  of  the 
Federal  Reserve  System  to  borrow  the  money.  It  might  force  him 
to  sell  the  bonds.  Today  he  can  go  to  anyi3ody  with  money,  who 
is  willing  to  lend  it  to  him,  and  borrow  it.  A  great  deal  of  money 
is  borrowed  from  people  other  than  banks.  A  dealer  buys  many 
municipals  and  feels  that  they  are  perfectlv  good,  but  the  bank  may 
feel  that  the}^  may  be  a  slow  thing  to  sell  and  may  prefer  not  to 
loan  on  them.  Other  people  who  may  have  no  immediate  use  for 
their  money  are  perfectly  willing  to  tie  it  up  for  a  while  and  loan 
on  those  bonds.  A  dealer  would  be  prevented  from  going  to  them 
to  borrow  the  money.  In  fact,  you  could  not  even  go  to  a  member 
of  your  own  family  and  get  him  temporarily  to  loan  you  some  money. 
If  the  banks  would  not  loan  you  the  money,  you  would  have  to 
throw  the  bonds  overboard. 

Mr.  Pecora.  That  also  would  not  apply  to  a  borrower  who  owned 
the  securities  for  more  than  30  days. 

Mr.  Gibbons.  You  might  buy  some  bonds  at  a  public  sale  and  be 
required  to  pay  for  them  within  5  or  10  days.  You  might  have  made 
a  mistake  in  buying  them;  you  might  have  j)aid  too  much,  but 
nevertheless  you  must  borrow  on  them  at  once. 

Mr.  Pecora.  But  those  provisions  would  not  apply  to  a  borrower 
who  had  owned  the  bonds  for  more  than  30  days. 
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Mr.  Gibbons.  But  there  is  a  period  when  you  do  not  own  them  30 
days.  When  you  ae  buying  a  new  issue  you  only  have  them  1 
day,  and  must  borrow  that  day  to  pay  for  them. 

Mr.  Pecora.  Your  argument  contains  principles  which  would  be 
applicable  to  new  issues. 

Mr.  Gibbons.  Yes ;  and  old  outstanding  issues,  also ;  many  a  man 
buys  an  old  issue  and  borrows  on  it  immediately — an  issue  that  has 
been  outstanding.  There  is  probably  as  much  trading  in  old  issues 
as  there  is  in  new  issues.  People  seek  to  improve  their  holdings  and 
sell  one  and  buy  another.     So  there  is  a  continual  turnover. 

Paragraph  (b)  of  section  7  limits  a  dealer  very  strictly  in  his 
commitments.  It  limits  his  obligations  to  not  more  than  10  times 
his  capital.  There  are  many  municipal  bonds  sold  at  public  sale, 
and  in  the  average  course  of  business  no  one  dealer  gets  a  very 
large  percentage  of  the  bonds  he  bids  for.  I  have  bid  for  as  many 
as  five  or  six  millions  of  bonds  in  1  day,  and  did  not  get  any.  At  an- 
other tinie  I  bought  five  or  six  issues.  I  would  not  dare  to  run  the 
risk  of  bidding  for  bonds  if  the  aggregate  amount  of  my  bids  totaled 
more  than  10  times  my  capital,  because  if  by  a  turn  of  fortune  I 
should  get  all  the  bonds  I  bid  for,  my  obligations  would  exceed  the 
limits  set  by  this  bill.  Even  if  I  got  them  all  and  could  turn  them 
over  very  readily,  I  still  could  not  assume  the  responsibility,  even 
if  it  was  temporary. 

Paragraph  (c)  of  section  7  presumes  the  segregation  of  business. 
That  is  not  very  practical  in  the  municipal  bond  business,  for  the 
reason  that  most  municipal  bond  dealers  act  in  both  the  capacity 
of  dealer  and  broker.     1  will  explain  to  you  how  that  is.    If  the 
city  of  Albany  sells  some  bonds  a  syndicate  may  bid  and  secure  the 
bonds.     Other  syndicates  do  not  get  them.    The  syndicate  that  does 
JDuy  them  is  a  dealer  in  those  bonds.    They  have  put  their  own  money 
in  it  and  are  reselling  them.    The  syndicate  that  bid  for  them  and 
did  not  get  them  may  have  orders 'for  those  bonds.     They  talked 
to  their  customers  about  them  to  see  if  they  would  buy  from  them 
in  case  they  secured  the  issue.     They  were  unsuccessful,  but  never- 
theless the  customers  want  the  bonds.     Even  though  I  individually 
did  not  secure  them  at  the  sale,  they  say,  "  We  will  take  25  thousand, 
anyway."    I  go  to  the  syndicate  that  did  get  the  bonds  and  buy 
them.     In  that  case  I  am  a  broker.     If  I  could  only  sell  bonds  where 
I  acted  as  dealer  I  would  have  to  be  successful  in  every  sale  in  order 
to  make  any  money.     I  simply  cannot  afford  to  do  business  on  that 
basis.     Neither  could  I  afford  to  act  only  as  broker,  because  I  could 
not  then  bid  for  them  on  my  own  account  in  cases  where  I  had  no 
immediate  customer.     That  would  apply  to  all  dealers.     That  is  true 
m  New  York  City  in  the  municipal  bond  business,  and  in  smaller 
places  it  would  not  leave  enough  business  for  a  municipal  bond  man 
to  live  on.    Whether  he  be  a  dealer  or  broker,  he  would  not  get 
enough.     They  have  very  few  bonds  that  they  buy  as  a  dealer, 
and  a  great  deal  they  sell  as  a  broker.     Yet  their  dealer  business 
IS  a  very  substantial  part  of  their  total  business. 
Mr.  Pecora.  Does  your  firm  hold  any  stock  exchange  membership? 
Mr.  Gibbons.  Oh,  no ;  we  are  incorporated.    When  we  were  a  firm 
we  were  never  members  of  any  exchange  at  all.    But  we  are  mem- 
bers of  the  Investment  Bankers  Association,  and  they  have  a  code,  the 
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Investment  Bankers  Code ;  and  that  code  requires  that  the  dealer  dis- 
close to  his  customer  the  capacity  in  which  he  acts,  whether  as  a 
broker  or  as  a  dealer.  That  would  presumably  safeguard  the  cus- 
tomer. As  a  matter  of  fact,  my  customers  do  not  care  whether  I 
act  as  a  broker  or  dealer.  If  they  see  bonds  offered  in  the  paper 
and  my  name  is  not  among  them,  they  give  me  an  order  for  them. 
They  know  that  I  do  not  own  the  bonds,  and  they  do  not  care.  They 
get  them  at  the  same  price. 

In  other  words,  whether  I  own  city  of  Albany  bonds  or  whether 
I  deal  in  them  as  a  broker  makes  absolutely  no  difference  to  my 
customers.  I  am  not  trying  to  hide  the  fact  that  I  do  not  own  the 
bonds,  and  the  customer  does  not  care  whether  I  own  them  or  not. 

Mr.  Pecora.  It  mi^ht  make  a  difference  if  a  customer  came  to  you 
and  sought  your  advice  about  a  particular  issue,  and  you  at  the  time 
had  some  bonds  and  you  recommended  those  in  preference  to  others, 
which  might  appear  to  have  a  greater  security  and  greater  yield. 

Mr.  Gibbons.  But  he  would  know  whether  I  was  an  owner  or 
dealer.    Under  the  code  I  would  have  to  tell  him. 

Senator  Kean.  Is  it  not  true,  also,  that  you  would  submit  a  list 
of  municipal  bonds  for  him  to  pick  from? 

Mr.  Gibbons.  That  is  correct.  Some  I  would  own  and  some  I 
would  not.  He  would  not  care  one  way  or  the  other.  But  I  would 
have  to  tell  him,  under  the  code,  whether  I  was  acting  as  broker  or 
as  dealer. 

The  Chairman.  That  code  may  be  changed  or  abolished  or  modi- 
fied at  any  time,  may  it  not? 

Mr.  Gibbons.  Yes;  so  I  understand. 

Senator  Kean.  But  the  practice  is  there,  is  it  not,  that  that  is  the 
way  the  business  is  done? 

Mr.  Gibbons.  That  is  the  way  the  business  is  done. 

Senator  Kean.  And  you  submit  to  your  client  a  list,  and  he 
wants  to  invest  $100,000  in  some  bonds.  You  submit  to  him  a  list 
of  municipal  bonds? 

Mr.  Gibbons.  He  usually  wants  a  large  list  to  choose  from,  and 
he  chooses  a  bond  from  the  point  of  view  of  the  desirability  of  the 
bond  to  him,  irrespective  of  whether  you  own  it  or  not.  For  in- 
stance, if  I  own  bonds  it  is  particularly  exasperating  to  have  a 
man  pass  over  every  bond  I  would  like  to  sell  him  to  buy  a  bond 
that  someone  else  owned  and  on  which  I  make  one  fourth  of  one 
percent,  but  that  of  course  is  his  privilege — he  buys  the  bond  he 
prefers. 

Mr.  Pecora.  Evidence  before  this  committee  shows  that  one  of 
the  biggest  bond  houses  of  the  country  did  not  follow  the  practice 
you  have  alluded  to.  Rather  they  pushed  on  their  customers  their 
own  securities,  particularly  at  times  when  they  knew  those  secur- 
ities were  souring. 

Mr.  Gibbons.  Municipals  or  corporation  bonds? 

Mr.  Pecora.  There  were  some  foreign  issues  which  are  compar- 
able to  municipals.  They  were  selling  industrial  corporation  bonds. 
I  refer  to  the  National  City  Co. 

Mr.  Gibbons.  They  are  large  bond  dealers,  but  in  my  own  busi- 
ness and  that  of  Mr.  Roosevelt,  and  a  good  many  other  businesses, 
it  is  99.9  percent  municipal  bonds.  We  very  seldom  handle  any- 
thing else. 
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Senator  Goldsborough.  I  gather  that  under  section  10,  especially 
m  smair  centers,  it  would  be  pretty  difficult  to  separate  the  dealer 
and  broker  business.  In  other  words,  you  could  not  make  a  living? 
Mr.  Gibbons.  No;  you  would  not,  even  in  the  large  centers.  In 
the  recent  past,  as  you  know,  the  municipal  bond  market  has  been 
very  much  depressed.  High  grade  6-percent  bonds  in  West- 
chester County  have  sold  under  par,  and  bonds  of  many  cities  were 
unsalable.  Then  they  worked  back  until  they  were  worth  about 
par.  But  no  dealer  would  be  willing  at  that  time  to  assume  the 
liability  of  actually  purchasing  those  bonds.  The  same  held  true  in 
other  States.  But  they  were  willing  to  handle  those  bonds  as  brok- 
ers for  anybody  who  wished  to  buy  them.  A  great  many  people 
thought  they  were  a  good  purchase  and  did  buy  them.  They  were 
right,  because  now  they  are  selling  at  the  equivalent  of  110.  At  the 
same  tmie  no  dealer  felt  justified  in  buying  a  large  block  of  those 
bonds.  He  had  to  do  the  business  on  a  brokerage  basis.  He  did  not 
know  whether  they  were  going  down  to  80  or  not.  New  York  Citv 
bonds  went  to  65. 

Mr.  Pecora.  You  are  familiar  with  the  legislation  that  is  proposed 
m  Congress  of  extending  to  municipalities  the  principles  of  bank- 
ruptcy laws,  are  you  not? 
Mr.  Gibbons.  I  have  head  part  of  it. 

Mr.  Pecora.  Have  you  taken  any  position  with  regard  to  that? 
Mr.  Gibbons.  I  have  not. 

Mr  Pecora.  Apparently,  from  the  demand  that  has  been  pre- 
sented to  Congress  for  the  enactment  of  that  legislation,  any  mu- 
nicipality can  issue  bonds  and  sell  them  to  the  public,  and  some  have 
issued  those  bonds  on  an  unsound  basis.  So  the  mere  fact  that  an 
issue  IS  of  municipal  bonds  does  not  carry  with  it  any  sanctity,  so 
lar  as  its  soundness  or  secureness  is  concerned. 

The  Chairman.  They  have  back  of  them  the  taxing  power  to  make 
them  good. 

Mr.  Gibbons.  That  is  just  the  remark  I  wanted  to  make,  Senator. 

Senator  Goldsborough.  Then  you  regard  as  a  great  hindrance  the 
limitations  of  section  10  ? 

Mr.  Gibbons  It  would  very  seriously  tend  to  eliminate  competi- 
tion at  sales.  Competition  at  sales  is  tremendously  desirable  from 
the  point  of  view  of  the  municipality. 

I  have  a  point  on  that  that  I  would  hke  to  bring  out,  but  I  will  <ro 
over  the  other  points,  if  I  may,  first.  "^ 

In  section  11  we  simply  suggest  the  impracticability  of  registerino- 
all  municipal  bonds.  Many  small  places  have  sold  their  bonds  and 
are  no  longer  interested,  or  may  not  be;  and  if  they  do  not  register 
their  bonds,  the  bonds  already  outstanding  would  not  be  available  as 
collateral  nor  would  they  be  salable.  In  New  York  State  alone  there 
^'k  i  I^l'^^^Y''''  ^^  ""'^'^^^  ^^^  villages,  932  towns,  and  some  8,550 
school  districts,  each  of  which  would  require  to  be  registered  in  order 
that  their  bonds  may  be  available  as  collateral.  They  bear  different 
rates  of  interest.  It  would  be  a  colossal  task  to  even  get  them  to  do 
It.  Not  being  registered,  these  bonds  would  suffer  a  severe  depreci- 
ation m  price,  and  the  use  for  which  they  were  bought  by  many  peo- 
ple, in  order  to  have  them  available  in  times  of  stress,  would  be 
utterly  destroyed.  ' 
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Section  12  compels  municipalities  to  have  an  outside  audit  in  order 
to  have  their  bonds  listed. 

The  only  comment  I  have  on  that  is  that  it  is  pretty  costly.  Many 
States  have  systems  of  audit  which  they  think  are  fairly  satisfactory. 
Even  an  audit  would  not  help  particularly.  It  would  not  cure  their 
credit.  What  they  really  need  is  a  balanced  budget  and  somebody 
to  make  a  survey  to  be  sure  they  are  not  spending  more  money  than 
they  are  getting  from  taxes.  That  is  what  makes  a  municipal  bond 
good,  and  not  the  accuracy  of  their  accounts.  As  a  matter  of  fact, 
the  safety  and  the  security  of  a  municipal  bond  do  not  depend  upon 
the  integrity  or  the  good  business  ability  of  the  officials;  that  may 
be  helpful,  but  they  depend  upon  the  taxpaying  ability  of  the  tax- 
payers in  the  town.  If  they  depended  upon  the  good  business  abil- 
ity and  the  integrity  of  the  officials,  even  thovigh  the  latter  were  the 
best  in  the  world  when  the  bond  was  sold,  the  next  administration 
might  have  less  capable  and  honest  officials;  and  if  the  value  of 
the  bond  depended  upon  that  it  would  be  very  unstable. 

An  audit  of  a  municipality  would  simpl}^  certify  as  to  the  honesty 
of  the  officials  and  the  correctness  of  their  accounts.  A  municipality, 
for  instance,  might  require  a  million  dollars  for  its  operating  ex- 
penses and  only  levy  half  a  million  dollars  to  meet  these  expendi- 
tures, and  thereby  ruin  their  credit,  but  still  be  perfectly  honest. 
Another  municipality  might  levy  a  million  dollars;  some  official 
might  steal  $100,000,  "but,  if  they  only  needed  the  remaining  $900,000 
to  meet  all  their  operating  expenses,  they  would  balance  their  budget 
in  spite  of  the  theft,  and  the  bonds  would  be  much  more  salable 
and  at  better  prices  than  those  of  the  municipality  previously  cited. 

Section  14  seems  to  make  it  unlawful  to  sell,  and  practically 
prohibits  the  sale  of,  any  State  or  nmnicipal  bonds  which  did  not 
comi)Iy  with  the  Commission's  ruling,  which  probably  includes  a 
provision  for  registration  with  the  Federal  Trade  Commission.  In 
view  of  the  vast  number  of  political  subdivisions  in  the  country, 
this  is  hardly  feasible.  This  paragraph  would  prevent  the  sale  of 
new  bonds  and  would  seem  to  prevent  the  sale,  or  the  use  as  col- 
lateral for  loans  in  times  of  stress,  of  any  bonds  now  outstanding 
which  might  be  held  by  insurance  companies,  savings  banks.  Postal 
Savings  funds,  pension  funds,  individuals,  and  corporations.  Many 
of  the  institutions  just  specified  and  many  corporations  own  mu- 
nicipal bonds  which  they  hold  as  a  reserve  against  the  time  when 
they  may  need  to  sell  them  or  borrow  money  on  them.  Unless  the 
issuers  of  these  bonds  register  them,  the  bonds  would  not  be  available 
for  this  purpose  and  would  be  nonsalable. 

Section  17 

Senator  GoLDaBOROUGH.  What  about  section  16  ? 

Mr.  Gibbons.  I  omitted  that  because  that  simply  requires  the  bond 
dealer  to  keep  certain  books  subject  to  examination  by  the  Com- 
mission. We  have  all  had  income-tax  people  in  from  the  State 
and  from  the  Federal  Government.  The  only  objection  I  make  to 
that  is  paying  for  it.  I  cannot  pay  my  own  employees  sometimes. 
The  representatives  of  the  Government  are  welcome  to  anything 
they  want  to  come  down  and  see.  Our  books  are  perfectly  open. 
My  firm,  and  I  guess  many  others,  have  kept  their  books  in  per- 
manent form  and  not  loose  leaves.     They  run  right  back  to  the 
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time  when  we  started  in  business.  I  know  mine  do,  and  I  think 
most  people  s  do.  Any  properly  constituted  officials  are  not  only 
entitled  to  see  them,  but  are  perfectly  welcome  to  see  them  at  any 
time;  and  they  have  been  seen  several  times.  But  it  would  be 
costly  to  place  a  charge  of  $100  a  day  for  a  couple  of  auditors  to  go 
over  the  books  and  possibly  spend  a  couple  of  weeks  at  it,  when  a 
man  is  having  a  hard  time  paying  his  own  employees.  Most  of  us 
have  had  a  hard  time  m  the  last  few  years. 

Section  17  (a).  This  paragraph  and  the  subsequent  paragraphs 
m  this  section  would,  apparently,  render  a  municipality,  which  I 
believe  is  responsible  for  the  acts  of  its  officials,  liable  for  any  false 
statement  That  sounds  perfectly  reasonable.  I  do  not  care  whether 
they  are  liable  or  not,  but  it  would  be  pretty  tough  on  them,  and  I 
will  tell  you  how  it  might  happen.  -^        &  ?  -^ 

A  village  in  my  State  sold  some  bonds  to  me  on  an  absolutely  false 
statement  made  by  the  treasurer  of  the  village.  He  absolutely  lied 
and  made  false  affidavits  right  through.  He  deceived  the  villacre 
officials;  he  deceived  the  attorneys  for  the  village  who  were  outside 
attorneys ;  he  deceived  the  purchaser  of  the  bonds.  I  sold  those 
bonds  under  those  false  statements.  I  cannot  guarantee  the  bonds 
!?•  u  T  1  ^^"^  ^^  '^  *?  ^®  honest,  myself,  and  make  statements 
which  I  have  investigated  and  believe  to  be  true.  If  a  municipal 
officer  makes  a  false  statement  I  cannot  help  it.  That  man  did  make 
such  atalse  statement,  and  he  was  just  released  from  jail  the  other 

?^T'  rLtn  7'^  •  ^i"^^  '"^^^^  ^^^^®  sold  ill  the  fall  of  1931  or  the 
tall  of  1932,  I  have  forgotten  which;  but  the  market  immediatelv 
after  took  a  very  severe  drop  until  bonds  of  a  similar  character 
were  selling  at  90  cents  on  the  dollar. 

Under  this  bill  if  I  sold  those  bonds  to  you  and  they  went  down 
to  90  because  ot  the  general  decline,  you  nevertheless  having  bouo-ht 
the  bonds  on  a  false  statement  can  sue  that  municipality  and  make 
them  pay  you  the  difference.  In  this  case  it  would  cost  them  $86,000, 
under  this  bill.  The  mere  fact  that  the  village  treasurer  lied  and 
stole  a  few  thousand  dollars  did  not  affect  the  legality  or  securitv 
ot  those  bonds  one  atom.  =       ^  j 

The  Chairman.  Then  there  was  no  loss  or  no  damage  ^ 
Mr.  Gibbons.  Suppose  a  man  had  bought  them  at  par  and  thev 
had  sold  afterward  at  90.    He  could  claim  that  he  paid  par  within 
90  days  for  bonds  that  now  sold  at  90  and  could  show  he  bought 
them  on  a  false  statement  and  he  could  sue  the  village  for  damages 

i-  ""u-iY^  ^"^  ?^''^  ^^'""^^  i^  tl^^^e  *^at  it  seems  to  me  that  possibly 
this  bill  IS  not  drawn  particularly  with  regard  to  municipal  bonds 
or  btate  bonds ^ 

Mr.  Pecora.  If  the  bill  were  to  confer  power  on  the  Federal 
1  rade  Commission  to  exempt  municipal  bonds  fi-om  the  operations 
ot  Its  provisions,  which  you  have  criticized,  such  action  would  meet 
your  criticisms,  would  it  not? 

wu  ^if  """"u  ^""'^  ^''''  instance,  we  would  not  be  interested  in 
whether  they  had  exempted  a  certain  bond  of  a  certain  village  in 
Pennsylvania  or  Connecticut  or  New  York,  but  before  we  ?ould 
buy  that  bond  we  would  have  to  be  sure  it  was  exempted  So  loner 
as  it  is  required  to  exempt  all  municipal  bonds  there  would  be  a 
delay.    A  man  who  needed  money  quickly  could  not  use  his  bonds 


STOCK   EXCHANGE   PRACTICES  7045 

before  he  found  out  they  were  exempt.  People  would  wait  until 
the  emergency  arose  and  then  try  to  sell  their  bonds  and  could  not. 

Mr.  Pecora.  When  you  submit  a  bid  for  a  new  issue  of  municipal 
bonds  do  you  make  an  independent  investigation? 

Mr.  Gibbons.  To  what  exent  do  you  mean — ^send  an  auditor  up 
there? 

Mr.  Pecora.  In  order  to  form  your  judgment  as  to  the  soundness 
of  the  securities  ? 

Mr.  Gibbons.  Yes.  We  consider  that  we  have  investigated  suffi- 
ciently to  arrive  at  an  opinion  so  that  we  are  satisfied  about  the 
bonds.  We  take  the  sworn  statements  of  the  officials  as  to  their 
financial  status,  their  tax  collections,  their  debt,  their  population,  and 
we  act  on  that. 

Mr.  Pecora.  Then  you  do  not  make  an  independent  investigation, 
if  that  is  all  you  do. 

Mr.  Gibbons.  We  do  not  send  an  auditor. 

Mr.  Pecora.  Do  you  make  any  kind  of  an  independent  inves- 
tigation ? 

Mr.  Gibbons.  I  have  just  explained  what  we  do. 

Mr.  Pecora.  You  take  the  sworn  statements  of  somebody  else? 

Mr.  Gibbons.  Correct. 

Mr.  Pecora.  Of  the  officers  of  the  issuing  municipality? 

Mr.  Gibbons.  Yes.  That  is  precisely  what  we  do.  In  the  first 
place,  it  would  be  impossible  for  us  to  make  an  independent  inves- 
tigation of  New  York  City,  for  instance.  The  task  would  be  too 
great.  Nobody  would  undertake  it ;  or  in  Albany  or  Yonkers  or  any 
other  place. 

Mr.  Pecora.  I  did  not  mean  an  independent  investigation  of  that 
kind;  but  do  you  merely  rely  upon  the  data  and  information  fur- 
nished by  the  officers  of  the  issuing  municipality  ? 

Mr.  Gibbons.  We  rely  on  the  officers  of  the  municipality  to  furnish 
us  an  accurate  statement  of  their  financial  status — their  debt,  their 
bonds,  their  tax  collections.  We  rely  on  the  attorneys,  who  are 
usually  New  York  attorneys  retained  by  different  municipalities. 
There  are  several  firms  that  specialize  in  that.  We  rely  on  their 
opinion  as  to  the  legality  of  the  issuance  of  the  bonds,  that  the  pro- 
ceedings authorizing  them  are  legal  and  that  the  sale  is  legal. 

Senator  Kean.  But  further  than  that,  you  require  that  the  munici- 
pality shall  furnish  5^ou  with  certain  statements  and  affidavits? 

Mr.  Gibbons.  Correct. 

The  Chairman.  You  do  not  check  up  the  assessment  to  see  whether 
there  is  an  overassessment  or  an  underassessment  on  the  property, 
and  how  it  compares? 

Mr.  Gibbons.  We  do,  Senator,  but  not  by  going  to  the  place.  For 
instance,  we  take  the  tables  of  equalization  in  New  York  State  and 
find  out  whether  or  not  the  State  board  of  equalization  assess  prop- 
erty in  a  certain  way.  Alban}^,  for  instance,  may  assess  its  property 
on  80  percent  or  TO  percent.  Some  counties  assess  at  40  percent, 
so  they  would  apparently  have  $10,000  of  market  value  of  property 
for  every  $4,000  assessed.  In  paying  their  taxes  they  pay  on  $10,000 
for  State  tax,  and  in  their  local  taxes  they  pay  on  $4,000.  Some 
counties  are  assessed  at  a  higher  percentage  than  others.  They  also 
have  county  boards  of  equalization.  We  have  all  those  tables  and 
can  check  them  all  up. 


v  'if-  ''. 
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^J^%P''^'''^^'''  ^^"^  can  tell  whether  property  is  coming  down 
year  after  year  or  going  up?  ^     ^      j  g  i^uwu 

Mr.  Gibbons.  You  can  do  that  by  seeing  whether  there  is  a  change 
•       AA^T^^r^?-  valuation  and  also  the  amount  of  new  building  which 
nM^K-         '  ojil/^  change  in  any  place  would  be  the  removal  of 
old  buildings  and  the  addition  of  new  buildings  plus  or  minus  thp 
change  m  values.    The  real  estate  would  be  the%ame.    A  We  and 
lot  are  usually  assessed  as  one.     We  have  all  those  records 
nr  M^   p  ^^ifo  H^  there  any  further  questions  of  Mr.  Gibbons 
Z  yt;  g^enSen.'     ''  "^'^  '"'''  ''  ''''    ^^  ^^  ^^^  ^^^  obliged 
Mr.  Pecoka.  Are  municipal  bonds  speculated  in« 
Mr.  Gibbons.  They  do  not  speculate  much  in  municipal  bonds 
because  once  they  are  sold  they  are  gone.    If  you  had  them  on  an 
"TtTX"  """ii^K*'"^  able  to'pick^p  some  pretty  cheap  tends 
2JotUs  afternoon    '  ™'""""'''  ^""  ^"'^^  ^  ''''^'  ''  '"^  ^^^  ™«1 
ofStm?day.f  '^''  "■""■'  "  '^^"^  ^™^  ^'''^^  -'"  2:30  p.m. 

AFTERNOON   SESSION 

recTss'  ^^"'"'^**'^  ^^"^^^  ^^  2:30  p.m.,  on  the  expiration  of  the 

vil^t  Chairxman.  The  committee  will  come  to  order,  please     Mr 
Jb  letcher,  we  will  now  hear  you.  p^^ctbe.     xvj.r. 

STATEMEITT  OF  R.  V.  FLETCHER,  WASHINGTON    D  C     GEOTRAT 
COUNSEL  FOR  THE  ASSOCIATION  OF  RAILWAY  i^ECUmE^ 

sidl^Ig,'!'^!^^^^^^^^^^        ^^^"^^^^^  ^^- ''''  -  -^  --  -- 

Mr.  Fletcher.  Yes,  Mr.  Chairman.     And  I  want  to  submit  lust 
a  few  observations  about  two  or  three  sections  of  the  bill  ^thout 

fhrrlA*^'  ^'^  v'^  ^'"'"^^^  "^  '^''  P^^P^^^^  legislation  at^lr. 
1  he  Chairman.  You  may  proceed  in  your  own  way. 

Mr.  Fletcher.  I  might  say  that  I  have  no  views  to  express  at  all 

Tnteh"  Hft W '?  "^^'^'r  ff''''  ^^^^^"g--  I  -  c'ncet'ed 
futures  of  fhpl^lfrf'  ""^'f  ^  ^'^P^esent'  with  regard  to  a  few 
teatures  of  the  bill  which  seem  to  us  to  call  for  unnecessary  expense 

abor,  and  trouble  For  instance,  section  11,  which  is  tie  rela- 
tion clause  of  the  bill;  section  12,  which  deals  with  informa^on  that 
may  be  called  for  by  the  Federal  Trade  Commission;  and  one  obser- 
vation as  to  section  18  of  the  bill;  as  well  as  a  very  brief  reference 
to  section  13  m  connection  with  proxies  i^ierence 

The  Chairman.  Very  well.     The  committee  will  be  glad  to  hear 
whatever  you  have  to  present  in  regard  to  this  bill 

Mr   J^letcher    So  far  as  section  11  is  concerned,  that  beino-  the 
registration  section,  the  point  I  wish  to  make  is,  that  in  that  seStion 

n  connection  with  the  obligation  placed  upon  compani^  issS 
securities  dealt  with  on  the  exchanges,  to  have  to  register  them  the? 
are  required  particularly  in  the  secSnd  portion  of  th?t  sectiorwhich 

with  rLnP.t  t^n    I'S  '''"'/•V^^-*^*^^'  ^'^''^^  Trade  Commission 
witii  respect  to  11  different  itemized  matters. 
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As  you  no  doubt  know,  in  the  railroad  industry  it  is  a  highly 
regulated  industry  now.  It  is  required  to  make  reports  to  the  Inter- 
state Commerce  Commission;  to  keep  all  records  and  accounts  in 
conformitj^  with  the  rules  of  the  Interstate  Commerce  Commission ; 
and,  generally",  to  conform  to  the  supervising  authority  of  that  body 
in^reat  detail. 

I  have  no  purpose  to  delay  the  committee  unduly,  but  would  like 
to  call  attention  to  some  items  in  section  11,  more  particulary  para- 
graph (II)  where  it  is  provided  that  companies  that  issue  securities 
listed  on  stock  exchanges  shall  furnish  the  Federal  Trade  Commis- 
sion, first,  with  information  in  regard  to  the  organization,  financial 
structure,  and  nature  of  the  business.  All  that  is  reported  regularly 
by  the  railroads  in  their  annual  reports  to  the  Interstate  Commerce 
Commission. 

Second.  They  must  furnish  particulars  regarding  the  terms,  posi- 
tion, rights,  and  privileges  of  the  different  classes  of  securities  out- 
standing. That  information  is  not  contained  in  the  annual  reports 
made  by  carriers  to  the  Interstate  Commerce  Commission,  but  you 
will  recall  that  before  a  railroad  company  can  issue  any  security 
or  reissue  any  of  its  securities,  it  must  make  application  to  the  Inter- 
state Commerce  Commission  under  the  provisions  of  section  20  (a) 
of  the  act,  and  secure  the  permission  of  the  Interstate  Commerce 
Commission  to  do  anything  about  such  securities;  and  the  rules  of 
the  Interstate  Commerce  Commission  which  govern  procedure  in 
matters  of  that  sort,  require  railroads  to  give  all  the  particulars 
which  are  mentioned  here  in  the  second  item  of  this  subsection  which 
I  am  now  discussing. 

It  is  true,  of  course,  that  there  are  securities  listed  on  exchanges 
so  old  that  they  have  not  been  issued  under  the  authority  of  the 
Interstate  Commerce  Commission,  since  that  portion  of  the  Interstate 
Commerce  Act  requiring  railroads  to  secure  such  authority  from 
the  Commission,  was  enacted  in  1920.  But  I  dare  say  there  is 
scarcely  a  railroad  of  consequence  in  the  United  States  that  at  some 
time  or  other  since  1920  has  not  made  application  to  the  Interstate 
Commerce  Commission  for  permission  to  issue  or  reissue  a  security 
of  some  kind.  And  the  rules  of  the  Commission  require  that  there 
shall  be  reported  to  that  body  upon  such  application  not  only  the 
particulars  about  the  issue  sought  to  be  made  then,  but  all  particu- 
lars about  all  outstanding  issues  of  stocks  and  bonds.  So  that  with- 
out having  checked  the  matter  up  carefully,  I  am  quite  convinced 
there  is  not  a  railroad  in  the  countrs^  which  has  not  filed  with  the 
Interstate  Commerce  Commission  in  connection  with  its  application 
for  authority  to  issue  securities,  all  the  material  covered  by  the 
second  section  of  that  part  I  am  now  discussing. 

The  Chairman.  This  bill  would  not  interfere  with  that  in  any 
way,  would  it? 

Mr.  Fletcher.  It  would  require  railroads  to  give  all  this  informa- 
tion again  to  the  Federal  Trade  Commission,  as  I  read  the  bill. 

Mr.  Pecora.  Well,  inasmuch  as  such  information  is  given  to  the 
Interstate  Commerce  Commission,  couldn't  duplicate  copies  thereof 
be  made  and  filed  with  the  Federal  Trade  Commission  ? 

Mr.  Fletcher.  Do  you  mean  from  time  to  time  as  they  are  cur- 
rently submitted  to  the  Interstate  Commerce  Commission? 
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Mr.  Pecora.  Yes. 

Mr.  Fletcher.  That  might  be  done,  Mr,  Pecora,  but  with  all  the 
labor  involved  in  going  back  and  reviewing  the  history  for  20  years; 
no,  not  for  20  years  but  for  13  years,  since  section  20(a)  was  enacted, 
and  filing  such  reports  again  with  the  Federal  Trade  Commission. 

Now,  Mr.  Chairman,  inasmuch  as  the  Interstate  Commerce  Com- 
mission, which  is  a  branch  of  the  Government,  has  all  that  informa- 
tion, it  could  be  readily  obtained  by  the  Federal  Trade  Commission 
upon  application  to  the  Interstate  Commerce  Commission,  and  there- 
fore why  should  the  railroads  be  required  to  go  to  the  expense  and 
the  trouble  of  doing  that  again? 

I  will  not  take  up  your  time  to  elaborate  on  that  point,  but  will 
content  myself  by  saying,  Mr.  Chairman,  that  as  to  every  one  of  the 
items  in  section  11,  and  comprising  11  items,  all  except  item  (8)  are 
exactly  m  that  same  category.  The  information  here  required  is 
either  on  file  with  the  Interstate  Commerce  Commission  as  a  part  of 
the  annual  reports  of  the  carriers  or  else  it  has  been  filed  with  the 
Interstate  Commerce  Commission  in  connection  with  finance  appli- 
cations made  to  the  Commission. 

And  that  is  true  with  reference  to  subsection  (6),  particulars  re- 
garding bonus  and  profit-sharing  arrangements.  It  is  also  true  in 
regard  to  subsection  (7),  particulars  regarding  management  and 
service  contracts;  also  as  to  subsection  (8),  particulars  regarding 
material  contracts  not  made  in  the  ordinary  course  of  business,  and 
niaterial  patents;  and  also  as  to  subsection  (10),  balance  sheets;  and 
also  as  to  subsection  (11),  profit  and  loss  statements  for  preceding 
years  certified  by  independent  public  accountants.  I  could  give  you 
specific  reference  to  the  rules  of  the  Interstate  Commerce  Commis- 
sion along  this  line,  but  I  do  not  want  to  burden  the  record  unneces- 
sarily. I  am  perfectly  willing  to  have  my  statement  checked  on  that, 
however. 

Now,  as  to  subsection   (8),  particulars  of  options  in  respect  of 
securities  existing  or  to  be  created,  I  do  not  think  that  information  is 
with  the  Interstate  Commerce  Commission,  but  I  doubt  if  it  is  very 
important  m  connection  with  the  marketing  of  railroad  securities 
although  you  gentlemen  are  better  judges  of  that  than  I  am.  ' 

Mr.  Pecora.  Such  information  could  be  given  in  regard  to  options 
I  take  it.  =>  f         ? 

Mr.  Fletcher.  I  presume  so,  Mr.  Pecora. 

Mr.  Pecora.  That  would  not  impose  any  particular  burden  or 
expense  on  the  carriers,  would  it? 

Mr.  Fletcher  I  would  not  think  so,  as  to  that  particular  single 
Item.  Now,  Mr.  Chairman,  in  subsection  (11)  on  page  24  of  the  bill 
particularly  along  about  lines  20  and  21,  it  is  proposed  to  require 
that  profit-and-loss  statements  for  preceding  years  certified  by  inde- 
pendent public  accountants,  shall  be  furnished.  I  dare  say  that  is  a 
clause  to  which  your  attention  has  already  been  directed  by  other 
interests,  and  arguments  made  against  it,  but  in  the  case  of  the 
railroads,  some  of  which  are  nearly  100  years  old,  you  can  understand 
what  an  expense  that  would  be,  and  what  a  burden  it  would  be  for 
such  a  railroad  to  have  to  go  back  to  the  beginning  of  its  activities 
and  furnish  statements  made  by  independent  public  accountants. 
And  1  think  that  is  especially  inapplicable  to  railroads,  or  rather  it 
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is  inapropos,  if  I  may  use  a  better  word,  so  far  as  the  railroads  are 
concerned,  because  all  accounts  of  railroads  are  kept  in  accordance 
with  the  regulations  of  the  Interstate  Commerce  Commission,  and 
they  are  fully  regulated.  I  should  like  to  respectfully  suggest  that 
that  clause  of  the  bill  be  made  not  applicable  to  railroads. 

Mr.  Pecora.  You  interpret  paragraph  (2)  of  section  12  (a)  as 
requiring  railroad  corporations  to  furnish  to  the  Federal  Trade 
Commission  annual  and  quarterly  reports  as  of  times  prior  to  the 
effectiveness  of  this  enactment,  do  you  ? 

Mr.  Fletcher.  Well,  I  had  not  really  gotten  to  section  12  of  the 
bill  yet,  but  of  course  I  am  there  since  you  ask  me  the  question.  I 
should  say  that  that  rather  refers  to  the  future,  or  at  least  it  seems 
so  to  me,  that  particular  section  that  you  now  call  my  attention  to. 

Mr.  Pecora.  Yes. 

Mr.  Fletcher.  I  need  not  long  detain  you  as  to  section  12  of  the 
bill,  because  that  is  of  the  same  general  nature  as  section  11,  and 
deals  with  information  which  shall  be  furnished  to  the  Federal 
Trade  Commission  by  the  carriers,  and  among  other  things,  annual 
and  quarterly  reports,  including  balance  sheets  and  profit-and-loss 
statements  certified  by  independent  public  accountants;  and,  Mr. 
Pecora,  as  counsel  for  the  committee,  I  think  you  correctly  sug- 
gested as  I  see  it  that  that  would  probably  apply  to  the  future. 
There  would  not  be  any  great  amount  of  expense  or  labor  involved 
in  making  duplicates  of  such  reports  as  the  Interstate  Commerce 
Commission  requires,  and  filing  them  with  the  Federal  Trade  Com- 
mission; except  that  I  would  want  to  make  the  same  objection  in 
that  case  as  in  the  other  as  to  the  provision  requiring  certification 
by  independent  public  accountants.  The  Interstate  Commerce  Com- 
mission very  closely  supervises  all  these  accounts.  Inspectors  of  the 
Interstate  Commerce  Commission  visit  the  offices  of  the  carriers  inso- 
far as  their  funds  will  permit  them  to  do  so,  to  see  that  those  ac- 
counts are  kept  correctly.  But,  I  doubt  whether  any  great  amount 
of  good  could  be  accomplished  in  the  case  of  railroad  accounts  by 
making  it  necessary  to  file  that  sort  of  independent  report. 

Mr.  Pecora.  How  frequently  do  railroad  companies  file  audited 
reports  with  the  Interstate  Commerce  Commission? 

Mr.  Fletcher.  They  have  to  file  various  reports.  Some  have  to 
be  filed  monthly,  some  have  to  be  filed  quarterly,  and  all  have  to 
be  filed  annually.  The  rules  of  the  Interstate  Commerce  Commis- 
sion make  some  distinction  between  what  must  be  contained  in  the 
monthly  report,  and  ordinarily  that  is  a  report  of  revenues  and 
expenses. 

Mr.  PECORiV.  Somewhat  like  the  provision  of  subsection  (3)  of 
section  12  (a). 

Mr.  Fletcher.  Somewhat  like  that;  yes. 

The  Chairman.  You  may  proceed. 

Mr.  Fletcher.  Just  to  give  the  committee  an  idea  of  the  number 
of  reports  that  have  to  be  filed  with  the  Interstate  Commerce  Com- 
mission and  other  branches  of  the  Government  by  the  railroads  I 
will  enumerate  them: 

They  make  90  separate  types  of  periodic  reports  to  the  Interstate 
Commerce  Commission, 

They  make  13  reports  to  the  Post  Office  Department. 


•*i    1^ 
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They  make  18  reports  to  the  Treasury  Department. 
Ihey  make  4  reports  to  the  Commerce  Department. 
Ihey  make  14  reports  to  the  Geological  Survey 
They  make  28  reports  to  the  United  States  Railroad  Administra- 
tion, what  IS  left  of  it. 

cuitu?J  "^^^^  ^  reports  to  the  United  States  Department  of  Agri- 

They  make  5  reports  to  the  Board  of  Mediation  and  Conciliation, 
which  administers  the  Railroad  Labor  Act.  ' 

They  make  2  reports  to  the  United  States  Bureau  of  Mines 
1  hey  make  4  reports  to  the  War  Department 
They  make  1  report  to  the  Alien  Property  Custodian 
Now,  gentlemen  of  the  committee,  out  of  that  mass  of  information 
thus  contained  it  would  seem  to  us  the  Federal  Trade  Commission 
could   hnd   out   everything   they   might   want   to   know   about   the 
railroads. 

The    Chairman.    Railroad    companies    and    their    securities    are 
exempt  under  the  securities  act. 

Mr.  Fletcher.  From  the  registration  provision  of  that  act.  And 
m  a  general  way  that  is  what  I  seek  here.  But  they  are  not  exempt 
from  the  police  part  of  the  act  if  I  may  use  such  an  inapt  ])hrase 
!u  Tl?  ^""^  i^esponsible  for  the  issuance  of  securities,  that  is,  to 
see  that  they  are  making  correct  statements,  the  railroads  are  not 
exempt  from  that.  Ihey  are  not  exempt  from  liability  for  making 
lull  disclosure,  but  they  are  exempt  from  the  registration  provisions 
ot  the  securities  act. 

u-u^'^'TI  ^  "mention  in  passing  a  provision  of  section  18  of  the 
bill  which  to  us  seems  unsatisfactory.  That  is  the  provision  which 
gives  to  the  Federal  Trade  Commission  the  right  to  direct  the 
accounting  methods  and  practices  of  carriers,  with  the  proviso  that 
rules  or  regulations  so  adopted  by  the  Federal  Trade  Commission 
shall  not  be  inconsistent  with  the  requirements  of  the  Interstate 
Commerce  Commission. 

I  have  had  some  little  uneasiness  about  the  term  "inconsistent" 
because  as  I  see  it  they  could  go  beyond  what  the  Interstate  Conx- 
merce   Commission   has   done.     They   cannot  make   a  requirement 
which  IS  contrary  to  what  the  Interstate  Commerce  Commission  re- 
quires, but  they  could  go  far  beyond  that.    And  it  seems  to  me  that 
pi ovision  ought  to  be  amended,  if  I  may  respectfully  so  suggest,  to 
say  hat  the  power  of  the  Federal  Trade  Commission  shall  note^tenc^ 
at  all  over  accounts  of  carriers  in  view  of  the  fact  that  they  are  now 
so  fully  regulated  by  the  Interstate  Commerce  Commission 
wirfhp  nlfl^  this  about  section  13  of  the  bill,  and  then  I  think  that 
will  be  all  I  have  to  say.     This  is  the  provision  about  proxies.     I  dare 
say  the  committee  has  heard  a  good  deal  about  that,  and  I  do  not 
want  to  repeat  what  some  other  and  better-informed  witness  than 
myself  may  have  submitted  to  the  committee,  but,  without  taking 
the  time  to  read  the  section,  you  will  note  that  when  proxies  are 
solicited  for  a  meeting  of  stockholders  it  is  necessary  to  give  informa- 
tion as  to  the  purposes  of  the  meeting,  and,  more  particularly-and 

ho  dpr  I'V  f '""f  ir^'/J*  ^"^  '^^,'uTf  «V^l^^y  i^^^^-t  send  to  each  stock- 
holder a  list  of  all  other  stockholders  from  whom  thev  are  solicitino- 
proxies.  -^         awxi^^itiii^ 
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In  the  case  of  the  Pennsylvania  Railroad — and  I  simply  take  that 
carrier  as  an  illustration  because  it  is  the  largest  railroad — they  have 
250,000  stockholders.  To  assemble  that  number  of  stockholders  to- 
gether in  an  annual  meeting,  which  may  be  only  for  the  purpose  of 
electing  directors  or  of  performing  some  other  necessary  but  rather 
perfunctory  task,  is  not  possible.  In  other  words,  it  would  be  impos- 
sible to  get  250,000  people  together,  scattered  as  they  are  throughout 
the  country  and  beyond,  and  therefore  it  is  absolutely  essential,  if  the 
law  is  to  be  applied,  that  stockholders  ma}^  be  asked  to  send  their 
proxies  in  to  a  proxy  committee.  But,  further,  if  the  Pennsylvania 
Railroad  has  a  print  a  book  with  the  names  and  addresses  of  250,000 
stockholders,  and  print  250,000  copies  of  it,  and  send  a  copy  of  that 
book  to  each  and  every  stocldiolder,  why,  gentlemen  of  the  com- 
mittee, it  would  be  almost  impossible  to  hold  an  ordinary  meeting  of 
stockholders  of  that  great  railroad. 

Mr.  Pecora.  Objection  has  been  made  to  that  section,  and  the  sug- 
gestion given  that  merely  one  copy  of  the  list  of  stockholders  and 
their  addresses  be  filed  with  the  Federal  Trade  Commission. 

Mr.  Fletcher.  Well,  you  see  the  point  I  am  making  about  that. 

Mr.  Pecora.  Yes. 

Mr.  Fletcher.  And  this  all  leads  me,  Mr.  Chairman,  to  make  this 
suggestion.  That  the  committee  give  consideration  to  adding  to 
paragraph  10  of  section  3  the  following  words : 

Nor  any  security  issued  by  a  cominoii  carrier  which  is  subject  to  the  pro- 
visions of  section  20  (a)  of  the  Interstate  Commerce  Act  as  amended. 

That  is  the  section  which  exempts  Federal  issues  from  the  obli- 
gation here. 

I  thank  you  very  much  for  permitting  me  to  appear  before  you. 

The  Chairman.  Do  you  want  railroad  issues  put  on  the  same 
basis  as  Federal  issues? 

Mr.  Fletcher.  I  think  so  far  as  registration,  issuing,  accounting, 
and  reporting  are  concerned;  yes.^  I  am  very  much  obliged  to  you 
gentlemen. 

The  Chairman.  We  are  very  glad  to  have  heard  you. 

(Thereupon  Mr.  P'letcher  left  the  committee  table.) 

The  Chairman.  Is  Mr.  Comstock  present? 

Mr.  Comstock.  Yes,  sir. 

The  Chairman.  Please  come  forward  to  the  committee  table. 

STATEMENT  OF  LOUIS  K.  COMSTOCK,  NEW  YORK  CITY,  PRESIDENT 
OF  THE  MERCHANTS'  ASSOCIATION  OF  NEW  YORK 

The  Chairman.  Please  state  j^our  name,  place  of  residence,  and 
occupation. 

Mr.  Comstock.  My  name  is  Louis  K.  Comstock,  New  York  City. 
I  appear  here,  Mr.  Chairman,  on  behalf  of  the  Merchants'  Associa- 
tion of  New  York,  of  which  I  am  president. 

The  Chairman.  Well,  do  you  wish  to  offer  some  views  regarding 
the  bill  the  committee  has  under  consideration,  S.  2693? 

Mr.  Comstock.  Yes,  Mr.  Chairman. 

The  Chairman.  You  may  proceed  in  your  own  way. 

Mr.  Comstock.  The  Merchants'  Association  of  New  York,  repre- 
senting some  4,500  business  enterprises  and  touching  almost  every 
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branch  of  business  and  industry  in  the  Nation,  is  profoundly  dis- 
turbed by  some  of  the  provisions  of  the  Fletcher-Rayburn  bill  to 
regulate  security  exchanges. 

It  is  disturbed  primarily  by  the  extent  to  which  the  terms  of 
these  bills  would  subject  all  business  and  industry,  both  large  and 
small,  m  this  country  to  arbitrary  bureaucratic  control,  and  sec- 
ondarily  to  the  restrictions  which  would  be  placed  upon  the  open 
market  for  corporate  securities. 

The  association  frankly  recognizes  that  the  period  of  economic 
depression,  which  we  are  now  experiencing,  has  emphasized  faults 
and  abuses  m  the  financial  system  under  which  we  were  operating  in 
the  preceding  period  of  prosperity.  It  has  no  desire  to  condone  the 
abuses  nor  to  perpetuate  the  faults,  but  it  does  insist  that  in  the 
effort  to  remedy  these  faults  and  abuses  we  should  not  cripple  leo-iti- 
mate  business,  stifle  initiative,  destroy  the  liquidity  of  securities  or 
place  our  private  business  at  the  mercy  of  bureaucratic  inquisitors 
operating  under  blanket  authority. 

As  business  men,  we  believe  that  under  any  sound,  advanced  form 
of  financial  organization  we  are  entitled  to  a  market  to  supply  our 
needs  for  long-period  capital  and  to  an  organization  capable  of 
transferring  ownership  rights  in  already  existing  securities  promptly 
and  efficiently.  ^    "^ 

T  Tm?  Federal  Securities  Act,  through  its  too  drastic  restrictions, 
liabilities,  and  penalties,  has  to  a  dangerous  extent  deprived  us  of 
the  opportunity  to  obtain  new  long-period  capital  on  reasonable 
terms.    The  Federal  Banking  Act  of  1933,  by  requiring  the  divorce 
ot  banking  affiliates  from  our  large  commercial  banks,  has  o-reatly 
restricted  the  organizations  engaged  in  or  capable  of  carrymo-  on 
investment  banking.     This  association  approves  of  the  divorce  of 
banking  affiliates,  but  it  desires  to  point  out  that  this  proper  act 
taken  m  connection  with  the  restrictions  of  the  Federal  Securities' 
Act  and  the  provisions  of  the  Fletcher-Rayburn  bill  prohibiting  the 
exercise  of  the  functions  of  broker  and  underwriter  by  the  same 
persons  or  companies,  will  so  greatly  restrict  the  capacity  to  perform 
the  functions  of  investment  banking  as  to  make  unnecessarily  diffi- 
cult the  supply  of  long-period  capital  which  is  absolutely  essential 
tor  the  return  and  maintenance  of  industrial  and  business  prosperity 
We  are  also  mindful  of  the  fact  that  labor  is  indirectly  concerned 
with  this  aspect  of  the  matter  because  when  there  is  insufficient 
capital  available  to  a  company  it  cannot  employ  as  many  workers  as 
it  otherwise  would. 

T-  h^'^^}^  *^®  control  over  the  securities  market  in  the  hands  of  the 
l^ederal  Irade  Commission  is  open  to  very  serious  objections.  Since 
Its  creation  over  20  years  ago  the  Federal  Trade  Commission  has 
been  given  various  duties  from  time  to  time.  The  most  important 
ot  these  duties  were  imposed  by  the  Federal  Securities  Act  of  1933 
Ihese  duties  are  sufficiently  important  to  require  all  the  time  and 
j}'^  T  members  of  the  Commission  may  possess  without 

adding  thereto  the  task  of  supervising  and  preparing  regulations  for 
the  conduct  of  an  extremely  technical,  delicately  adjusted,  business 
with  manifold  ramifications  into  every  part  of  the  world. 

We  respectfully  submit  that  if  a  Federal  regulatoty'body  is  to 
be  set  up  at  all  it  should  be  set  up  for  the  sole  and  specific  purpose 
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of  regulating  security  exchanges  and  that  a  large  majority  of  its 
members  be  men  thoroughly  familiar  with  the  problems  of  security 
markets. 

We  also  urge,  inasmuch  as  by  far  the  greater  part  of  the  securities 
exchange  business  is  concentrated  in  New  York  City,  that  the  office 
of  whatever  regulatory  body  is  set  up  should  be  located  in  New  York 
City,  the  business  capital  of  the  country,  in  order  to  relieve  business 
men  from  the  expense  and  delay  inseparable  from  transacting  busi- 
ness with  a  regulatory  body  located  in  Washington. 

It  is  common  knowledge  that  the  reports  required  by  the  Inter- 
state Commerce  Commission  impose  a  tremendous  cost  upon  the 
public  utilities  now  under  its  regulation.  It  is  also  common  knowl- 
edge that  the  Federal  Trade  Commission  has  from  time  to  time 
required  corporations  to  expend  huge  sums  gathering  informa- 
tion for  that  body  from  which  little  or  no  constructive  results  are 
discernible. 

We  are  fearful  that  if  the  body  charged  with  the  regulation  of 
security  exchanges,  and  of  securities  listed  thereon,  is  given  the 
blanket  authority  proposed  in  the  Fletcher-Rayburn  bill  to  require 
information  of  the  issuers  of  all  securities  listed  on  exchanges,  it 
will  result  in  great  waste  and  extravagance  for  the  compilation  of 
information  which  will  have  little  or  no  real  value  when  submitted. 

Our  great  railroad  corporations  find  the  expense  of  filing  informa- 
tion for  the  Interstate  Commerce  Commission  a  serious  item.  Com- 
pilation of  similar  records  for  the  Federal  Trade  Commission  would 
be  a  very  serious  burden  upon  businesses  of  ordinary  size  and  might 
be  particularly  burdensome  if  called  for  in  periods  of  seasonal  ac- 
tivity. The  tendency  to  require  too  voluminous  and  repetitious  in- 
formation would  be  particularly  strong  if  the  regulatory  body  were 
made  the  Federal  Trade  Commission  and  the  Commissioners  them- 
selves were  so  preoccupied  with  their  many  other  duties  that  the 
actual  work  of  investigating  and  analyzing  reports  on  business  or- 
ganizations was  left  to  subordinates. 

We  therefore  strongly  urge  that  the  power  of  the  regulatory  body 
to  demand  information  be  sharply  restricted. 

The  very  broad  definitions  of  "  member  ",  "  broker  ",  and  "  dealer  " 
contained  in  section  3  make  the  requirements  of  section  6  unneces- 
sarily restrictive  of  credit  on  the  securities  of  companies  not  listed 
on  an  exchange. 

While  New  York  is,  of  course,  the  headquarters  for  very  many 
large  companies  as  the  most  important  center  of  commercial  busi- 
ness, and  is  the  largest  manufacturing  center  in  the  country,  it  is 
also  the  home  of  an  even  greater  number  of  comparatively  small  and 
medium-sized  companies  whose  securities  are  not  listed  on  any  ex- 
change, but  which  are  thoroughly  sound  and  profitable.  Their 
securities  are  certainly  entitled  to  some  credit  facilities  from  persons 
who  are  acquainted  with  their  worth.  This  criticism  is  even  more 
pertinent  if  the  definition  of  a  "  member  "  includes  a  bank  buying  or 
selling  securities  for  its  own  account  or  as  agent  for  its  customers. 

The  weaknesses  and  limitations  of  the  margin  requirements  pro- 
poses in  subdivision  (b)  of  section  6  have  been  thoroughly  discussed 
by  others,  and  the  Merchants'  Association,  in  this  respect,  will  merely 
record  its  concurrence  in  the  objections  already  raised,  except  that 
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it  particularly  objects  to  the  adoption  of  any  restriction  which  would 
lead  to  a  wave  of  deflation  through  forced  liquidation  of  loans. 

We  are  strongly  inclined  to  believe  that  the  present  margin  re- 
strictions of  the  New  York  Stock  Exchange  are  sound  and  reason- 
able and  that  the  control  of  margin  requirements  should  be  left  in 
the  hands  of  this  body  on  the  ground  that  it  is  thoroughly  con- 
versant with  past  experiences  in  this  field  and  able  to  act  quickly 
and  effectively  to  remedy  faults  in  the  situation  as  they  arise  because 
of  its  intimate  acquaintance  with  daily  developments.  Certainly,  if 
any  margin  requirements  are  to  be  written  into  law,  they  should 
only  be  of  the  most  flexible  nature. 

The  provisions  of  sections  7  (c)  and  10,  which  prohibit  a  broker 
from  acting  as  a  principal,  apparently  would  so  restrict  his  activities 
as  to  make  impractical  the  odd-lot  business  which  is  the  only  means 
by  which  many  thousands  of  legitimate  investments  can  be  made. 
We  cannot  see  any  legitimate  objection  to  a  man  investing  in  less 
than  100  shares  of  high-grade  stocks  nor  any  reason  for  penalizing 
him,  other  than  the  small  premium  required  by  the  rules  of  the  New 
York  Stock  Exchange  for  purchasing  less  than  a  round  lot.  A  pur- 
chase of  90  shares  of  American  Telephone  &  Telegraph  Co.  stock, 
for  example,  involves  over  $10,000,  but  if  the  odd-lot  business  is 
practically  destroyed,  as  is  reasonably  arg-ued  it  would  be  under  the 
terms  of  this  bill,  a  man  would  be  practically  prohibited  from  mak- 
ing use  of  such  an  investment  to  finance  his  business  and  he  would 
be  thereby  encoTiraged  to  invest  in  lower-grade  stock.  We  are  firmly 
of  the  opinion  that  any  advantage  which  may  be  gained  by  separat- 
ing completely  the  operations  of  a  broker  and  of  a  dealer  would  be 
more  than  offset  by  the  penalty  placed  upon  millions  of  legitimate 
investments,  particularly  those  of  men  and  women  of  small  means 
or  businesses  of  moderate  size. 

We  believe  that  the  provisions  of  section  13,  which  require  any 
person  soliciting  a  proxy  to  send  to  the  person  solicited,  the  names 
and  addresses  of  persons  from  whom  similar  proxies  are  being  solic- 
ited, is  another  instance  in  which  the  disadvantages  outweigh  the 
possible  advantages.  The  necessity  for  printing  a  stockholders'  list 
every  time  a  stockholders'  meeting"  was  held  would  be  a  considerable 
item  of  expense  without  compensating  advantage  in  a  great  ma- 
jority of  cases.    We  recommend  that  this  provision  be  eliminated. 

Mr.  Pecora.  Suppose  that  provision  were  modified  so  as  to  require 
the  filing  of  a  list  of  all  stockholders  of  record  and  their  addresses 
with  the  Federal  Trade  Commission,  and  would  not  require  the  send- 
ing of  a  copy  of  such  list  to  every  stockholder  of  the  company  when 
any  proxies  are  sought? 

Mr.  CoMSTOCK.  That  would  decrease  the  objection  considerably. 
Mr.  Pecora.  It  would  practically  cause  the  objection  to  disappear, 
would  it  not  ? 

Mr.  CoMSTOCK.  No ;  I  do  not  think  it  would  cause  it  to  disappear, 
but  it  would  decrease  it. 

Mr.  Pecora.  What  would  be  the  objection  to  filing  a  list  of  stock- 
holders and  their  addresses  with  the  Federal  Trade  Commission,  if 
their  proxies  are  sought  ? 

Mr.  CoMSTOCK.  Stockholders'  lists  are  constantly  changing. 
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Mr.  Pecora.  At  the  time  that  stockholders'  lists  are  used  for  the 
obtaininfr  of  proxies,  usually  the  stockholders  of  record  as  of  a 
given  date  are  those  whose  proxies  are  sought;  isn't  that  so? 

Mr.  CoMSTOCK.  Yes;  that  is  correct. 

Mr.  Pecora.  Could  not  that  date  be  the  date  fixed  for  making  up 
the  list? 

Mr.  CoMSTOCK,  I  suppose  that  is  so ;  yes. 

Mr.  Pecora.  Would  not  that  cause  your  objection,  then,  to  dis- 
appear? 

Mr.  CoMSTOCK.  No ;  I  do  not  think  it  would  cause  it  to  disappear. 
It  would  decrease  it  a  good  deal. 

Mr,  Pecora.  What  would  be  the  objection? 

Mr.  CoMSTOCK.  I  would  like  to  put  that  the  other  way  around. 
What  could  be  the  purpose  of  filing  it  with  the  Federal  Trade  Com- 
mission?    I  mean,  what  beneficial  pui-pose  would  it  serve? 

Mr,  Pecora,  Conceivably  the  management  of  a  corporation, 
through  seeking  proxies,  which  proxies  they  may  readily  seek  be- 
cause they  have  available  to  them  at  all  times  the  list  of  the  stock- 
holders and  their  addresses,  might,  through  that  exclusive  informa- 
tion which  they  have,  be  able  to  effectuate  a  purpose  that  might  be 
selfish  and  might  be  inimical  to  the  best  interests  of  all  the  stock- 
holders. If  another  stockholder  or  group  of  stockholders  also  wanted 
to  seek  proxies  they  would  not  have  the  list  of  stockholders 
available.  The  insiders  in  the  corporation  would  have  a  decided 
advantage. 

Senator  Kean.  Would  it  not  be  much  better  to  file  it  with  the  ex- 
change where  the  stock  is  listed,  and  therefore  where  the  stock  is 
traded  in,  and  therefore  where  the  majority  of  stockholders  would 
have  ready  access  to  it  ? 

Mr.  CoMSTOCK.  I  should  think  so. 

Mr,  Pecora.  Why  not  file  it  in  an  office  of  public  record? 

Senator  Kean.  Tliat  would  be  an  office  of  public  record  so  far  as 
the  stockholders  are  concerned. 

Mr.  CoMSTOCK.  I  think  it  is  fair  to  say  that  if  it  would  serve  a 
beneficial  pui-pose  I  do  not  think  there  would  be  any  reasonable 
objection  to  it. 

Senator  Kean.  In  the  one  case  the  stockholders,  or  body  of  the 
stockholders,  would  have  to  come  down  here  to  Washington  and  look 
it  up,  and  in  the  other  case  they  would  go  to  the  exchange  where  they 
bought  the  stock,  and  where  the  thing  was  readily  available,  and 
they  could  look  at  it  there. 

Mr,  Pecora.  File  it  in  both  places  then. 

Senator  Kean.  It  seems  to  me  common  sense  would  dictate 

Mr.  Pecora.  I  should  think  tlie  stock  exchanges  would  prefer  to 
have  it  filed  with  the  Federal  Trade  Commission,  rather  than  to 
have  their  own  offices  made  the  sole  depositories  for  such  lists, 
thereby  subjecting  themselves  to  whatever  annoyance  might  ensue 
from  having  hordes  of  stockholders  flock  to  their  offices  with  a  view 
of  consulting  tlie  records. 

Senator  Kean.  Of  course,  under  nearly  every  law  I  know  any- 
thing about,  any  stockholder  has  a  right  to  go  and  examine  that  list 
at  the  office  of  the  company, 

Mr.  CoMSTOCK.  That  is  correct. 
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Senator  Kean.  But,  in  addition,  I  think  it  would  be  a  good  thing 
to  have  that  list  on  file  where  the  stock  is  traded  in,  so  that  it  would 
be  available  immediately  to  any  stockholder. 

Mr.  Pecoka.  Don't  you  think,  Senator,  such  a  list  should  be  in  a 
public  place? 

Senator  Kean.  Yes,  Mr.  Pecora ;  but  I  think  that  a  public  place 
would  be  a  place  where  that  was  open  to  the  public.  If  the  stock 
exchange  had  that  list,  and  everybody  knew  it  was  open  to  the 
public,  it  would  be  more  convenient  for  the  public  to  have  it  where 
the  stock  is  dealt  in,  rather  than  with  the  public  officials  here.  It 
is  not  as  handy  in  the  public  offices  here  to  get  any  information— 
at  least  I  have  not  found  it  so— as  it  is  in  the  stock  exchange. 

Mr.  CoMSTocK.  Suppose  such  a  list  were  filed  with  the  JFederal 
Trade  Commission  or  with  the  New  York  Stock  Exchange,  or  some 
other  stock  exchange.  Presumably  the  purpose  of  filino'  it  is  to 
confer  some  benefit  on  the  other  stockholders.  Now,  suppose  vou 
have  a  stockholder  in  London,  or  in  Tokj^o,  or  San  Francisco"^  or 
Valparaiso.     What  good  will  it  do  them  ?  '  ' 

Mr.  Pecora.  I  do  not  Imow,  but  it  might  do  a  lot  of  good  to  stock- 
holders who  were  not  in  Tokyo  or  Valparaiso  or  anywhere  else 
and  I  imagine  that  that  would  include  nearly  all  the  stockliolders! 
Mr.  CoMSTOCK.  That  is  true  in  a  good  manv  cases,  but  there  are  a 
good  many  cases  where  that  is  not  true. 

Mr.  Pecora.  The  greatest  good  to  the  greatest  number  should  be 
the  fundamental  principle  of  all  legislation. 

The  Chairman.  These  foreign  stockholders  would  probably  have 
representatives  or  friends  here  to  look  after  their  interests. 
Mr.  CoMSToCK.  They  might  have. 

The  Chairman.  All  right.  Proceed  with  your  statement. 
Mr.  CoMSTOCK.  The  Merchants'  Association  objects,  on  behalf  of 
tlie  many  small  companies  which  are  not  listed  on  any  exchange, 
but  which  within  narrow  circles  are  well  known,  to  the  provisions 
of  section  14  insofar  as  they  would  prohibit  dealing  in  unlisted  secu- 
rities without  complying  with  all  the  rules  and  regulations  which 
the  Commission  might  see  fit  to  prescribe. 

Mr.  Pecora.  What  is  the  reason  for  that  objection  ?  What  is  the 
argument  in  support  of  your  objection  there? 

Mr.  CoMSTOCK.  Well,  it  unnecessarily  hampers  the  dealing  in  secu- 
rities which  are  not  listed  anywhere,  as  between  individuals. 

Mr.  Pecora.  It  would  make  available  to  all  individuals  an  assur- 
ance that  the  trading,  which  is  now  more  or  less  practically  unregu- 
lated in  the  over-the-counter  market,  w^ould  be  subject  to  some 
definite,  uniform  regulation.  I  should  think  that  would  be  bene- 
ficial to  all  investors  who  deal  in  unlisted  securities. 

Mr.  CoMSTOCK.  There  are  many  securities  that  are  not  even  traded 
m  over  the  counter,  which  would  be  affected  by  this. 

Mr.  Pecora.  The  statement  has  been  made  here  that  there  are 
thousands  of  such  corporations  Avhose  securities  are  not  listed,  and 
are  subject  to  trading  in  the  over-tlie-counter  market.  The  state- 
inent  has  been  made  that  their  number  vastlv  exceeds  the  number 
of  issues  that  are  listed  on  stock  exchanges. 
Mr.  CoMSTocK.  That  is  very  likely  true. 

Mr.  Pecora.  You  say  there  are  not  very  manv.  The  opinion  ex- 
pressed here  by  persons,  apparently,  witll  competent  knowledge  on 
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the  subject,  is  that  the  number  of  unlisted  security  issues  vastly 
exceeds  the  listed  issues. 

Mr.  CoMSTOCK.  I  do  not  think  we  have  any  accurate  information 
on  that  subject. 

Mr.  Pecora.  I  am  merely  giving  you  the  opinion  expressed  to  the 
committee  by  persons  whose  business  and  experience,  apparently, 
endow  them  with  some  form  of  authentic  knowledge  on  the  subject. 

Mr.  CoMSTOCK.  The  Merchant's  Association  questions  the  desir- 
ability of  the  provisions  of  section  16,  which  would  permit  the  Fed- 
eral Trade  Commission  to  require  the  preparation  of  any  accounts 
and  records  which  it  sees  fit,  and  to  assess  the  expense  of  any  exam- 
inations made  by  its  order  against  the  company  examined.  This  is 
very  broad  inquisitorial  power  bordering  closely  on  deprivation  of 
property  without  due  process  of  law.  It  is  obviously  open  to  great 
abuse  at  the  hands  of  subordinates  and  could  be  carried  to  an  extent 
which  would  make  a  given  business  unprofitable  through  too  great 
an  increase  in  its  overhead. 

Mr.  Pecora.  Why  would  not  that  objection  apph-  nlso  to  banks 
that  are  now  subject  to  the  inquisitorial  powers  of  the  Comptroller 
of  the  Currency,  and,  in  the  case  of  Stat^  banks,  of  State  banking 
commissioners  ? 

Mr.  CoMSTOCK.  It  might  apply  there.  I  am  not  thinking  of  that. 
I  am  not  saying  anything  about  that. 

Mr.  Pecora.  AVould  you  then  advocate  the  repeal  of  the  statutory 
provisions  for  such  examinations  of  banks? 

Mr.  CoMSTocK.  I  do  not  think  it  is  so  much  a  question  of  the  prin- 
ciple of  the  thing  as  it  is  in  the  abuse  of  the  principle. 

Mr.  Pecora.  That  same  abuse  is  possible  in  the  case  of  bank  exam- 
inations, is  it  not? 

Mr.  CoMSTOCK.  It  probably  is. 

Mr.  Pecora.  Tlie  principle  has  not  been  abused  there.  "What  rea- 
son is  there  for  believing  that  it  would  be  abusou  by  the  Federal 
Trade  Commission? 

Mr.  CoMSTOCK.  It  may  have  been  abused  there. 

Mr.  Pecora.  There  has  not  been  any  great  agitation  about  any 
^uch  abuse  that  I  have  ever  heard. 

Mr.  CoMSTOCK.  If  these  charges  were  reasonable,  if  the  j)eriodicity 
of  the  examinations  were  reasonable,  it  might  bo  something  that 
business  could  l)oai-  all  right,  but  the  point  is,  nobody  knows  how 
unreasonable  they  might  become. 

Mr.  Pecora.  "What  is  the  use  of  assuming  that  any  legislation 
would  be  unwise  merely  because  an  abuse  is  possible  under  it ' 
Measured  by  that  standard  or  test,  every  piece  of  legislation,  con- 
ceivably, could  be  branded  as  unwise,  because  it  is  possible  to  abuse 
any  power,  however  wholesome  the  power  might  be. 

Mr.  CoMSTOCK.  Still,  there  is  nothing  here 

Mr.  Pecora.  The  directors  oi  a  corporation  conceivably  could 
abuse  the  ])ower  they  have  in  directing  the  affairs  of  the  corporation, 
but  merely  because  of  that  you  would  not  deprive  the  directors  of 
any  power  at  all.  would  you '. 

^Ir.  CoMSTOCK.  Oh.  no. 

Senator  Keax.  Is  it  not  true  that  a  bank  is  in  quite  a  different 
situation,  because  a  bank  has  to  have,  at  the  present  time-,  at  least. 
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$100,000  capital,  and  it  is  supposed  to  have  over  $1,000,000  in 
deposits  if  it  has  $100,000  capital,  and  therefore  it  is  a  much  larger 
concern,  and  therefore  it  is  much  easier  to  examine  than  an  industrial 
company  with,  say,  $50,000  capital  and  inventories  all  over  the 
place  that  have  to  be  checked.  It  would  be  a  much  easier  thin<r  to 
check  the  bank  than  it  would  be  to  check  an  industrial  compSny. 
Ihe  cost  ot  checking  an  industrial  company  would  be  much  greater 
than  the  cost  of  checking  a  bank. 

Mr.  CoMSTOCK.  Its  percentage  of  the  general  overhead  would  be 
much  greater,  without  doubt. 

Mr.  Pecora.  Are  Ave  not  assuming  a  lot  ? 

Semitor  Kean.  No;  I  do  not  think  we  are  assuming  very  much, 
Mr.  Pecora.  *^  ' 

Mr.  Pecora.  We  are  assuming  that  an  abuse  of  power  is  possible, 
and  hence  the  power  itself  should  not  be  granted.  As  I  said  before 
by  that  test  you  could  condemn  anv  piece  of  legislation  which  <rnve 
power  to  any  public  officer  or  board. 

Senator  Kean.  Yes;  but  by  having  too  many  requirements  for 
examination  you  could  kill  any  business. 

Mr.  Pecora.  Any  and  all  power,  whether  vested  in  a  public  officer 
or  exercised  by  a  private  individual,  is  capable  of  abuse.  You  are 
going  to  destroy  the  entire  fabric  of  civilization  if,  for  that  reason 
you  are  going  to  deprive  all  persons  of  the  exercise  of  all  ijower' 
You  have  to  lodge  it  somewhere.  We  must  assume  that  the  power 
will  be  exercised  with  sense  and  discretion,  or,  as  the  United  States 
Supreme  Court  said  in  a  famous  case  many  years  ago,  the  rule  of 
reason  would  prevail.    I  think  that  is  a  fair  assumption. 

Mr.  CoMSTocK.  Of  course,  there  is  quite  a  decided  difference  be- 
tween examinations  by  public  authority  of  banks  and  examinations 
by  public  authority  of  a  private  business.  Banks  are  fiduciary 
establishments.     A  private  business  is  not. 

Mr.  Pecora.  Where  the  business  or  the  corporation,  through 
ottering  its  shares  to  the  public,  invites  the  public  to  become  ])art 
owners  of  the  business  or  partners  in  the  business  enterprise,  do  you 
not  think  the  public  is  entitled  to  have  some  detailed  and  authentic 
knowledge  concerning  the  busiess  in  which  it  is  invited  to  partici- 
pate as  a  partner?  Would  you,  for  instance,  think  of  entertainino-  a 
proposition  made  to  you  m  your  individual  capacity  to  become  a 
part  owner  of  a  i)rivate  business,  unless  you  were  given  some  in- 
formation or  permitted  to  have  access  to  records  which  would  enable 
you  to  reach  a  judgment  as  to  whether  or  not  you  Avanted  to  invest? 

JNIr.  Co^^isTOCK.  I  could  get  that  kind  of  information  from  Avhich 
to  make  a  judgment  myself,  probably  better  than  the  Government 
could. 

Mr.  Pfcora.  In  the  case  of  corporations  which  invite  the  public 
generally,  through  the  offer  of  their  securities  to  the  public,  do  you 
not  think  the  general  public  should  have  the  information? 

Senator  Kean.  iNIr.  Comstock,  are  we  not  talking  about 

;Mr.  Pecora.  Do  you  think  a  corporation  Avould  prefer  to  have 
every  investor  flock  to  its  offices  and  make  a  lot  of  inquiries  con- 
cerning its  business,  rather  than  to  file  statements  at  regular  inter- 
vals Avith  a  public  body? 

Mr.  Comstock.  The  objection  to  this  provision  applies  more  to 
the  small  cor])()rations  than  it  does  to  the  big  corporations. 
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Senator  K?:an.  We  are  talking  about  unlisted  securities. 

Mr.  CoMSTOCK.  Absolutely. 

Senator  Iveax.  We  are  talking  about  the  little  $25,000  or  $50,000 
corporations  in  the  little  towns. 

Mr.  Pecora.  But,  Senator,  this  provision  here  does  not  apply  only 
to  corporations  whose  securities  are  unlisted. 

Senator  Keax.  But  the  majority  of  corporations  in  the  United 
States  are  little  corporations  which  are  locally  owned,  and  they  are 
not  offering  their  securities  to  the  public.  They  are  owned  by  a  few 
people  that  know  each  other,  that  have  access  to  the  books.  They 
do  not  care  to  have  outsiders  buy  them,  as  a  rule. 

]Mr.  Co:srsTOCK.  And  the  expense  of  a  governmental  supervi- 
sion  

Mr.  Pecora.  Conceivably,  then,  no  situation  wouKl  arise  where  the 
Federal  Trade  Commission  would  make  unreasonable  requests  for 
examination  of  the  records  of  such  a  corjjoration.  The  Federal 
Trade  Commission,  I  imagine,  would  act  only  in  cases  where  there 
was  evidence  of  an  active  pul)lic  interest. 

Mr.  CoiNisTOCK.  Still,  tlie  way  is  ojien  liere  in  this  bill  for  them 
to  do  it. 

Mr.  Pecora.  As  I  said  before,  we  ought  to  a^isume  that  powers 
vested  in  a  public  body  are  going  to  be  exercised  with  sense  and 
discretion. 

We  apply  that  rule  in  our  business  affairs.  Even  in  an  unincor- 
porated business  we  put  persons  in  charge  of  departments  and  leave 
it  to  the  discretion  and  judgment  of  tliose  ^ubor(liIlates  with  regard 
to  the  actual  daily  operation.  That  power  can  be  abused,  but  you 
would  not  for  one  moment  think  that  the  ideal  form  of  operating 
a  business  is  for  the  owner  to  attend  to  every  detail  himself  and  make 
ever}'  decision  in  the  routine  oj)eration.  It  is  unreasonable.  It  is 
contrary  to  every-day  experience. 

Mr.  CoMSTOCK.  The  point  we  desire  to  make  heic  is  that  there  is 
provided  in  this  bill  an  in(iuisitorial  j^ower  over  the  small  corpora- 
tion that  is  not  balanced  by  any  good  that  could  come  from  it. 

Mr;  PJecora.  You  aie  assuming  that  the  inquisitorial  power  is 
going  to  be  hai-shly  and  unreasonably  exercisecl,  and  at  an  undue 
expense  to  the  corporation. 

Mr.  CoMSTOCK.  May  we  not  be  justified  in  that  assumption? 

Mr.  Pecora.  I  do  iu)t  know  wliy.  What  basis  have  you  for  the 
assumption?  What  greater  basis  have  you  for  such  an  assumption 
than  you  have  for  the  assumption  that  the  power  would  be  reason- 
ably and  wisely  exercised  ? 

Mr.  CoMSTocK.  That  is  a  question  of  opinion,  I  think. 

Mr.  Pecora.  I  am  asking  you  for  experience  that  you  might  cite 
to  support  your  view. 

Mr.  Com  STOCK.  Of  course,  Ave  huxo  no  experience  as  yet  on  the 
application  of  this  law. 

Mr.  Pecora.  But  I  mean  in  the  past,  with  regard  to  the  unreason- 
able exercise  of  corresponding  powers. 

Mr.  CoMSTOCK.  I  think  I  could  cite  some  cases  there — not  at  the 
moment,  but  I  am  perfectly  certain  that  they  are  available. 

Mr.  Pecora.  I  think  you  would  have  to  search  yom*  mind  pretty 
carefullv. 
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Mr.  CoMSTOCK.  I  do  not  know.     I  do  not  think  so. 
The  Chairman.  Proceed,  Mr.  Comstock. 

Mr.  Comstock.  This  association  further  objects  to  the  exemption 
of  the  employees  of  the  Federal  Trade  Commission  from  the  require- 
ments of  the  Federal  civil  service  law  as  provided  in  section  30. 
Past  experience  with  newly  created  Federal  agencies  has  proven  that 
such  an  exemption  provides  a  large  amount  of  political  patronage 
and  that  the  efficiency  of  any  agency  staffed  in  this  manner  is  greatly 
reduced.  We  respectfully  submit  that  any  regulatory  body  set  up 
with  broad  powers  over  security  exchanges  and  general  business  must 
be  as  free  from  political  influence  and  the  inevitable  inefficiency 
which  goes  with  political  patronage  as  possible.  AVe  therefore 
strongly  urge  that  this  section  be  amended  to  require  that  all  of  the 
employees  of  the  regulatory  body,  with  the  possible  exception  of  a 
few  technically  quahfied  chief  subordinates,  be  recruited  under  the 
restrictions  of  the  Federal  civil  service  law. 

In  conclusion  the  association  believes  that  unless  this  bill  is  sub- 
stantially modified  in  the  directions  outlined  above,  its  enactment 
would  do  more  harm  than  good  both  to  the  business  community  and 
the  investing  public  by  causing  deflation  of  sound  loans,  by  unduly 
restricting  the  investment  market  for  long-term  capital,  by  unwar- 
ranted restrictions  upon  credit  facilities  for  the  securities  of  small 
companies  and  small  investments,  and  in  the  laudable  endeavor  to 
protect  the  investing  public  against  fraud,  will  so  cramp  that  same 
public  with  bureaucratic  methods  and  control  as  to  destroy  or  reduce 
the  value  of  sound  securities  far  more  than  the  sum  which  may  be 
saved  by  reducing  fraud. 

We  most  earnestly  urge  that  the  importance  of  the  question  in- 
volved is  such  as  to  warrant  the  most  careful  consideration  for  every 
proposed  phase  of  this  subject  and  the  enactment  of  legislation  after 
mature  deliberation.  Above  all  whatever  statute  is  enacted  should 
not  be  punitive  in  spirit  nor  intended  to  substitute  Government 
supervision  and  control  for  the  initiative  and  detailed  knowledge 
which  can  only  come  from  long  and  intimate  acquaintance  with  the 
manifold  forms  of  business  organization  and  needs. 

Mr.  Pecora.  Might  I  ask  a  question  or  two?  In  the  second  para- 
graph of  your  statement  you  say  that  your  association  is  disturbed 
primarily  by  the  extent  to  which  the  terms  of  this  bill  would  subject 
all  business  and  industry,  both  large  and  small,  in  this  country  to 
arbitrary,  bureaucratic  control.  Wliat  is  the  arbitrarv  bureaucratic 
control  that  you  refer  to  there  ? 

Mr.  Comstock.  I  think  it  has  been  rather  more  or  less  explained 
all  the  way  through  the  paper.  It  is  that  control  which  places  under 
constant  examination,  at  the  will  of  the  Federal  Trade  Commission, 
the  accounting,  and  the  ways  of  doing  business  of  thousands  of  small 
corporations. 

Mr.  Pecora.  What  is  there  here  which  gives  power  to  the  Federal 
Trade  Commission  to  determine  the  ways  by  which  a  corporation 
would  have  to  do  its  business  ? 

Mr.  Comstock.  Well,  the  whole  bill  does  that. 
Mr.  Pecora.  I  think  that  is  a  very  broad  statement.     Can  you 
point  to  a  single  instance  of  any  provision  of  this  bill  which  would 
operate  to   give   the   Federal  Trade  Commission   control    and   the 


STOCK    EXCHANGE   PEACTICES  7061 

power  to  determine  the  way  in  which  any  corporation  must  do  its 
business — conduct  its  actual,  corporate  business? 

Mr.  CoMSTOCK.  I  do  not  think  the  use  of  the  word  "  control  "  here 
is  used  in  the  sense  you  have  just  used  it. 

Mr.  Pecora.  You  say  that  this  bill  would  subject  all  business  and 
industry,  both  large  and  small,  in  this  countrj^  to  arbitrary  bureau- 
cratic control.  That  is  a  very  broad  statement  and  I  wondered  if 
you  really  meant  it  to  be  as  broad  as  its  terms  imply. 

Mr.  CoMSTOCK.  It  ma}^  be  broader  than  we  meant  to  have  it,  but 
at  that,  the  control  there  is  pretty  broad,  even  so. 

Mr.  Pecora.  Does  not  the  control,  so-called,  given  by  the  bill  to 
the  Federal  Trade  Commission  relate  almost  entirely,  if  not  entirely, 
to  the  requiring  of  corporations  to  make  reports  ? 

Mr.  CoMSTOCK.  Yes.  That  is  what  this  word  "  control  "  means 
here. 

Mr.  Pecora.  And  also  to  prescribe  the  form  and  content  of  those 
reports. 

Mr.  CoMSTOCK.  Yes,  sir.     That  is  what  we  mean  by  control. 

Mr.  Pecora.  That  is  not  control  of  the  business. 

Mr.  CoMSTOCK.  No.  I  do  not  think  it  is  so  intended  here.  That 
is  not  the  meaning  of  that  phrase. 

Mr.  Pecora.  The  language  is  capable  of  that  interpretation. 

Mr.  CoMSTOCK.  That  is  possible;  yes. 

Mr.  Pecora.  Do  you  favor  the  adoption  of  a  uniform  system  of 
accounting  for  corporations? 

Mr.  CoMSTOCK.  It  depends  on  what  you  mean  by  a  uniform  system. 
If  you  mean  the  same  system  that  the  United  States  Steel  Corpo- 
ration employs  and  the  A. B.C.  Grocery  Stores  employ,  then  I  am 
not  in  favor  of  uniform  accounting,  because  you  cannot  make  the 
systems  apply. 

Mr.  Pecora.  But  there  are  certain  uniform  principles  of  account- 
ing that  might  be  made  general  to  the  accounting  of  all  corpora- 
tions. At  the  same  time  there  are  perhaps  certain  kinds  of  corpora- 
tions with  details  or  features  that  would  not  be  common  to  all.  But 
insofar  as  it  would  be  possible  to  establish  certain  fundamental  prin- 
ciples of  uniformity,  would  you  favor  that? 

Mr.  CoMSTOCK.  Yes;  I  would.  But  I  would  make  this  qualifica- 
tion. I  would  favor  it  within  competitive  circles.  Wliere  businesses 
are  competitive  with  each  other,  then  I  think  the  uniform  account- 
ing is  a  fine  thing,  a  splendid  thing. 

Senator  Kean.  I  would  like  to  ask  you,  after  reading  this  bill  and 
studying  it,  with  regard  to  these  smaller  corporations,  whether  this, 
in  your  opinion,  is  not  an  attempt  on  the  part  of  the  Government 
of  the  United  States  to  seize  the  rights  of  the  States  in  the  control 
of  corporations  which  do  not  do  an  interstate  business.  The  Consti- 
tution applies  to  corporations  doing  an  interstate  business;  that  is, 
the  Constitution  applies  to  companies  engaged  in  interstate  com- 
merce. This  is  attempting  to  regulate  corporations  that  do  not  do 
an  interstate  business,  is  it  not? 

Mr.  CoMSTOCK.  Yes.  sir. 

Senator  Keax.  That  is  one  of  your  objections  to  it? 

Mr.  CoMSTOCK.  Yes. 

Mr.  Pecora.  Have  you  made  a  study  of  the  bill  for  the  purpose  of 
arriving  at  an  opinion  as  to  whether  or  not  the  bill  is  constitutional  ? 
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Mr.  CoMSTOCK.  No,  sir ;  I  have  not, 

Mr.  Pecora.  Then,  how  can  you  answer  Senator  Kean's  question 
m  the  absence  of  such  a  study  ? 

Mr.  CoMSTocK.  I  think  it  is  perfectly  easy  to  do  that. 

Mr.  Pecora.  You  can  do  something  inore  than  most  individuals. 

Mr.  CoMSTOCK.  I  do  not  know  of  anybody  who  can  pass  upon  the 
constitutioiiahty  of  this  bill,  or  any  bill,  except  the  United  States 
oupreme  Court. 

Mr.  Pecora.  That  has  the  power  of  making  the  final  decision. 

Mr.  CoMSTocK.  Yes. 

Mr.  Pecora.  But  it  is  open  for  anyone  who  is  qualified  by  educa- 
tion training,  and  experience,  and  who  makes  a  study  or  research 
on  the  question  of  constitutionality,  to  reach  an  opinion. 

Mr.  CoMSToCK.  That  is  an  academic  opinion,  is  it  not? 

Mr.  Pecora.  You  say  you  have  not  made  such  a  study  of  this  bill 

Mr.  CoMSTOCK.  That  is  an  academic  opinion. 

Mr.  Pecora.  You  have  not  made  such  a  studv  of  this  bill? 

Mr.  CoMSTocK.  Not  from  that  point  of  view."^ 

Mr.  Pecora.  Then  how  could  you  say  whether  or  not  the  bill  is 
constitutional  ? 

Mr.  CoMSTOCK.  I  do  not  think  I  made  that  statement.  I  did  not 
say  the  bill  was  unconstitutional. 

Mr.  Pecora.  Your  answer  to  Senator  Kean's  question  was  such 
that  it  could  only,  intelligently,  be  based  upon  an  opinion  as  to  its 
constitutionality. 

Mr.  CoMSTocK.  He  asked  a  certain  question,  which  did  not  refer 
particularly  to  the  Constitution,  and  I  answered  it  in  a  perfectly 
proper  way,  from  my  point  of  view. 

??^  5^^^^'^^'^^-  -^'^^®  y^"  anything  further  to  say,  Mr.  Comstock? 
Mr.  CoMSTocK.  No,  sir.    That  is  all.    Thank  you. 
The  Chairman.  We  are  very  much  obliged  to  you. 
Mr.  Comstock.  Thank  you  very  much,  Mr.  Chairman. 

STATEMENT  OF  HERBERT  FILER,  NEW  YORK  CITY,  DEALER  IN 
PUTS  AND  CALLS,  39  BROADWAY,  NEW  YORK  CITY 

Mr.  Filer.  Mr.  Chairman  and  gentlemen  of  the  committee,  my 
name  is  Herbert  Filer.  I  am  a  broker  and  dealer  in  puts  and  calls, 
and  I  represent  the  put-and-call  brokers  and  dealers  of  New  York 

The  Chairman.  We  will  be  glad  to  have  vour  views  about  this 
bill, 

^Ir.  Filer.  I  should  like  to  present  a  statement  in  reference  to  sec- 
tion 8,  subsection  9  of  the  prt)posed  bill,  which  abolishes  all  puts 
and  calls. 

On  behalf  of  the  committee  of  put-juid-call  brokers  and  dealers, 
may  I  present  to  you  this  brief,  the  intention  of  which  is  to  show 
that  puts  and  calls,  which  are  to  be  prohibited  under  the  present 
proposed  legislation,  should  be  divided  into  two  classes— those  which 
are  handled  by  the  legitimate  put-and-call  brokers  and  dealers,  whom 
we  represent,  and  those  which  are  gnmted  by  corporations  or  com- 
panies for  manipulative  purposes. 

I  wish  to  prove  that  the  put-and-call  contracts  which  we  handle 
have  great  economic  value  and  submit  that  in  the  proposed  legisla- 
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tion  a  clear  distinction  should  be  made  between  the  two  kinds  of 
options. 

In  setting  forth  the  economic  importance  of  the  puts  and  calls 
which  we  deal  in  in  the  securities  markets,  we  wish  to  emphasize 
three  major  elements:  First,  their  value  for  insurance  against  loss; 
second,  their  stabilizing  quality ;  third,  the  opportunity  afforded  the 
operator  to  protect  a  position  in  the  market  at  minimum  risk. 

The  Chairman.  You  are  a  member  of  the  New  York  Stock 
Exchange '( 

Mr.  Filer.  Xo,  sir;  a  member  of  no  exchange. 

Mr.  Pecora.  You  are  in  the  put-and-call  business? 

Mr.  Filer.  Yes,  sir. 

A  call  is  a  negotial)le  contract  giving  the  holder  the  right  to  pur- 
chase from  the  maker,  for  a  specified  length  of  time,  a  given  number 
of  shares  of  a  certain  stock,  at  a  price  fixed  in  the  contract.  The 
maker  of  the  call  agrees  to  deliver  to  the  holder,  at  the  holder's 
demand,  a  definite  number  of  shares  of  a  given  stock  at  a  stipu- 
lated price  when  the  demand  is  made,  before  the  expiration  of  the 
stipulated  period  of  time. 

A  put  is  a  negotiable  contract  giving  the  holder  the  privilege 
to  deliver  to  the  maker,  for  a  sj^ecified  length  of  time,  a  given 
number  of  shai'es  of  a  particular  stock,  at  a  price  stipulated  in  the 
contract.  The  maker  of  the  put  agrees  to  receive  from  the  holder, 
at  his  demand,  a  fixed  number  of  shares  of  a  particular  stock  at  a 
fixed  price,  if  the  demand  is  made  before  the  expiration  of  the  fixed 
period  of  time. 

In  appendix  no.  1  will  be  found  specimens  of  standard  forms  for 
put  and  call  contracts  employed  by  brokers  and  dealers  in  these 
contracts. 

We  wish  to  nuike  it  clear  that  this  presentation  refers  entirely 
to  i)rivileges — puts  and  calls — sold  on  a  competitive  basis  at  a  fixed 
premium  and  publicly  offered,  as  .distinguished  from  so-called  cor- 
poration or  company  options  frequently  privately  offered  in  large 
blocks  for  mani])ulative  purposes. 

Possibly  it  would  be  in  the  interest  of  clarity  if  a  brief  historical 
summary  of  puts  and  calls  were  presented  to  the  committee.  These 
contracts  have  been  deveh)ped  and  sanctioned  by  business  practice 
over  a  ])eriod  of  2  to  8  centuries.  Undoubtedly,  they  had  their 
origin  in  transactions  involving  the  merchandising  of  commodities, 
and  in  this  resjiect  are  closely  akin  to  the  future  contract  system 
now  in  vogue  and  such  an  indispensable  part  of  the  marketing  of 
all  great  staple  commodities.  As  a  matter  of  fact,  the  future  con- 
tract system  was  devised  entirely  for  the  purpose  of  insurance 
against  injurious  price  changes.  The  put  and  call  system  is  in  the 
same  category,  for  it  insures  the  investor  in  securities  against  vio- 
lent fluctuations  due  to  unexpected  developments. 

In  the  business  world  oi)tions  are  used  every  day  in  one  form  or 
other. 

An  instance  of  the  use  of  the  option  contract  in  a  business  that 
probably  is  familiar  to  every  member  of  your  committee  is  its  pro- 
tective use  in  real  estate  transactions. 

A  manufacturer  wishes  to  extend  his  factory  space,  provided  busi- 
ness conditions  in  the  near  future  make  this  advisable.  To  do  so  he 
has  to  acquire  a  large  parcel  of  real  estate. 
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In  order  to  insure  that  he  can  buy  the  property  when  he  needs  it, 
without  committing  himself  definitely  to  the  payment  of  a  large 
sum  of  money  for  the  same,  he  is  perfectly  willing  to  pay  a  relatively 
small  sum  of  money  to  the  owner  of  the  land  for  an  option  or  call 
for  a  certain  period  of  time. 

It  is  true  that  if  he  should  not  go  through  with  his  plans  he  will 
lose  the  cost  of  the  option,  but  it  is  equally  true  that  tlie  amount 
which  he  paid  for  the  insurance  was  very  well  worth  while. 

In  connection  with  put  and  call  contracts  it  might  be  pointed  out 
that  John  Houghton,  in  1694,  described  how  puts  and  calls  were 
used  in  connection  with  dealings  on  the  London  Stock  Exchange. 
In  1816  the  transactions  in  puts  and  calls  already  had  reached  con- 
siderable volume  on  the  Berlin  Stock  Exchange.  Today  there  is  no 
important  financial  center  where  puts  and  calls  are  not  dealt  in  and 
where  they  are  not  known  as  an  important  adjunct  to  security  deal- 
ings. At  present,  New  York  has  developed  into  a  large  market  for 
puts  and  calls,  and  financial  interests  all  over  the  world  are  buyers 
of  these  contracts  in  New  York. 

Probably  the  most  important  function  of  puts  and  calls  is  the 
protection  against  unlimited  loss  they  afford  to  the  owner  of  stocks. 
The  best  method  of  illustrating  the  insurance  feature  of  puts  and 
calls  would  be  to  employ  specific  examples. 

Let  us  take  the  case  of  United  States  Steel  selling,  say,  at  55.  An 
investor  may  have  bouglit  the  stock  at  53.  He  feels  reasonably 
confadent  that  his  judgment  has  been  sound,  but  he  wishes  to  guard 
against  any  unforeseen  contingencies.  He  consequently  ''pays 
^137.50  for  a  put,  this  charge  being  in  the  nature  of  an  insurance 
premium  The  put  price  is  51.  If,  during  the  30-day  period,  the 
niarket  should  decline  and  Steel,  let  us  say,  sells  at  45  at  the  end 
of  the  30-day  period,  he  will  deliver  100  shares  to  the  writer  of  the 
put  at  51  In  other  words,  while  the  best  price  he  can  obtain  on  the 
stock  exchange  is  45,  he  has  been  able  to  dispose  of  his  stock  at  51 
through  the  medium  of  the  protection  of  his  put  contract 

An  investor  holds  100  shares  of  Steel  at  53.  He  buys  a  call  at  57 
good  for  30  days  feeling  that  if  he  should  sell  his  long  stock,  he  can 
by  reason  of  his  call  contract,  recapture  the  stock  at  57,  if  it  is  to  his 
advantage  to  do  so. 

Thus  far  this  memorandum  has  referred  entirely  to  the  buyer  of 
these  contracts.  It  should  be  interesting  to  describe  the  position 
o±  the  seller  of  these  contracts. 

The  maker  of  the  put  in  the  case  of  Steel,  selling  at  55,  is  willincr 
to  accumulate  the  stock  at  51,  if  it  should  decline.  In  the  event 
that  the  stock  is  put  to  him  by  reason  of  the  premium  of  $137  50 
less  the  commission  charge,  which  he  has  received,  the  cost  to  him' 
is  reduced  to  that  extent.  In  case  the  put  is  not  exercised,  the  maker 
ot  the  contract  has  received  substantial  compensation  for  the  insur- 
ance contract. 

As  the  seller  of  the  call  usually  is  the  owner  of  stock,  he  is  per- 
tectly  willing  to  sell  the  amount  of  shares  represented  by  the  call 
contract  at  the  advance  plus  the  premium  he  received. 

It  can  be  seen  that  in  both  the  cases  of  the  buyer  of  the  put  or  call 
and  the  maker  of  these  contracts  that  there  may  be  in  the  maioritv 
of  cases  a  mutual  advantage. 
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In  the  opening  paragraph  reference  is  made  to  the  stabilizing  in- 
fluence of  the  put-and-call  contracts.  The  owner  of  a  stock  without 
put  protection  in  a  market  that  is  unsettled  and  weak  in  many  cases 
would  be  inclined  to  liquidate  his  holdings  and  add  to  the  pressure 
on  the  market.  With  his  courage  fortified  by  the  put  he  is  com- 
pletely immune  from  the  panic  psychology  that  besets  other  holders 
not  similarly  protected.  The  reverse  would  be  the  case  in  a  boiling 
bull  market  when  an  investor  who  had  previously  disposed  of  his 
stock  might  be  inclined  to  rebuy  at  an  inflated  price  but  is  re- 
strained from  such  impetuous  action  by  owning  a  call  which  enables 
him  to  participate  in  the  rise. 

It  is  not  the  purpose  of  this  memorandum  to  contend  that  puts 
and  calls  are  free  from  speculative  possibilities.  The  individual  who 
buys  the  call  pays  a  premium  for  the  privilege  of  participating  in 
the  rise  in  the  stock  above  the  call  limit,  without  actually  owning 
stock.  In  the  case  of  a  strong,  rising  market,  he  may  be  able  to  reap 
a  considerable  profit  before  the  expiration  of  the  30-day  contract 
call  period. 

The  buyer  of  a  put  may  not  be  long  of  a  stock  and  may  wish  to 
participate  in  any  profits  resulting  from  a  sharp  decline.  Please 
bear  in  mind  that  this  individual  is  not  a  short  seller  and  that 
when  he  buys  his  stock  against  his  put  he  is  fully  protected  from  loss 
and  thus  becomes  a  supporter  of  a  falling  market. 

In  the  earlier  part  of  this  nuMiiorandum  reference  was  made  to  the 
similarity  between  the  put  and  call  contracts  in  securities  and  the 
hedging  operations  in  the  case  of  commodities.  Essentially  they  are 
the  same.  Numerous  legislative  decisions  have  sanctioned  their 
validity,  but  it  seems  undesirable  to  take  up  the  time  of  the  committee 
by  reciting  these  in  detail.  A  typical  instance  should  suffice,  and  the 
occasion  is  taken  to  cite  the  case  of  the  Board  of  Trade  v.  ChHstie 
Co.  (198  U.S.  236).  In  delivering  his  opinion  Mr.  Justice  Holmes, 
of  the  Supreme  Court  of  the  United  States,  said : 

Purchases  made  with  the  uiulerstanding  that  the  contr.ut  will  be  settled  by 
paying  the  difference  between  the  contract  and  the  market  price  at  a  certain 
time  stand  on  different  ground  from  purchases  made  merely  with  the  expecta- 
tion that  they  will  be  satisfied  by  set-off  *  *  *.  Hedging  *  *  *  is  a  means 
by  which  collectors  and  exporters  of  grain  or  other  products  and  manufac- 
turers who  make  contracts  for  the  sale  of  goods  secure  themselves  against  the 
fluctuations  of  the  market  by  counter  contracts  for  the  purchase  or  sale,  as  the 
case  may  be,  of  an  equal  quantity  of  the  product  or  of  the  material  of  manu- 
facture. It  is  none  the  less  a  serious  business  contract  for  a  legitimate  and 
useful  purpose  that  it  may  be  offset  before  the  time  of  delivery  in  case  delivery 
should  not  be  needed  or  desired. 

The  foregoing  completes  our  j^resentation  of  the  modus  operandi 
and  merits  of  the  put-and-call  operations  on  the  various  security 
exchanges,  except  to  mention  that  the  United  States  Government 
derives  a  substantial  income  from  the  tax  on  call  contracts  under  the 
1932  Revenue  Act. 

Before  we  conclude  we  wish  to  emphasize  to  the  utmost  the  sharp 
distinction  between  the  two  kinds  of  put-and-call  contracts.  The 
class  we  sponsor  is  competitively  sold,  openly  offered  for  a  stipulated 
sum,  guaranteed  by  stock-exchange  finns,  and  protected  by  margins 
as  in  the  case  of  purchase  and  sale  of  stocks.  These  contracts  have  no 
kinship  with  options  privately  or  secretly  issued  by  individuals, 
groups,  corporations,  or  companies  who,  seeing  speculative  opportu- 
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nities  m  a  particular  security,  offer  these  options  for  manipulative 
purposes,  usually  in  conjunction  with  pool  operations.  It  is  our 
understanding  that  such  operations  recently  have  come  under  the 
ban  of  the  New  York  Stock  Exchange. 

We  trust  your  committee  will  recognize  the  economic  relation  of 
these  put-and-call  contracts  to  the  security  markets  not  only  of  the 
United  States  but  the  entire  world.  In  fact,  the  London  Stock  Ex- 
change, the  oldest  institution  of  this  kind,  places  only  one  restriction 
upon  these  transactions,  namely,  that  they  are  not  permitted  to  run 
over  a  period  exceeding  approximately  105  days. 

We  are  firmly  convinced  that  these  contracts  serve  the  useful  pur- 
poses of  providing  insurance,  of  stabilizing  the  market,  and  limiting 
losses  to  the  public. 

In  conclusion,  may  we  respectfully  call  the  attention  of  the  com- 
mittee to  the  fact  that  every  form  of  property  can  be  insured  against 
partial  or  total  loss,  whereas  put  and  call  contracts  furnish  the  only 
known  form  of  insurance  against  unlimited  loss  in  securities. 

The  Chairman.  What  is  your  responsibility  to  the  holder?  Sup- 
pose for  one  reason  or  another  you  are  unable  to  carry  ont  the  con- 
tract.   Are  you  liable  in  any  way? 

Mr.  Filer.  No,  sir;  and  it  says  so  on  the  face  of  the  contract. 

The  Chairman.  You  are  simply  agent? 

:Mr  Filer.  Yes,  sir;  but  if  I  buy  a  man  a  contract  I  will  deliver 
it  to  him. 

In  the  appendix,  too,  Mr.  Chairman,  are  some  various  court  de- 
cisions. If  they  will  go  in  tlie  record  I  would  rather  not  bother  to 
read  them. 

The  Chairman.  Yes;  that  is  not  necessary.  They  may  be  incor- 
porated in  the  record.  ... 

(The  matter  submitted  by  Mr.  Filer  as  an  appendix  to  liis  state- 
ment will  be  found  m  the  printed  record  at  the  end  of  today's 
proceedings. )  "^ 

The  Chairman.  Are  there  any  questions? 

Senator  Kean.  I  would  like  to  ask  some  questions.  That  is  some- 
thing I  do  not  knoM-  inuch  about,  but  I  would  like  to  ask  you,  is  it 
not  true  that  there  is  a  tremendous  business  in  puts  and  calls  in 
London?    That  is  true,  isn't  it? 

Mr.  Filer.  Yes.  sir. 

Senator  Kean.  And  that  a  large  part  of  the  speculation  in  stocks 
in  London  is  carried  on  by  put  and  call? 

Mr.  Filer.  So  I  have  read. 

The  Chairman.  In  the  case  of  puts  and  calls  the  parties  do  not 
own  the  stock  at  all;  they  just  put  up  the  difference,  do  they? 
I  here  is  no  stock  passed?  ' 

Mr.  Filer.  Oh,  there  is  stock  passed,  absolutely. 

Mr.  Pecora.  That  is  where  the  option  is  exercised  ? 

:Mr.  Filer.  That  is  where  the  option  is  exercised.  It  is  my  im- 
pression that  in  drawing  up  this  bill  these  two  classes  of  options 
were  not  recognized  as  being  so  totally  different. 

Mr  Pecora.  Would  you  say,  broadly  speaking,  a  put  or  call  is 
an  optjon  for  a  price  and  given  at  a  price?  That  is,  one  pays  for 
the  option  ?  .  ^  '^    - 

Mr.  Filer.  In  buying  or  selling  stock  at  a  price. 
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Mr.  Pecora.  Yes. 

Mr.  Filer.  Within  a  period  of  time. 

Mr.  Pecora.  One  pays  for  the  option  to  buy  and  sell  the  stock  at 
a  price  in  the  option? 

Mr.  Filer.  That  is  right,  within  a  period  of  time. 

Mr.  Pecora.  Are  there  any  statistics  available  to  which  you  could 
refer  us  showing  what  proportion  of  cases  puts  and  calls  are  exer- 
cised by  the  holders  ? 

Mr.  Filer.  "Well,  of  course,  it  is  according  to  the  activity  of  the 
market. 

Mr.  Pecora.  Are  there  any  figures  or  statistics  available  on  that? 

Mr.  Filer.  No.  I  could  just  say  this,  Mr.  Pecora:  I  have  been 
in  the  business  about  15  years,  and  if  you  want  to  take  my  estimate 
I  will  be  glad  to  give  it. 

Mr.  Pecora.  A^^lat  would  it  be? 

Mr.  Filer.  I  would  say  that  about  121^  percent  of  the  options  that 
are  written  are  exorcised.  But  because  they  are  not  exercised  does 
not  say  they  do  not  serve  a  valuable  purpose  in  the  meantime. 

Mr.  Pecora.  I  merely  wanted  to  get  whatever  figures  were  avail- 
able, and  now  you  have  given  us  some  idea  based  ui)on  your  own 
personal  business. 

Mr.  Filer.  That  is  right. 

Mr.  Pecora.  In  dealing  in  puts  and  calls.  You  say  that  about 
oiic  eighth  of  tliciii  are  exercised  ( 

Mr.  Filer.  About  12^/^  percent  are  actually  exercised  at  expiration 
time.     That  is  over  a  period  ()f  time  in  a  normal  market. 

Mr.  Pkcoiu.  Yes.  sir;  and  the  other  seven  eights,  the  persons  who 
buy  these  puts  and  calls,  do  n<jt  exercise  them,  and  what  tlicy  have 
paid  for  them  is  lost  to  them? 

Mr.  Filer.  It  is  not  lost.  It  is  similar  to  an  in>urance  premium 
that  a  man  pays  for 

Mr.  Pecora.  Yes.  I  mean  they  do  not  get  it  back;  they  pay  that 
for  an  o})tion  to  buy  or  to  sell  the  stock  at  a  fixed  price? 

Mr.  Filer.  It  is  not  lost.  It  is  not  a  case  of  not  getting  it  back. 
They  may  have  received  that  insurance.  It  may  be  that  because  a 
man  iiolding  a  put  through  a  falling  market  does  not  sell  his  stock 
out  at  a  loss,  and  before  the  30  days  are  over  can  sell  that  stock  out  at 
a  profit.  Xow,  he  may  not  exercise  the  option,  but  the  option  has 
served  a  very  valuable  purpose. 

Mr.  Pecora.  It  has  served  a  potential  purpose. 

Mr.  Filer.  Served  a  real  purpose. 

Mr.  Pecora.  In  other  words,  it  gave  him  a  certain  amount  of  what 
you  call  insurance. 

Mr.  Filer.  Actual  insurance. 

Mr.  Pecora.  Actual  insurance.  But  if  he  does  not  exercise  his 
option  under  the  put  or  call,  why,  what  he  has  paid,  let  us  say  by 
])remiums,  b.y  way  of  that  insurance,  he  is  out  of  pocket? 

Mr.  Filer.  He  is  out  of  pocket.  I  would  not  call  it  a  loss,  any 
more  than  I  would  call  a  loss  when  I  pa}^  a  premium  on  fire  insur- 
ance and  my  house  does  not  burn  down. 

Mr.  Pecora.  You  say.  based  upon  your  experience  in  this  busi- 
ness that  about  seven  eighths  of  the  options  are  not  exercised? 

Mr.  Filer.  That  is  riorht. 
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The  Chairman.  I  understand  these  put-and-call  contracts  are  very 
much  alike  in  their  nature  to  hedging  contracts  on  commodities. 

Mr.  Filer.  Yes,  sir ;  so  Justice  Hohnes  ruled. 

The  Chairman.  Any  other  questions? 

Senator  Kean.  The  really  big  business  in  this  thins:  is  in  London, 
isn't  it?  to  » 

Mr.  Filer.  London.  Amsterdam  has  been  very  big  in  that  mar- 
ket— Paris — in  fact,  there  is  quite  a  bit  of  business 

.Senator  Kean  (interposing).  A  large  part  of  the  speculation 
in  London,  as  I  understand  it,  is  in  puts  and  calls. 

Mr.  Filer.  I  understand  that  most  of  their  transactions  are  done 
through  puts  and  calls. 

The  Chairman.  That  is  all,  Mr.  Filer.  We  are  much  obliged  to 
you. 

Mr.  Filer.  Thank  you. 

The  Chairman.  Mr.  Oliver  J.  Troster. 

STATEMENT   OF   OLIVER  J.   TROSTER,   NEW  YORK   CITY    A 
MEMBER  OF  THE  FIRM  OF  HOIT,  ROSE  &  TROSTER  ' 

The  Chairman.  Mr.  Tioster,  state  your  name,  place  of  residence, 
and  occupation. 

Mr.  Troster.  My  name  is  Oliver  J.  Troster,  of  the  firm  of  Hoit, 
Rose  &  Troster,  74  Trinity  Place,  New  York  City. 

The  Chairman.  You  appear  for  whom,  Mr.  Troster? 

Mr.  Trosi-ek.  I  appear  for  the  New  York  Security  Dealers' 
Association. 

The  Chairman.  How  many  members  in  that  association « 

Mr.  lY.osTER.  Fifty-five. 

The  Chairman.  Dealers  in  what? 

Mr.  Troster.  Over-the-counter  securities,  sir. 

The  Chairman.  All  right ;  you  may  proceed,  Mr.  Troster. 

Mr.  Troster.  I  am  also  secretary  of  the  New  York  Security 
Dealers'  Association,  which  is,  so  far  as  I  know,  the  only  organized 
association  of  over-the-counter  dealers  in  New  York  City.  I  am 
appearing  at  the  invitation  by  your  chairman  to  that  association 
to  send  a  representative  to  this  hearing.  I  am  submitting  herewith 
a  list  of  our  members  and  a  copy  of  our  constitution ;  but  I  will  not 
take  the  time  of  the  committee  to  read  either  of  these. 

(The  list  of  members  of  the  New  York  Security  Dealers'  Asso- 
ciation, submitted  by  Mr.  Troster,  will  be  found  in  the  printed 
record  at  the  (^lose  of  today's  proceedings.) 

Most  of  the  members  of  our  association  are  not  members  of  any 
stock  exchange.  The  typical  business  of  an  over-the-counter  securi- 
ties dealer  consists  of  buying  and  selling  as  a  principal,  and  not  as 
a  broker  or  agent,  securities  which  are  not  listed  on  any  exchange. 
We  deal  in  a  very  wide  range  of  securities,  including  among  others 
Liberty  bonds,  Federal  farm  loan  bonds,  home  owners  loan 
bonds,  bank  stocks,  insurance  stocks,  municipal  bonds,  public-utility 
stocks  and  bonds,  guaranteed  railroad  stocks,  real  estate,  industrial 
and  railroad  bonds,  baby  bonds,  and  so  forth. 

In  general,  we  serve 'two  principal  functions,  the  first  being  to 
p IT) vide  a  market  for  investors  in  securities  in  which  there  are  not 
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enough  buyers  and  sellers  for  investment  for  the  stock  exchanges 
to  provide  a  really  free  market;  and,  second,  a  function  of  an  en- 
tirely different  character — to  provide  a  market  for  dealings  by  in- 
surance companies  and  other  large  institutions  which  deal  in  such 
large  blocks  that  their  purchases  and  sales  would  frequently  swamp 
the  market  on  an  exchange. 

This  latter  function  is  of  particular  importance  in  dealing  with 
Liberty  bonds,  Federal  farm  loan  bonds,  and  other  Government 
and  State  and  municipal  bonds.  Although  some  of  these  are  listed 
on  stock  exchanges,  the  trading  in  them  on  stock  exchanges  is  of  very 
small  volume  and  by  far  the  greater  volume  of  sales  are  made  off 
the  exchanges.  This  does  not  necessaril3''  mean  that  the  greater 
number  of  sales  take  place  off  the  exchanges.  In  these  issues  the 
small  investor  may  customarily  use  these  exchanges. 

The  purposes  of  the  bill  appear  to  us  to  be  met,  therefore,  by 
regulating  the  exchanges.  It  is  there  that  the  credit  system  of  the 
country  will  be  protected  against  undue  price  fluctuations.  In  this, 
our  function  is  supplementary.  By  handling  the  sales  in  large 
blocks  by  large  institutions  and  large  investors,  we  prevent  the 
devastating  fluctuation  in  price  which  would  reall)^  result  if  these 
securities  were  all  thrown  onto  tlie  exchange. 

One  of  the  Senators  asked  the  other  day  if  there  were  any  reason 
why  all  this  trading  in  bonds  should  not  take  place  on  the  exchanges. 
The  "  social  reason  ",  as  Mr.  Corcoran  expressed  it,  is  the  one  that 
I  have  given. 

I  now  come  to  the  service  which  we  render  in  providing  a  market 
for  securities  which  ()thei"^vise  would  not  have  one.  These  are  the 
securities  which  cannot  wisely  be  listed  or  dealt  in  on  a  stock  ex- 
change, because  they  have  one  or  more  of  the  following  character- 
istics: Lack  of  speculative  interest;  small  capitalization,  or  limited 
number  of  shares  or  bonds;  limited  distribution,  or  small  number 
of  shareholders;  or  comparatively  high  price. 

These  are  the  types  of  security  which,  if  they  were  listed  on  an 
exchange,  would  be  subject  to  wide  fluctuations  in  price  due  to  the 
comparative  scarcity  of  dealings. 

Securities  vaiy  greatly  in  their  availability  for  this  purpose.  At 
one  extreme  stand  securities  like  the  common  stock  of  the  American 
Telephone  &  Telegraph  Co.  or  the  General  Electric  Co.,  with  mil- 
lions of  shares  distributed  among  tens  of  thousands  of  different 
shareholders.  Such  a  stock  will  generally  find  a  ready  and  active 
market  between  active  investors  willing  to  buy  or  sell.  The  func- 
tion of  the  exchange  which  makes  a  business  of  trading  in  securi- 
ties is  simple  in  such  a  case — being  merely  to  provide  a  place  where 
buying  and  selling  orders  can  be  matched  at  one  price  at  a  fixed 
rate  of  conunission. 

The  normal  over-the-counter  security  does  not  belong  to  this  class. 
It  is  ordinarily  of  a  type  which  could  not  be  successfully  listed  or 
dealt  in  on  an  exchange.  Recent  attempts  by  the  exchanges  to  deal 
in  the  slower-moving  securities  prove  that  they  were  not  adaptable 
to  this  purpose.  The  attempt  to  deal  on  the  New  York  Real  Estate 
Exchange  in  bond  issues  of  limited  distribution  affords  an  example. 
This  exchange,  created  some  4  years  back  by  well-intentioned  people 
who  apparently  did  not  understand  the  economies  of  the  situation,  and 
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Since  which  time  there  has  been  intense  change  in  real-estate  values 
has  been  virtually  nonfunctioning.  Other  unfortunate  examples 
have  been  the  attempt  to  deal  in  unlisted  securities  by  the  securities 
division  of  the  New  York  Produce  Exchange  and  the  so-called  "  un- 
listed    section  of  the  New  York  Curb  Exchange. 

In  the  progress  of  marketability  from  the  slowest  to  the  most 
active  type  of  security,  it  is  the  function  of  the  over-the-counter 
dealer  to  provide  a  market  for  as  many  securities  as  he  may,  exclud- 
ing those  which  enjoy  a  wide  enough  distribution  to  be  properly 
listed  on  an  exchange.  Natural  desire  for  profit  will  make  him  ex- 
tend the  range  of  his  activities  as  widely  as  possible,  and  this  ur^^e 
on  his  part  makes  a  very  real  contribution  to  the  public  welfare  m 
extending  as  Avidely  as  possible  the  list  of  securities  in  which  the 
public  can  hnd  a  market.  At  the  same  time  it  promotes  business 
development  and  employment  by  extending  the  number  of  corpora- 
tions in  which  the  public  will  be  willing  to  invest. 

Now  let  us  see  this  picture  in  its  full  perspective.    It  is  estimated 

that  thcTe  are  180,000  industrial  corporations  in  the  United  States 

Tr'      J}^  .ii^imber  of  corporations  of  all  types— industrial,  rails, 

?r^    Z'o"^^,    if '  ,^^^^  ^^  ^^^■^^^'  w^^ose  stocks  are  listed  on  the  New 

1  ork  fetock  Exchange  has  been  stated  to  be  788 

Mr.  Pecora.  Mr.  Troster,  I  wonder  if  Mr.  Comstock  is  in  the  room 
because  those  figures  would  be  interesting  to  him 
^.^H\rT^.^''™-  ^  noticed  that,  and  this  is  quoted.  I  believe,  from 
Mr.  Whitney  s  report;  at  least,  a  part  of  it  is. 

Here  we  have  the  fundamental  and  vital  difficulty  with  this  bill 
from  our  jDoint  of  view. 

Based,  as  the  bill  appears  to  be,  on  a  desire  to  regulate  the  lar^^e 
exchanges  of  the  country,  and  drafted  with  an  eye  to  their  peculiar 
problems,  it  has  wholly  overlooked  the  infinite  diversity  of  the  over- 
the-counter  business  and  of  the  problems  of  that  business  After  de- 
voting section  after  section  to  regulation  of  the  stock  exchanges  and 
ot  the  corporations  whose  securities  are  listed  on  the  stock  exchano-es 
It  finally  lumps  the  over-the-counter  business  in  one  comprehensive 
catch-all  section,  section  14,  and  leaves  its  entire  regulation  to  the 
unfettered  discretion  of  the  same  Commission  which  is  to  reo-ulate 
the  stock  exchanges  and  which  will  necessarily  be  principally'^occu- 
pied  with  their  problems.  ' 

As  the  very  name  of  this  act  implies,  it  is  designed  primarily  for 
the  regulation  of  national  securities  exchanges.  Whether  or  not  its 
provisions  are  well  or  ill  adapted  to  meet  these  purposes,  and  whether 
or  not  the  Federal  Trade  Commission  is  well  adapted  or  ill  adapted 
tor  this  function,  has  been  and  is  likely  to  be  the  subject  of  much 
testimony  and  thoughtful  consideration  here.  We  do  not  come  to 
speak  on  that  subject,  except  insofar  as  the  over-the-counter  business 
IS  affected  thereby. 

We  come  for  what  may  be  termed  the  "  forgotten  man  "  of  the 
securities  business — not  the  man  whose  large-scale  dealings  in  the 
securities  of  a  few  great  corporations  fill  the  popular  inurgination, 
but  the  man  who  day  in  and  day  out  provides  a  market  for  the 
infinitely  larger  number  of  smaller  corporations  which  make  ui)  the 
backbone  of  the  business  of  this  country. 

It  is  true  that  our  New  York  Security  Dealers  Association  repre- 
sents only  a  small  fraction  of  the  business  of  this  character  in  the 
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United  States.  We  do  not  presume  to  speak  for  all  the  dealers  in 
that  business.  They  are  scattered  through  all  the  smaller  cities 
of  the  land.  Wherever  there  is  a  group  of  small  companies  in  a 
community  whose  securities  are  dealt  in  locally,  there  will  be  a  local 
dealer  or  dealers  who  will  strive  to  supply  a  market  for  that  purpose. 

We  speak  only  because  we  have  been  invited  to  do  so,  and  in  con- 
fidence that  our  business  is  typical  and  representative  of  that  of  the 
many  other  cities  of  the  United  States.  Nor  does  our  association, 
of  course,  represent  all  or  nearly  all  of  the  dealers  in  New  York. 

There  are  necessarily  some  people  engaged  in  the  business  who  are 
unfitted  by  character  and  experience  to  assume  the  very  real  re- 
sponsibilities of  this  business.  This  group  will  attempt  to  avoid 
regulator}^  supervision,  just  as  the  bootlegger  did  under  prohibition, 
and  particularly  where  the  supervision  comes  from  so  remote  a 
source  as  Washington.  There  may  well  be  prosecutions  of  a  few 
offenders,  but  a  few  prosecutions  and  convictions  will  not  stamp  out 
the  evil,  particularly  where  the  prosecution  will  be  as  slow  and  cum- 
bersome as  must  inevitably  be  the  case  where  it  emanates  from  a 
single  huge  Government  bureau  in  a  distant  central  point.  The  real 
hope  lies  in  constant  vigilance  and  self-regulation  in  the  locality. 

I  i-ather  exjiect  that  the  stringent  ivgulations  proposed  in  this  bill 
in  regard  to  lending  on  scciu-ities  will  result  in  the  creation  of  a 
great  bootleg  lending  market.  If  a  man  can  no  longer  borrow  from 
a  respectable  dealer  or  broker  more  than  $400  on  a  $1,000  bond,  the 
pawnshops  will  soon  provide  him  with  an  opportunity  to  pledge  the 
same  bond  together  with  one  stickpin,  and  to  borrow  $800  on  the 
two  of  them,  marking  $400  against  the  bond  and  $400  against  the 
stickpin.  If  the  i)rohibition  law  has  any  lesson  for  us,  I  venture  the 
suggestion  that  that  lesson  is  that  the  Federal  Govei'innent  will  not, 
as  a  i)i'actical  matter,  be  able  to  reach  this  kind  of  business. 

Ml-.  Pkcora.  Do  yon  think  tliat  that  kind  of  an  evasion  that  you 
refer  to  there,  the  stickjjin  which  is  of  only  nominal  value,  would 
enable  a  pei'son  attempting  it  to  escape  from  the  i)enal  provisions  of 
the  bill? 

Mr,  Tkoster.  From  the  real  provision? 

Mr.  Pecora.  From  the  penal  ])rovisions  of  the  bill.  In  other 
words,  that  such  a  subterfuge  as  you  suggest  here,  if  adopted  by  a 
so-called  "bootlegger"  in  tlie  sec-urities  market,  will  enable  him  to 
escai)e  the  consequences  of  the  law? 

Mr.  Troster.  I  do  not  see  how  you  could  very  easily  find  those 
cases,    I  do  not  know  how  you  could  find  them. 

Mr.  Pecora.  AVhere  they  exist  they  can  be  found. 

Mr.  Troster.  Would  there  be  anything  to  prove,  any  way  to  prove, 
that  the  diamond  stickpin  and  so  forth  was  not  worth  $400,  or  that 
he  did  not  think  it  was  woi'tli  it?  My  point  is  that  it  will  be  a  boot- 
leg market. 

Mr.  Pecora.  My  point  is  that  the  sort  of  evasion  or  circumvention 
that  you  refer  to  here,  assuming  that  the  stickpin  in  this  supposi- 
titious transaction  is  a  stickpin  of  nominal  value,  would  not  operate 
to  enable  the  person  adopting  this  subterfuge  to  escaj)e  the  penal 
j)rovisions  of  this  act. 

Mr.  Troster.  You  mean  the  lender? 

Mr.  Pecora.  Yes. 

17or)41— 34— PT  15 42 
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Mr.  Troster.  We  1,  undoubtedly,  if  there  would  be  just  as  many 
ot  those  shops  as  there  were  Iwotleg  establishments  in  New  York 
al7of  them"''''  '^  '^''"^'^  ^^  ''^*^^''  difficult,  I  imagine,  to  find 
Mr.  Peoor.4.  Oh,  I  think  they  could  be  found.    The  trouble  with 
bootlegging  in    iquor  was  there  was  not  much  of  a  disposition,  ap- 
parently to  really  enforce  the  law.  '    ^ 
Mr.  Troster    I  will  not  argue  with  you  on  that  point. 
Ihe  respectable  and  honest  dealers-and  I  confidently  state  that 
they  are  in  the  great  majority-are  as  much  opposed  to  the  dishonest 
dealer  as  are  the  members  of  this  committee.    We  suffer  daily  from 
his  competition.    What  we  really  fear  is  that  this  bill  will  encourage 
and  promote  his  business  and  not  discourage  him.     By  constant 
vigilance  we  have  m  the  last  decade  gone  far  in  the  elimination  of 
?ha    hTh'  '%r"'^-  '^'  ""-d--world"  of  traders  i^'securi^^^^^^ 
That  has  been  the  pnme  cause  for  the  creation  of  our  association 
At  this  moment  our  members  have  been  advised  to  subscribe  to  the 
proposed  draft  of  Code  of  Fair  Competition  for  Investment  Banked 
which  upon  Its  adoption  will  provide  stringent  regulationf  on  the 
same  subject  matter.     These  regulations  will,  of  cSurse  Tike  those 
under  all  codes,  be  enforced  in  the  first  instance  by  otheVs  ^La^^^^^^ 
m  the  same  business  in  the  respective  localities,  and  only  tLamfro 
priate  power  of  supervision  and  review  will  be  required  from^the 
Federal  Government  itself.     This  seems  to  us  to  be  a  construct  ve 
step  forward.    But  a  proposed  statute  simply  throwing  this  whok 
great  subject  under  the  general  jurisdiction  of  the  FederaT  Trade 
Commission  seems  to  us  a  step  backward  which  can  only  lead  to  the 
encouragement,  and  not  the  discouragement,  of  dishonest^nd  hn^H.^ 
practices  throughout  the  country.                   '       "^''^^^"^^^  ^^^  bootleg 
I  come  now  to  particular  provisions  of  the  act 
Under  section  3  exchanges  are  defined  to  include  : 

Any  board  or  market  place,  whether  organized  or  minr.^.,n,voH    j.^ 
aged  or  conducted,  and  whether  iii(-on)oratpri  ^,  f,.!      ^        ^^'J'*^^''^'*^'' ™^'^- 
means  of  any  facility  of  whiS!corai^s  ox  offers  ^^Th^  '''^^'^  *^^  ^^ 

securities  or  other  transactions^n  such  sLuritfel'are^m  "^'  '^'^  ^* 

.2^  ^PP^a^s  to  "le  as  a  layman  that  these  words  may  be  broad 
enough  to  cover  every  place  of  business  of  an  over-the-Sunter  deller 
Purchases  and  sales  are  certainly  made  there  and  by  the  use  of  its 

wT  eercertain  'th^afth^l^  ''  "  ''''''  ^  ^^^^^  ^^  market  pirdr 
we  leel  certain  that  the  Congress  cannot  intend  the  absurd  result 

^beiryexi'in^I'fo';';!?""''^  dealer's  place  of  business  is  ?ts^f 
to  oe  an     excnange     tor  all  purposes  of  the  act 

lo  insure  that  the  intent  will  be  clear,  we  su0-o-P«t  fh«f  ih^  ri.fi 
nition  of  exchanges  be  confined  to  regulariroiKed  exchan^^^^^^ 
is  done  m  the  draft  of  Investment  Bankers'  Code  ^^^hanges  as 

We  now  come  to  section  6.    The  Droblem  hprp  io  wi.«fi.      +u 

to  apply  to  both  classes,  and  to  him  his  broker  is  the  man  through 
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whom  he  can  sell  the  security  he  doesn't  Avant  to  hold  any  longer 
and  can  buy  the  one  he  wants. 

The  average  investor  has  no  necessity  to  catalog  in  his  own  mind 
the  house  with  which  he  does  business  definitely  as  broker  or  dealer, 
because  of  the  general  nature  of  the  activities  of  the  house.  His 
requirements  are  that  he  know  on  every  particular  transaction  what 
the  relationship  of  the  house  is  to  him — whether  it  is  as  broker  or 
agent  on  a  commission  basis  or  whether  the  house  is  a  dealer  acting 
on  a  net  basis. 

Now,  in  my  firm,  for  example,  if  a  man  wants  us  to  sell  for  him 
100  shares  of  a  listed  stock  we  pass  the  business  on  to  a  stock- 
exchange  firm  and  take  no  additional  commission  above  that  charaed 
us  by  the  stock-exchange  fii-m.  This  is  the  customary  practice 
among  over-the-counter  dealers  in  NeAv  York.  We  cannot  under- 
stand the  economic  benefit  in  upsetting  the  habit  of  our  customer 
which  may  be  of  years  standing  and  based  on  mutual  trust  of  going 
to  a  single  broker  or  dealer  for  his  financial  advice  and  his  financial 
transactions.  In  effect,  you  would  be  requiring  us  to  tell  him: 
"No;  we  will  handle  your  Home  Owners'  Loan  Corporation  and 
your  municipal  bonds  or  your  public-utilit}'  preferred  and  insurance 
stocks  for  you,  but  we  won't  handle  your  A.  T.  &  T.  or  your  General 
Electric  or  your  General  Motors." 

The  customer  is  baffled.  To  him  they  are  securities — they  are  all 
one,  and  he  wants  us  to  handle  them  for  him. 

In  my  judgment,  the  principal  effect  of  this  will  be  to  deprive  the 
customer  of  the  benefit  of  the  Imowledge  of  the  dealer,  which  is  the 
result  of  years  of  experience  and  accimiulation  of  records.  The 
knowledge  acquired  by  the  sum  total  of  the  dealers  throughout  the 
country  of  all  classes  of  securities,  including  those  in  which  they 
do  not  themselves  personally  deal,  is  a  real  asset  to  the  investors  of 
the  country. 

This  bill  proposes  to  kill  that  asset  at  one  blow. 

Many  members  of  the  Congress  are  lawyers.  They  understand 
well  the  difference  between  office  law^'ers  and  court  lawyers,  for 
example.  Yet  the  layman  speaks  only  of  "  his  lawyer."  Most 
likely,  his  lawyer  does  not  go  into  court ;  yet  the  layman  goes  to  him 
with  his  court  case,  if  he  has  one,  and  trusts  to  his  lawyer  to  pass 
it  on  to  the  proper  specialist  if  he  need  one,  whether  it  be  a  divorce 
lawyer,  a  patent  lawyer,  a  corporation  lawyer,  or  one  specially  quali- 
fied in  bankruptcy  law,  railroad  law,  radio  law,  criminal  law,  or 
any  other  of  the  innumerable  classes  in  which  lawyers  are  specializ- 
ing today. 

So  in  the  securities  business  there  is  an  infinite  variety  of  special- 
ists. The  lay  investor  cannot  know  them  all.  He  comes  to  me  and 
I  take  care  of  him,  calling  in  the  proper  specialist  where  he  has  a 
security  of  the  type  I  do  not  personally  handle.  But  under  the  pro- 
posed bill  I  must  turn  him  away  whenever  he  comes  with  a  type 
of  security  which  is  not  what  I  myself  directly  handle;  and  I  must 
do  this  under  penalty  of  never  being  able  to  make  a  loan  to  him  or 
arrange  a  loan  for  him  on  the  very  type  of  security  which  I  do 
handle — the  over-the-counter  security  not  listed  on  any  stock  or 
securities  exchange. 
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We  subinit  that  this  sort  of  division  into  rigid  clashes  or  castes  of 
the  different  types  of  dealers  or  brokers  is  arbitrary,  imnecessarv 
and  fundamentally  un-American.  *^' 

I  should  suppose  that  these  considerations  are  even  more  important 
to  investors  outside  of  New  York  than  to  investors  in  New  York 
llie  i\ew  lork  investor  can  perhaps  educate  himself  as  to  the  differ- 
ent types  of  available  brokers  and  dealers.  But  the  man  in  the 
smaller  city  or  town  will  only  have  a  few  brokers  or  dealers  avail- 
able Far  more  than  the  New  Yorker  even,  he  wants  to  deal  with 
the  broker  whom  he  has  conhdence  in,  whom  he  knows.  Indeed  in 
many  plat-es  he  has  hardly  any  choice.  Yet  if  that  broker  does  any 
business  through  the  medium  of  any  member  of  any  exchange  he 
will  be  debarred  from  taking  any  orders  for  his  customer  in  baby 
bonds  guaranteed  railroad  stock,  real-estate  bonds,  municipal  bonds, 
and  all  the  other  types  of  securities  not  dealt  in  on  an  exchano-e  He 
will  be  debarred  even  from  loaning  or  arranging  for  a  loan'on  any 
of  the  stocks  or  bonds  m  local  companies  owned  by  his  customer 

VVe  therefore  believe  it  to  be  extremely  important  that  the  same 
loan  privileges  be  granted  to  unlisted  securities  as  are  finally  granted 
to  listed  securities.  -^  '^ 

Indeed,  the  effect  of  requiring  brokers  and  those  dealing  with 
brokers  to  get  rid  of  the  unlisted  collateral  in  their  accounts  will   in 

wniT^Tf- '  -^i"  ^"i  ^.•"""''^  ''^"''^""^  ^^  dumping,  the  effect  of  which 
will  be  dehnitely  deflationary. 

This  is  more  important  outside  of  New  York,  as  we  in  New  York 
do  our  over-the-counter  business  almost  entirely  on  a  cash  basis 
whereas  in  other  cities  customers'  securities  are  very  frequently  car : 
exchange  '''  ^''^  "'  '"'"••'  '"'''"  members  of  at  least  one 

We  further  believe  that  the  phrase  "any  person  who  transacts  a 
should  be  replaced  by  a  phrase  which  would  be  limited  to  persons 
elclfange^  '  ^'™'''^^^  '^^'^'^^  ^"  "  brokerage  businessVn  an 
The  same  considerations  apply  to  the  term  in  section  10:  "any 
person  who  as  a  broker  transacts  a  business  in  securities  throuo-h  the 
medium  of  any  such  member."  tuiuu^a  me 

.  We  come  finally  to  section  14.  Placing  all  over-the-counter  trad- 
ing and  dealing  under  the  jurisdiction  Sf  a  commission  is  not  ob- 
jectionable per  se.  x\o  honest  security  dealer  is  afraid  to  be  under 
supervision,  any  more  than  anyone  else  conducting  an  honest  busi- 
ness. .Ihere  IS  a  belief  among  us,  however,  that  a  national  comiL- 
sion.  If  not  fully  acquainted  with  the  natui'e  of  the  over-the-counter 
business  might  attempt  to  regulate  it  along  lines  whicrfollow 
stnctly  the  regulation  of  exchanges.  The  ove'i--the-counter  biSness 
differs  in  so  many  ways  from  exchange  business  that  it  plainly  needs 
rules  of  Its  own,  which,  though  similar  in  general  scope\ind  pm-poS 
o  those  applying  to  the  listed  business,  must  of  necessity  diff'er  from 
business         "       "'""'^  '  '"'  essential  to  the  survival  of 7he 

in'^secuHtf.^"  securities  over  the  counter  is  the  oldest  form  of  dealing 

^iS?  ™ot!^ti:^!r'^'" '"  ^^^^""^"  ^"^^  ^^  ^^^-^^-^^^  --  ^ 
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There  can  be  no  argument  against  the  pure  theory  of  an  exchange, 
a  central  meeting  phice  where  the  orders  of  buyers  and  sellers  of 
active  securities  meet  at  a  central  place  and  are  executed  at  one  price 
at  a  fixed  rate  of  commission.  The  trouble  comes  when  it  is  at- 
tempted to  stretch  this  theory  to  cover  securities  and  situations  to 
which  it  cannot  apply. 

Our  recommendation  is  that,  inasmuch  as  the  Investment  Bankers' 
Code  when  approved  b}'  the  President  will  itself  become  a  law  regu- 
lating the  activities  of  dealers  in  securities,  and  inasmuch  as  that 
code  contains  stringent  and  enforceable  regulations,  there  is  no 
necessity,  at  least  at  this  time,  for  the  enactment  of  section  14  of  the 
}>roposed  national  exchange  act. 

Before  closing,  may  I  express  my  thanks  to  the  chairman  and 
members  of  this  committee  for  giving  me  this  patient  hearing.  This 
concludes  my  formal  statement.  I  would  like  to  submit  for  the  rec- 
ord a  brief  statement  with  regard  to  the  practice  of  dealing  in 
unlisted  securities  on  exclianges,  with  particular  reference  to  the 
document  submitted  b}'  the  New  York  Curb  Exchange  on  this  same 
matter,  and  I  would  be  happy  to  answer  any  questions  which  any 
member  of  the  committee  ma}'  wish  to  ask. 

Mr.  Chairman.  I  have  this  document  that  I  would  like  to  read,  if 
you  have  the  time:  or  I  will  summai-ize  it  if  you  have  not  the  time. 

The  Chairman.  I  think  you  might  summarize  it.  CouM  you  not 
put  it  into  the  record? 

Mr.  Trostek.  I  would  like  to  summarize  it  or  read  one  or  two 
paragraphs  from  it,  inasnnich  as  it  has  to  do  with  dealing  in  un- 
listed securities  on  exchanges.  This  statement  sets  forth  the  fact 
that  merely  listing  a  security  on  an  exchange  does  not  in  itself 
guarantee  a  good  and  active  market  in  that  stock.  Also  that  the 
matter  of  investigation  by  Government  authorities  of  trading  in  un- 
listed securities  on  an  exchange  is  not  a  new  one.  This  was  done 
a  quarter  of  a  century  ago  by  the  present  Chief  Justice  of  the  Su- 
preme Court.  Charles  Evans  Hughes,  in  connection  with  the  inves- 
tigation of  the  insurance  scandals  in  New  York  City,  with  the 
result  that  the  ])reviously  existing  unlisted  department  of  the  Xew 
York  Stock  Exchange  was  voluntarily  abolished  in  1909. 

It  also  develoj)s  our  understanding  of  the  simon-pure  theory  of 
a  stock  exchange.  If  I  can  read  just  the  three  paragi'aphs  which 
I  have  mentioned,  I  will  be  through.     [Reading:] 

The  matter  of  investigation  by  Government  authorities  of  trading  in  unlisted 

securities  on  an  cxchaniLre  is  nor  a  new  one  This  wms  done  a  (luarter  of  a 
■century  ago  by  the  present  ("biof  Justice  of  tlie  Supn'me  Court,  Cliarles  Evans 
Hughes,  in  connection  with  tlie  investigation  of  the  insurance  scandals  in  Xew 
York  City.  As  a  result  of  this,  there  came  out  rhe  so-called  "  Hughes'  i-eport  ", 
which,  in  speaking  of  dealing  in  unlisted  securities  on  the  New  Yoi"k  Stock 
Exchange,  among  other  things  recommended  that  ''  the  unlisted  department 
except  for  tem))orary  issues,  should  be  abolished."  As  a  result  of  this,  the 
previously  existing  uidisted  department  of  tlie  New  York  Stock  Exchange 
was  voluntarily  abolished  in  1909. 

"The  theory  of  the  exchange  in  the  maintenance  of  its  uidisted  department 
may  be  stated  as  follows:  When  an  active  market  in  a  security  which  meets 
the  qualifications  exists  in  New  York,  the  public  is  better  served  by  having 
that  security  dealt  in  on  an  exchange.  The  purchaser  or  seller  on  an  exchange 
deals  through  a  broker  member  acting  as  auent,  who  makes  contracts  for  his 
•customer  with  other  members  likewise  acting  as  agents.  A  specitied  commis- 
sion only  is  charged;  the  transaction  is  immediately  made  public  by  means  of 
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the  ticker;  purchases  and  sales  appear  throughout  tlie  country  iu  the  dailr 
papers;  each  transaction  is  open  to  investigation  and  veriticatiou ;  each  mem- 
ber IS  subject  to  the  rules  and  discii)line  embodied  in  tlie  constitution  and 
rules  of  the  exchange." 

This  is  what  we  would  term  the  "  simon-pure  theory  "  of  an  exchange  with 
which  we  would  be  the  last  ones  to  quarrel.  This  picture  does  not  take  into 
consideration  the  activities  of  the  specialist  who  buys  and  sells  for  his  own 
account  and  whose  activities  notoriously  can  become  pernicious  and  contrary 
to  public  policy  when  applied  to  inactive  securities. 

When  an  order  is  put  on  the  telephone  through  the  machinery  of  an  ex- 
change, the  buyer  or  the  seller  loses  all  power  of  direct  neuotintion.  If  he 
gets  back  more  than  he  gives  up  in  terms  of  an  equitable  execution  at  a  fixed 
commission  rate,  the  public  good  is  served.  But  if  he  gives  up  his  power  of 
negotiation  and  does  not  get  back  the  benefits  of  an  execution  by  the  matching 
up  of  buying  and  selling  orders  that  are  extant,  but  is  subject  only  to  the  good 
nature  of  the  specialist,  it  would  seem  that  he  is  worse  off. 

As  to  the  spread  being  notoriously  wide  over  the  counter,  we  submit  that 
the  spread  between  the  bid  and  asked  prices  of  any  security  is  based  on  the 
nature  of  the  particular  security  rather  than  upon  the  market  in  which  it  is 
traded.  In  general,  securities  fully  listed  on,  say,  the  New  York  Stock  Exchange 
have  a  better  market  than  unlisted  securities.  On  the  other  side  of  the  pic- 
ture there  are  securities  in  the  over-the-counter  market  that  day  in  and  day 
out  have  a  ready  market.  Putting  it  a  different  way,  the  listing*  of  a  security 
does  not  necessarily  make  a  better  market.  The  market  is  determined  by 
characteristics  of  the  particular  security  listed ;  that  is,  dis^tribution  specula- 
tive interest,  etc.  The  infei-ence  that  listed  securities  uniformly  have  good 
markets  and  those  dealt  in  over  the  counter  have  poor  markets,  is  not  in 
accord  with  the  facts.  .     »  uui 

Looking  at  this  morning's  New  York  Times  in  the  column  recording  bid  and 
asked  prices  of  stocks  not  traded  in  the  day  before  on  the  New  York  Stock 
Exchange,  we  find  39  which  have  either  no  bid  or  no  ofCering,  and  211  which 
have  a  spread  between  bid  and  asked  prices  of  2  points  or  more  and  run  as 
high  as  262  points. 

For  example,  the  American  Express  Co.  was  quoted  at  88  bid,  350 
asked;  American  Ag^ricultural  Chemical  Co.  preferred,  27  bid,  44 
asked;  Chicago,  Indianapolis  &  Louisville  Railway,  preferred  2% 
l3id.  7  asked;  Mackay  Cos.  preferred,  25  bid,  79  asked;  Federal  Min- 
V^f^t  ^^'^l^^^g  Co-'  90  bid,  105  asked;  Texas  &  Pacific  Land  Trust 
(old),  <50  bid,  950  asked.  Many  more  examples  could  be  mven,  but 
that  IS  all  that  I  will  take  the  time  to  read. 

Mr.  Pecora.  In  your  statement,  on  the  first  page  thereof,  you  say 
that  the  typical  business  of  an  over-the-counter  securities  dealer  con- 
sists of  buying  and  selling  as  principal,  but  not  as  broker  or  agent, 
securities  which  are  not  listed  on  anv  exchano-e.  Does  that  mean 
that  if  the  customer  comes  to  you  and  asks  yoii  to  sell  for  him  say, 
100  shares  of  securities  not  listed,  your  firm  would  buy  them  from 
him  with  a  view  of  selling  them  to  some  other  customer  Avho  mio-ht 
want  to  buy  them.  ^ 

Mr  Troster.  You  mean  one  of  our  regular  customers  would  walk 
into  the  office  with  a  hundred  shares  of  stock? 

Mr.  Pecora.  Is  that  a  typical  example  of  a  transaction  over  the 
counter  that  securities  dealers  engage  in  ? 

Mr.  Troster.  No:  our  business  is  mainly  in  dealing  Avith  other 
brokers,  mem,bers  of  the  stock  exchange,  m'embers  of  the  curb,  and 
other  houses. 

Mr.  Pecora.  Suppose  someone  came  in  and  asked  you  to  sell  for 
him  a  hundred  shares  of  a  security  that  is  usually  traded  in  in  the 
over-the-counter  market  and  which  is  not  listed  on  any  exchanf^e 
would  you  buy  them  with  a  view  of  selling  to  someone  else  who  mi^dit 
want  to  buy  that  particular  security  ?  *" 
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Mr.  Troster.  Yes. 

Mr.  Pecora.  Would  you  sell  it  both  as  a  broker  and  as  an  agent? 

Mr.  Troster.  We  could  do  either,  if  he  desired.  We  always  ask 
him  which  he  would  rather  have  us  do. 

Mr.  Pecora.  Where  you  buy  for  your  own  account  from  him,  you 
are  acting  as  principal  ? 

Mr.  Troster.  Yes. 

Mr.  Pecora.  Do  you  charge  him  a  commission  ? 

Mr.  Troster.  No,  sir.  We  bu}-  it  directly  from  him  and  sell  it  at  a 
net  price.    We  cannot  charge  him  a  commission. 

Mr.  Pecora.  How  is  the  customer  to  know  whether  the  purchase  is 
being  made  by  your  firm  for  its  own  account? 

Mr.  Troster.  From  the  confirmation  which  he  receives.  He  re- 
ceives a  confirmation  from  us  the  following  day,  saying,  "  We  have 
this  day  sold  for  your  account  and  risk  " — if  we  have  sold  it  for  his 
account  and  charged  him  a  commission  for  it,  or  it  will  say,  "We 
have  this  day  bought  from  j^ou.''  He  will  receive  one  or  the  other, 
depending  on  whether  we  have  acted  as  broker  in  the  first  case  and 
as  principal  in  the  second. 

Mr.  Pecora.  Suppose  you  had  an  order  from  a  customer  to  buy  a 
hundred  shares  of  X  stock,  an  unlisted  security,  at,  we  will  say,  95, 
and  you  have  another  customer  come  in  who  asks  you  to  sell  for  him 
100  shares  of  X  stock  at  90 — what  do  you  do? 

Mr.  Troster.  We  make  a  profit. 

Mr.  Pecora.  You  mean,  you 

Mr.  Troster.  Would  bu}'  from  (mo  and  sell  to  the  other. 

Mr.  Pecora.  You  make  a  spread? 

Mr.  Troster.  Yes. 

Mr.  Pecora.  Would  you  also  charge  a  commission  to  either  the 
purchaser  or  the  seller? 

Mr.  Troster.  I  am  a  layman,  but  I  have  always  understood,  in  my 
dealings,  that  I  could  not  be  a  principal  and  a  broker  at  the  same 
time.    I  think  that  is  the  law. 

Mr.  Pecora.  When  the  customer  that  wants  you  to  sell  for  him 
100  shares  of  that  stock  at  90  comes  to  you  with  his  order,  and  you 
have  an  order  in  your  office  from  another  customer  to  buy  a  hundred 
shares  of  the  same  stock  at  95.  would  you  tell  the  customer  who 
wants  3'ou  to  sell  that   you  have  an  order  at  95? 

Mr.  Troster.  If  I  could  survive  the  shock  of  such  a  thing  as  that 
happening,  I  would  undoubtedly  do  this.  We  are  in  the  business 
of  dealing  in  securities.  We  hope  to  be  in  that  business  for  j^ears 
to  come.  We  jealouslj'  guard  our  reputation,  and  we  would  take 
only  such  an  amount  of  spread  between  those  two  as  we  thought 
was  absolutely  fair  and  honest,  depending  on  the  nature  of  the 
stock,  upon  the  amount  of  effort  that  we  had  to  put  in  on  one  or  the 
other  order,  and  upon  the  fact  that  we  are  regulated  by  competition 
from  other  dealers;  that  one  of  these  customers  may  be  a  customer 
of  another  house,  and  if  we  took  too  much  of  a  profit  from  him,  if 
it  was  discovered,  the  matter  would  be  reported  to  the  district  attor- 
ney in  the  State  of  New  York  or  to  the  stock  exchange  or  to  the 
Better  Business  Bureau,  and  our  reputation  would  be  gone.  In 
other  words,  it  would  depend  entirely  upon  those  factors  which  I 
mentioned.  We  would  undoubtedly  make  a  spread  on  a  stock  of 
that  much — I  could  not  answer  offhand  as  to  how  much  there  would 
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be   but  it  certainly  would  uot  be  five  points  if  they  iust  happened  to 
walk  into  the  office. 

Mr.  Pecora.  Suppose  such  a  situation  to  arise  where  you  had  an 
order  from  a  customer  to  buy  100  shares  of  X  stock,  and  another 
customer  came  m  and  gave  you  a  certificate  for  100  shares  of  X 
stock  to  sell,  and  he  told  you  he  was  willing  to  take  90.  Would  you 
tell  the  customer  that  wanted  you  to  sell  at  90  that  you  had  another 
customer  who  would  buy  it  at  95,  or  would  you  deal  as  principal 
with  both  ?  ■  L  I 

Mr.  Troster.  That  is  not  done  among  reputable  dealers.  Before 
giving  you  an  order  to  buy  or  sell  something  a  customer  asks  "  What 
IS  the  market?  "  -^,      »»    ai, 

Mr.  Pecora.  Is  there  any  way  by  which  the  customer  could  check 
up  on  your  statements  as  to  what  the  market  might  be « 

Mr.  Troster.  There  are  1,600  dealers  in  New  York  Citv  in  unlisted 
securities. 

Mr.  Pecora.  And  your  association  is  composed  of  how  many? 
Mr.  Troster.  Of  55  to  60  of  the  best-known  names. 
Mr.  Pecora.  Do  you  know  what  the  other  1,550  do,  who  are  not 
members  of  your  association? 

Mr.  Troster.  There  are  a  good  many  good  names  outside  of  our 
association,  and  I  have  no  doubt  they  would  live  strictly  up  to  any 
principles  that  we  might  live  up  to.  On  the  other  hand,  as  I  men- 
tioned in  my  brief,  there  are  those  who  do  not  qualifv  in  imdertakincr 
to  deal  in  unlisted  securities,  and  they  should  be  regulated  in  some 
way,  and  we  are  the  ones  that  will  certainly  root  for  that  harder 
than  anybody  else. 

Mr.  Pecora.  If  the  provisions  of  section  14  are  carried  into  effect 
by  the  adoption  of  suitable  rules  and  regulations  by  the  Federal 
Irade  Commission,  might  they  not  take  care  of  that  situation? 

Mr.  Troster.  They  might;  but  on  March  15  there  is  a  hearin^^  on 
the  American  Institute  of  Banking  code  of  fair  practices,  I  under- 
stand, and  that  is  a  law  which  is  going  to  be  administered  by  people 
who  are  now  engaged  in  that  business,  and  we  think  the  business 
should  be  run  or  managed  and  supervised  by  that  group,  and  can  be 
better  than  it  could  at  least  in  the  initial  stages  by  the  Federal  Trade 
Commission. 

Mr.  Pecora.  Is  there  not  a  much  greater  opi)ortunity  for  unfair 
and  unscrupulous  dealings  by  unscrupulous  over-the-counter  securi- 
ties dealers  with  the  public  than  there  is  in  the  case  of  transactions 
in  securities  that  are  listed  on  the  exchange  ? 

,.  Mr.  Troster.  Yes;  there  are.     It  comes  in  in  the  inactive  securi- 
ties.    Ihat  IS  where  the  chances  come  in,  I  assume,  for  any  irreg- 
ularities on  an  exchange.  .  & 
Mr.  Pecora.  For  instance,  in  the  over-the-counter  market  the  pub- 
lic has  not  the  advantage  of  ticker  quotations  to  get  the  current 
prices  and  quotations? 
Mr.  Troster.  No,  sir. 
Mr.    Pecora.  That    are    being    effected    in    transactions    on    the 


exchange  ? 


Mr.  Troster.  Mainly  because  the  transactions  are  so  few  and  far 
between.  These  unlisted  securities  are  not  dealt  in,  as  you  un- 
doubtedly know,  every  day.     Some  are  dealt  in  once  in  a  year. 
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Mr.  Pecora.  There  are  various  opinions  that  have  been  expressed 
here  in  regard  to  the  relative  importance  of  the  over-the-counter 
market  and  the  securities  market  as  represented  by  exchange  trans- 
actions. 

Mr.  Troster,  We  have  no  quarrel  whatsoever  with  the  trading  on 
an  exchange  on  active  securities.  Where  a  security  is  active  we  have 
no  desire  whatsoever  to  have  any  quarrel  with  an  exchange.  Inac- 
tive securities  of  the  kind  typified  by  one  of  these  four  things  that 
I  have  mentioned  in  my  brief,  where  there  are  high  prices,  where 
they  are  closely  held,  where  there  is  lack  of  distribution — any  of 
the  characteristics  that  we  have  mentioned — they  are  not  susceptible 
to  being  traded  in.  Otherwise  you  would  have  them  selling  at  22 
one  day  and  35  the  next,  and  up  and  down  the  scale. 

Mr.  Pecora.  In  the  over-the-counter  uiarket  where  the  security 
dealt  in  is  an  uidisted  security,  is  not  the  public  at  a  disadvantage 
in  trading  in  that  luarlvct  because  of  the  absence  of  current  quota- 
tions on  the  buying  and  selling  side  ? 

Mr.  Troster.  Tliere  are  quotations  in  the  newspapers. 

Mr.  Pecora,  But  they  are  published  at  the  end  of  the  day. 

Mr.  Troster.  Yes. 

Mr.  Pecora.  I  mean  current  (luotations  in  the  course  of  the  day's 
trading. 

Mr.  Troster.  They  might  never  change  in  the  course  of  a  day. 
There  might  not  be  any  transactions. 

Mr.  Pecora.  But  where  there  are  such  transactions,  Avhat  would  be 
the  public's  source  of  knowledge  of  them? 

Mr.  Troster.  They  can  get  it  fiom  any  of  the  dealers  at  any  time. 
Most  all  of  the  stock  exchange  houses  have  departments  that  deal 
in  unlisted  securities. 

Mr.  Pecora.  How  coidd  the  customer  desiring  to  trade  in  such 
securities  through  an  over-the-counter  security  dealer  check  up  on 
the  information  that  tlie  dealer  gives  him?  He  would  have  to  go 
shoj^ping  around  to  tlie  offices  of\lirt"erent  dealers  to  find  out,  would 
he  not? 

Mr.  Troster.  He  does;  but  the  number  of  people  who  would 
actively  want  to  trade  in  any  inactive  security  that  is  dealt  in  over 
the  counter  are  few  and  far  between. 

Mr.  Pecora.  You  fre(iuently  get  orders  from  customers  to  pur- 
chase securities  for  them.  You  also  receive  orders  to  sell  from  other 
persons,  do  you  not  ? 

Mr.  Troster.  Yes. 

Mr.  Pecora.  And  there  is  usually  a  spread  between  the  two  prices? 

Mr.  Troster.  Yes. 

Mr.  Pecora.  The  customer  who  wants  to  buy  has  no  knowledge, 
except  that  which  is  vouchsafed  to  him  by  the  dealer,  of  the  price 
at  which  a  customer  wants  to  sell  ^ 

Mr.  Troster.  My  associate  just  remaiked  that  orders  of  that  kind 
that  we  get  are  very  few  and  far  betAveen.  It  is  rarely  that  these 
two  orders  come  in  simultaneously. 

Mr.  Pecora.  I  do  not  mean  simultaneously. 

Mv.  Troster.  Or  in  the  course  of  the  day. 

Mr.  Pecora.  You  get  orders  both  to  buy  and  sell  from  different 
customers  in  the  same  securit}'^,  do  you  not? 

Mr,  Troster.  But  at  a  price  enabling  you  to  make  a  profit. 
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Mr.  Pecora.  Enabling  who  to  make  a  profit? 

Mr.  Troster.  The  dealer. 

Mr.  Pecora.  That  is  what  I  wanted  to  find  out.  If  a  customer 
who  wants  to  s^ll  a  security  which  is  unlisted  and  which  is  traded 
m  in  the  over-the-counter  market  goes  to  a  dealer  who  specializes  in 
that  maite  and  tells  the  dealer  he  wants  to  sell  a  hundi-ed  shared 
o±  that  stock  at  a  certain  price,  is  the  customer  told  whether  or  not 

a^aliTgtr'^rifef"'  '""  '"  '''"'  '''  '^^^  ^'^  ^^"^^  ^^"^  ^'  --"^^ 

Mr.  Troster.  No. 

Mr.  Pecora.  The  dealer  then  is  in  position  to  take  advantage  of 
heVo^?''   '  "'"    ^  '^  ^^''  ^''  ''''''  ^^^'^*  '^"^^  profit,  does 

Mr.  Troster.  The  first  man  that 

Mr.  Pecora.  Can  you  not  answer  that? 

Mr.  Troster.  In  a  case  of  that  kind,  the  first  man  coming  in  want- 
ing to  buy  a  .lumdred  shares  of  stock-to  give  an  example,  it  might 
be  say^ Remington  Arms  stock  which  is  quoted  at  6  bid,  offered  at 
t%.     He  will  ask  what  the  market  is  before  he  will  give  you  an 

«i/  «i/  HF'^-?.  ^''''\'''^  ^''^^^  i^  ^^ill  be  some  place^  say,  about 
61/8  or  61/4      It  wil    not  be  63/,.     If  I  quote  him  the  ma^ket^he  wUl 

net  basis  I  have  sold  him  100  shares.  No  commission  is  men- 
tioned by  me  I  have  sold  him  100  shares  of  Eemington  Amis 
f,  ^  J\Y^  bids  61/4  and  I  am  long  on  stock  that  cost  me  61/3, 1  will 
undoubtedly  sell  him  100  shares  at  6I/4,  in  which  case  I  have  Tiot 
yet  had  any  order  froni  him.  He  has  made  me  a  bid  and  I  have 
executed  the  order  and  it  is  through  with.  I  have  no  order  unless 
he  would  get  It  at  6%      If  a  mai^should  come  in  and  offer  to  buy 

to  sell  It  at  614,  I  quote  the  next  man  6  bid,  offered  at  61/.  If  he 
says  "  I  want  to  sell  100  shares  ",  I  quote  him  the  market  and  I  can 
buv  his  hundred  shares  and  make  %  of  a  point  in  between  the  bid 
and  the  offered  price.  But  I  have  not  had  an  order  from  the  cus- 
tomer at  any  time. 

Mr.  Pecora.  Suppose  a  customer  comes  to  vou  and  says— and  let 
us  assume  that  this  is  an  unlisted  security—"  I  want  you  to  sell  this 
stock  for  me  at  90,  or  the  nearest  price  thereto  that  "is  obtainable  " 
and  at  that  time  you  have  an  order  from  another  customer  to  buv 
tor  him,  say,  100  shares  of  the  same  stock,  and  he  says  he  would  be 
willing  to  pay  as  high  as  92.  AYhat  would  you  do  in  such  a 
situation? 

(The  witness  consulted  his  associate.) 
Mr.  Pecora.  Can  you  not  tell  us  without  consulting? 
T  ^^\  pofER-  It  was  on  .something  else.     The  amount  of  profit 
half^'a  Doint     """  ""  transaction  of  that  kind  would  undoubtedly  be 

f.iwi  ^''T^-  ^^""Z  '^"^  rV  "'''''"•  ^«  .^^«"  "lean  that  you  would 
tell  the  customer  who  asked  you  to  sell  for  90  or  as  close  to  that 
as  possible  that  you  would  sell  that  stock  to  the  customer  who  has 

s"}  {|;f  d!;^;:n:;::""^ "' ""'''  --' '-  ^^'^  ^^^-^  ^^-  -"-  *»- 

Mr   Troster.  You  could  deal  on  one  point,  givincr  the  benefit  of 
a  better  execution  to  both  people,  making  two  perfectly  good  cus- 
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tomers  for  years  to  come,  improve  your  reputation  and  make,  as  I 
say,  good  customers  for  the  future. 

Mr.  Pecora.  Is  it  not  a  fact  that  firms  or  dealers  in  the  over-the- 
counter  market  who  specialize  in  bank  stock  will  send  out  to  persons 
who  they  regard  as  potential  customers  an  announcement  to  the 
effect  that  they  will  buy  so  many  shares  of  X  bank  stock  at  20  or 
sell  so  many  shares  of  X  bank  stock  at  21  ?  That  is  a  frequent 
practice,  is  it  not,  among  dealers  like  your  house  ? 

Mr.  Troster.  Yes. 

Mr.  Pecora.  And  members  of  your  association? 

Mr.  Trostek.  Yes,  sir. 

Mr.  Pecora.  If  a  house  gets  orders  from  customers  to  both  buy 
and  sell  at  prices  which  show  a  spread,  would  the  dealer  take  advan- 
tage of  that  situation  and  make  that  spread  for  himself  by  acting 
as  principal  in  transactions  both  with  the  buj^er  and  with  the  seller? 

Mr.  Troster.  He  would  make  a  profit.  We  act  as  dealers  on  all 
occasions.  We  are  dealers  in  unlisted  securities.  We  would  there- 
fore make  a  profit.  We  feel  we  are  entitled  to  a  profit.  The  number 
of  orders  of  that  kind  are  very  limited.  We  spend  much  money  in 
circularizing,  on  pastage.  on  telegrams,  on  advertising,  and  so  forth. 
We  figure  that  we  are  entitled  to  a  profit  on  a  trade  that  was  put 
through  our  organization.  We  have  to  match  up  isolated  cases  of 
this  kind  against  the  times  when  we  sell  out  of  inventory  that  we 
may  have  on  hand  with  the  possibility  of  buying  it  back,  or  times 
when  we  buy  stock  against  the  possibility  of  reselling  it  later.  In 
the  average  of  those  cases  you  will  find  that  the  margin  of  ])rofit  or 
loss  is  extremely  small, 

Mr.  Pecora.  Can  you  tell  the  committee  in  what  proportion  of  the 
transactions  that  you  effect  you  charge  commission  ? 

Mr.  Truster.  Speaking  for  mj^  own  firm,  I  imagine  it  is  half  of 
1  percent. 

Mr.  Pecora.  Only  half  of  1  percent? 

Mr.  Troster.  On  listed  business  we  take  no  commission. 

Mr.  Pecora.  I  am  referring,  of  course,  to  transactions  in  unlisted 
securities. 

The  Chairman.  Do  vou  do  business  with  parties  outside  of  New 
York? 

Mr.  Troster.  Yes,  sir. 

Senator  Kjian.  You  have  read  this  bill,  have  you  not? 

Mr.  Troster.  Yes,  sir. 

Senator  Kean.  It  is  claimed  by  some  people  that  if  this  bill  were 
enacted  into  law  it  would  shut  up  the  stock  exchanges.  Other  people, 
even  its  proponents,  claim  that  it  would  red\ice  the  volume  very 
much.  If  it  reduced  the  volume  of  trading  very  much,  then  you 
are  going  to  have  the  same  kind  of  spread  that  you  illustrated? 

INIr.  Troster,  The  number  of  securities  would  certainly  increase 

Senator  Keax.  And  you  would  have  such  a  wide  spread  between 
the  prices  of  securities  that  a  person  who  wanted  to  buy  or  wanted 
to  sell  would  be  subject  to  buying  at  very  large  differences  and 
selling  at  very  large  differences? 

Mr,  Troster.  Yes,  sir. 

Senator  Kean.  If  you  get  100  shares  of  an  unlisted  security  to 
sell,  the  first  thing  you  do  is  to  call  up  traders  and  ask  them  for 
a  bid ;  is  that  right  ? 
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Mr.  1  ROSTER,  ^ot  necessarily  if  it  is  a  semi-active  stock. 

dnn  "  Tf  ?''1'';.      '"''  ^'^^^'""^  ^^^^^*  ^^  "^listed  stock  that  is  very 
dull     The  first  thing  you  do  is  to  call  up  the  traders,  is  it  not?       ^ 
Mr.  1  ROSTER.  Yes. 

nnfw^^hL  Kit''-VT^'l  ^?  ^''V?  ^^^  ^  "^^^^  f^'«"^  the  traders;  and, 
under  this  bill,  if  tlie  traders  did  not  give  you  all  the  information 
you  would  have  a  suit  against  you,  wSuld  you  not  ?      "''^™^'^«^' 

Mr.  1  ROSTER.  So  I  am  informed 

Senator  Kean    So  that  the  traders  undoubtedly  are  practicallv 

he  only  market  for  a  lot  of  these  unlisted  securities,  ancrtWore 

they  would  have  to  refuse  to  make  a  bid?  meieiore 

Mr.  Troster.  Yes 

np^y^t::.^^:^i^-^^i,i^^>-'  '^  '^'^  '^-'  -^^ 

Senator  Kean.  That  is  all. 

The  Chairman.  That  is  all,  Mr.  Troster 

U  e  will  now  hear  from  Mr.  Chinlund. 

STATEMENT  OF  EDWIN  F.  OHINLUND,  NEW  YORK  CITY    T?FPPr 
SENTING  THE  CONTROLLEES  INSTITUTE  OF^AMERICA 

Mr'  r^rt?^;"''-  iv?''^''  •^'^'""  ''^T^  i-esidence,  and  occupation. 
Ynrl'rl?     J     ""-  ^^'  ''^"''  '^  ^^^''^  ^-  Chinlund;  residence    New 
The  rSlL   '"'  ^'^P^'^^enting  the  Controllers  Institute  of  Americr 
1  he  Chairman.  Do  you  want  to  be  heard  on  the  bill  ^ 

Mr   Chinlund.  The  Controllers  Institute  of  America  has  consid 

"N  toLrsTm-ilirF^.'"''  7''  ^••^-  ^^^^'  ^«  ^^  kni'^Tte 
to  su Zif  thk  i  of  ^'^fh'^^f^.A^'t  ot  1934 -,  and  has  requested  me 
to  submit  this  statement  and  to  appear  before  vou  to  present  the 
views  of  the  Controllers  Institute  on  the  bill.         ^  ^ 

1  he  Controllers  Institute  is  in  sympathy  with  necessary  actions 
taken  to  pro  ect  the  investing  public  by  the  elimination  of  abusesTn 
the  security  business,  and  to  prevent  abuses  of  credit  causal  by  the 
diversion  of  credit  into  speculative  channels  to  the  injuiT  of -eneral 
business.  This  statement  is  principally  confined  to  Z^accomS 
and  financial  aspects  of  the  bill  since  those  aspects  a^te  the  ones  n 
wlHch  our  membership  is  primarily  interested 

of^^4"300  cont^^ll'^  the  Controllers  Institute  of  America  consists 
ot  ovei  300  controllers  and  other  executives  who  are  responsible  for 

Its" Te"Sfe  "!r  ^^vrT'  '''''T  '^  "^'^^^  ^''  ^^^  corporation 
wnose  sec  unties  are  listed  on  exchanges.     This  statement  liis  thp 

approval  of  our  board,  of  directors  and  based  upon  t   ."  a   pnn^! 

?n  Stat  n'^\7.t"-r'""''''^r'\r^^^^^^^.^^'^^  "^^"^bers,  we  fUl  sa  e 
in  stating   that  it   represents  the   opinion  of  the  maiority  of  our 
members  even  though  we  have  not  hid  time  to  obtain  theVi '  vote 
PrilJc  nL'of  T^'?"  'I  is  appropriate  to  refer  to  the  Declaration  of 
.i\l^}  r     ""  ^°:}^^"«"^i?  Institute  of  America,  adopted  shortly 

after  foundation  of   he  institute,  which  expresses  our  piint  of  view 

;^ ':r  &^l^'^(^:;il^.^"  '-  --'  ^— -  -^^^  ^he  avowed 
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The  Controllers  Institute  of  America  stands  for  the  observance  of  the  highest 
-ethical  standards  in  corporate  accounting  practice  and  in  the  preparation  of 
reports  of  financial  and  operating  conditions  of  corporations  to  their  directors, 
stockholders,  and  other  parties  at  interest,  iu  such  manner  that  all  concerned 
may  know  the  actual  conditions  insofar  as  such  reports  may  assist  in  the 
determination  thereof.  To  that  end.  the  Controllers  Institute  of  America  offers 
its  advice  and  assistance  in  connection  with  any  movement  which  has  for  its 
purpose  the  establishment  of  better  safeguards  for  the  protection  of  the 
investor. 

AVe  submit  the  following  as  to  the  accounting  and  financial  fea- 
tures of  the  bill. 

The  provision  of  section  12,  which  provides  for  the  filing  of  c{uar- 
terly  balance  sheets  and  income  accounts,  and  further  provides  that 
such  balance  sheets  and  income  accounts  shall  be  certified  by  inde- 
pendent auditors,  is,  in  our  opinion,  too  burdensome  to  business  and 
is  unnecessar}^  to  secure  the  protection  to  investors  for  which  the  law 
is  intended. 

The  present  listing  requirements  of  the  New  York  Stock  Exchange 
provide  that  corporations  shall  publish  an  annual  balance  sheet  and 
income  account,  and  quarterly  income  accoimts.  The  variation  of 
balance  sheet  items  during  a  quarter  is  usually  not  great  enough 
to  justify  spending  the  investors'  money  to  set  up  the  elaborate  ac- 
counting machinery  necessary  to  prepare  a  balance  sheet  sufficiently 
accurate  to  permit  the  officers  of  the  corporation  to  assume  responsi- 
bility for  its  correctness.  Furthermore,  quarterly  audits  would  mul- 
tiply the  cost  of  the  present  annual  audits  and  would  be  too  heavy  a 
burden  for  the  corporation  to  bear.  It  is  well  recognized  in  ac- 
counting and  business  circles  that  quarterly  statements  of  many 
corporations,  although  reasonably  correct,  are  based  upon  estimates 
to  a  larger  degree  than  annual  statements,  and  therefore  without 
greatly  elaborating  the  present  accounting  methods  they  cannot  be 
as  accurate  as  the  annual  statements.  Furthermore,  if  a  corporation 
were  to  publish  a  certified  quarterly  balance  sheet,  it  would  be 
necessary  in  many  cases  to  take  physical  inventories  quarterly 
whereas  now  physical  inventories  are,  in  most  cases,  only  taken  once 
a  year. 

What  the  investor  requires  maiidy  to  i)ass  judgment  on  his  invest- 
ment is  the  trend  of  earnings,  and  most  corporations  whose  securi- 
ties are  listed  on  the  Xew  York  Stock  Exchange  are  meeting  this 
requirement  by  issuing  quarterly  income  accounts.  It  is  true  that 
some  corporations  are  not  submitting  quarterly  rei)orts  because  their 
agreements  with  the  exchange  were  nuuh'  before  the  exchange  insti- 
tuted the  provision  making  this  a  retjuirement  for  new  listings.  How- 
ever, the  efforts  of  the  exchange  through  its  committee  on  stock  list 
have  been  devoted  for  a  long  time  to  having  corporations  agree  vol- 
imtarily  to  modifications  of  their  listing  agreements,  so  as  to  provide 
for  quarterl}^  earnings  reports. 

In  this  connection  it  should  be  pointed  out  that  when  the  New 
York  Stock  Exchange  made  the  publication  of  quarterly  earnings 
statements  a  listing  requirement,  it  was  found  that  in  certain  indus- 
tries quarterly  statements  were  wholly  misleading  by  reason  of  wide 
seasonal  variations.  Furthermore,  in  some  cases  it  was  found  to 
be  impossible  to  ascertain  with  any  reasonable  degree  of  accuracy 
certain  basic  data  necessary  for  the  preparation  of  such  statements. 
In  such  cases,  the  stock  exchange  decided  to  permit  the  publication 
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quarterl}^  of  earnings  statements  covering  the  12  months'  period 
immediately  preceding  such  publication,  instead  of  3  months  figures 
thus  eliminating  the  seasonal  factor.  ^ 

We  suggest,  therefore,  that  12  months  earnings  statements,  pub- 
lished 4  times  yearly,  be  permitted  in  place  of  quarterly  statements 
where  the  latter  would  be  misleading  to  the  investing  public.  We 
suggest  also,  that  permission  be  granted  to  publish  semiannual  earn- 
ings statements  in  cases  where  it  appeai-s  that  such  statements  pre- 
sent the  picture  more  fairly  than  quarterly  statements.  Further- 
more, in  cases  where  it  is  obvious  that  an  investment  policy  can  be 
determined  most  satisfactorily  from  annual  statements,  such  annual 
statements  should  be  permitted. 

The  point  we  wish  to  make  is  that  greater  flexibility  should  be 
periMitted,  to  conform  to  the  diversity  of  conditions  found  in  the 
various  industries.  It  is  our  considered  opinion  that  the  appro- 
priate earnings  statements,  as  prescribed  above,  issued  with  the  nec- 
essary qualifications  as  to  approximation,  should  become  a  require- 
ment, that  the  publication  of  certified  balance  sheets  quarterly  is 
unnecessary  and  much  too  costly,  and  that  the  present  practice  of 
iinnual  balance  sheets  is  preferable. 

The  provision  as  to  monthly  reports  of  sales  or  gross  earnings  is 
probably  not  too  onerous  for  some  corporations,  although  for  others 
It  ^N'ould  be  very  impractical.  If  a  regulatory  bill  should  be  passed 
by  Congress  the  provision  for  monthly  reports  should  be  flexible 
enough  to  authorize  the  Federal  Trade  Commission  to  waive  this 
requirement  m  justifiable  cases. 

The  provision  of  section  11  covering  registration  requirements, 
which  provides  that  the  Federal  Trade  Commission  may  modify  the 
rules  and  regulations  for  the  information  to  be  filed  with  it  before  or 
at  registration,  together  with  the  penalty  provisions  of  section  17  (a) 
which  apply  if  the  information  if  "false  or  misleading  in  respect 
of  any  matter  sufficiently  important  to  influence  the  judgment  of  an 
average  investor  ".  may  easily  work  out  to  be  an  invitation  to  un- 
scnipulous  traders  to  attempt  to  Drofit  unjustly.  Such  traders 
mighty  trade  recklessly  m  any  security  in  whose  registration  state- 
ment the  slightest  flaw  may  be  detected,  on  the  assumption  that  if  a 
profit  IS  made,  well  and  good,  while  if  the  speculative  transaction 
results  in  a  loss,  such  loss  may  be  recovered  from  the  officers  direc- 
tors or  accountants  of  the  issuing  corporation.  It  is  even  possible, 
as  the  bill  IS  written,  for  damages  to  be  assessed  much  in  excess  of 
tlu'  loss  actually  sustained. 

The  possibility  of  slight  clerical  errors  among  the  thousands  of 
tigurt^  and  statements  which  must  be  contained  in  the  voluminous 
reports  requn-ed  under  this  bill  is  so  great  as  to  raise  serious  question 
as  to  whether  or  not  any  corporation  official  or  jniblic  accountant  of 
responsibility  could  run  the  risk  of  possible  penalties 

The  provision  of  section  11  as  to  audit  of  balance  sheets  and  profit 
and  loss  statements  for  preceding  years  does  not  specify  the  number 
of  preceding  years.  It  would  seem  to  tlie  Controllers  Institute  that 
.t  specific  control  of  registration  of  securities  is  to  be  undertaken  by 
the  (rovernment  it  should  be  done  either  under  much  more  clearlv 
(lehned  rules  and  regulations,  incorporated  into  the  law    which  can 
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only  be  done  after  adequate  time  to  study  the  question  or  left  to  the 
discretion  of  the  regulating  commission. 

Under  section  11,  for  all  securities  now  listed  on  exchanges,  a  reg- 
istration statement  as  defined  by  that  section,  and  as  further  ampli- 
fied by  rules  and  regulations  of  the  Commission,  must  be  filed  prior 
to  October  1,  1934.  Such  registration  statements  include  certificates 
of  audit  by  independent  public  accountants.  Therefore  not  only 
would  it  be  necessary-  for  audits  to  be  made  of  previously  unaudited 
companies  but  also  new  audit  certificates  would  be  required  of  com- 
panies at  present  audited,  all  to  be  filed  prior  to  October  1.  1934. 
This  large  number  of  audits  could  not  possibly  be  completed  prior 
to  that  date  by  the  public-accounting  profession  of  this  country. 

As  now  written,  the  bill  would  include  all  railroads  which  desire 
listing  on  an  exchange  for  one  or  more  of  their  securities.  This 
includes  most  of  the  class  I  railroads,  which  nmnber  about  180. 
To  complete  audits  of  all  of  these  extensive  properties  by  October 
1,  even  if  tlie  Avork  were  commenced  today,  would  be  a  physical 
impossibility. 

An  alternative  method  of  accomplisliing  the  purposes  of  the  law 
would  be  to  have  the  regulatory  body  supervise  the  actions  and 
policies  of  the  listing  conun.ittees  of  the  exchanges  and  the  general 
requirements  for  listing  witliin  maximum  limits  to  be  stated  in  the 
law.  Thus  the  Connnission  would  not  be  given  the  burden  of  de- 
tailed approval  of  each  ind.ividual  listing.  This  procedure  would 
also  remove  the  possibility  of  investors  assuming  endorsement  of 
soundness  of  issues  by  the  Federal  Trade  Commission,  if  the  Com- 
mission does  not  disapprove  the  listing  within  the  30  days  specified 
in  the  bill. 

The  Controllers  Institute  wishes  to  express  its  concern  over  the 
serious  situation  in  which  each  corporation's  directors  and  executive 
officers  will  be  j^laced  if  this  bill  becomes  law.  They  will  have  to 
decide  whetlier  to  comply  with  the  law  in  order  to  secure  listing 
and  have  marketability  for  the.ir  corporation's  securities  or  to  suffer 
loss  of  listing  to  avoid  incurring  the  excessive  expense  and  terrific 
liabilities  imposed  by  the  law.  Officials  have  already  been  placed 
in  the  position  of  hav.ing  to  decide  whether  to  incur  the  serious  obli- 
gations required  by  the  Securities  Act  of  1933  in  order  to  secure 
new  financing  or  even  refunding.  In  most  cases,  however,  it  has 
been  possible  to  postpone  decision  cm  this  question  by  delaying  new 
expenditures,  with  the  resulting  harmful  effect  on  business  recovery 
and  unemployment,  in  the  hope  and  expectation  that  the  Securities 
Act  would  be  modified  in  the  near  future. 

In  the  legislation  now  proposed  the  situation  is  much  more  serious 
since  a  decision  will  have  to  be  made  immediately  on  passage  of  the 
bill  in  order  to  complete  the  tremendous  amount  of  work  required 
for  securities  to  remain  listed  on  October  1,  1934.  Should  it  be 
decided  that  either  the  cost,  the  liability  involved  in  complying  with 
the  listing  requirements,  or  the  difficulties  arising  from  the  undefined 
future  regulation  is  too  great,  the  only  recourse  would  be  to  permit 
the  corporation's  securities  to  become  unlisted,  thus  driving  trading 
in  the  securities  into  a  bootleg  market,  which  this  law  would  prob- 
ablv  create.     The  results  thereof  would  be : 
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{a)  The  investor  would  be  unable  to  borrow  on  his  security. 
•    ^^2-¥  '^^^^^^^  ^o  «6ll'  the  investor  could  do  so  only  on  a  market 
m  which  a  wide  spread  would  very  likely  exist  between  the  bid  and 
asked  prices. 

(^)  The  corporation  would  find  it  extremely  difficult  to  finance, 
even  it  the  obstacles  raised  by  the  Securities  Act  of  1933  could  be 
overcome. 

{d)  The  National  Government  and  the  States  in  which  exchanges 
are  located  would  lose  large  tax  receipts. 
(e)  Business  recovery  would  be  retarded. 

Section  18,  subsections  {a),  (b),  and  (e)  in  particular,  crrantinff 
special  powers  to  the  Federal  Trade  Commission,  also  directly  af 
tect  corporations.  These  powers  are  expressed  in  such  a  broad  way 
that  the  cost  and  volume  of  the  information  might  be  excessive  The 
broad  powers  granted  would  compel  corporations  to  use  such  ac- 
counting methods  and  prepare  such  reports  as  may  be  demanded, 
although  they  might  not  meet  the  needs  of  the  directors  and  of- 
ficers ot  corporations  m  the  regular  management  of  the  business. 
JJuplicate  records  and  reports  would,  therefore,  be  necessary  The 
niethods  to  be  prescribed  for  the  valuation  of  assets,  determination 
ot  recurring  and  nonrecurring  income,  and  so  forth,  also  are  placed 
under  the  jurisdiction  of  the  Federal  trade  Commission,  and  would 
take  the  operation  of  business  matters  out  of  the  hands  of  those  pro- 
fessionally expert  who  have  responsibility  of  performance  Sub- 
section (e)  also  gives  the  Federal  Trade  Commission  power  to  re- 
quire corporations  to  bring  their  corporate  records  for  secret  inves- 
tigation "  from  any  place  in  the  United  States  or  any  State  at  any 
designated  place  of  hearing."  On  account  of  the  great  volume  of 
records  which  might  be  involved,  this  hardly  seems  practical. 

The  Controllers  Institute  believes  that  the  methods  of  accounting 
are  internal  matters  for  the  controllers  of  each  corporation  to  pre^ 
scribe  based  upon  recognized  accounting  princi]:>les  and  practices  de- 
signed to  meet  the  particular  requirements  of  the  business,  and  that 
the  accounting  methods  and  the  accounts  resulting  from  them  should 
be  approved  by  independent  public  accountants  auditing  the  corpo- 
ration's accounts.  We  believe  that  if  it  is  to  be  the  policy  of  the 
Federal  Government  to  regulate  all  corporations,  such  regulations 
should  be  confined  to  major  principles  and  not  details. 

The  two  countries  of  the  world  in  which  it  is  generally  recognized 
that  accounting  has  had  the  greatest  development  are  Englaml  and 
the  United  States.  The  procedure  under  which  this  improvement  in 
correct  presentation  of  balance  sheets  and  income  accounts  has  been 
developed  has  been  by  selection  of  trained  expert  accountants  as 
hnancial  officers  of  companies,  supplemented  bv  an  annual  audit  of 
the  methods  and  accounting  principles  put  into  effect  through  such 
officers  by  independent  public  accountants.  The  intimate  knowledge 
of  the  particular  type  of  business  and  the  kind  of  transactions  It 
carries  on,  necessary  to  determine  proper  accounting  policies  for 
such  business,  requires  detailed  and  recurring  investigation  which,  in 
our  opinion,  no  regulatory  body  could  undertake  and  carry  out'  as 
a  substitute  for  the  well-developed  procedure  now  in  existence.  Any- 
one who  has  made  a  study  of  the  development  of  tlie  presentation  of 
corporate  financial  statements  is  convinced  that  its  entire  history 
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shows  an  improvement  in  the  direction  of  conservative  and  accurate 
statements  of  financial  position  and  earnings. 

The  foregoin<r  covers  the  principal  difficulties  which  would  arise 
from  the  accountinf^  features  of  the  proposed  bill.  There  are  other 
objections  to  the  bill  which  have  been  covered  by  previous  witnesses, 
such  as — 

(1)  The  deflationary  effect  of  the  ineligibility  of  unlisted  securi- 
ties and  the  margin  requirements. 

(2)  The  indefinite  and  almost  unlimited  control  of  corporate  activ- 
ities placed  in  the  Federal  Trade  Commission. 

(3)  The  possibilities  of  driving  the  security  business  into  the  hands 
of  security  bootleggers  by  the  heavy  restrictions  placed  on  exchange 
members;  and 

(4)  The  difficulties  arising  from  liability  of  directors,  officers,  ac- 
countants, and  others  under  the  provisions  of  section  17. 

Section  18  of  the  bill  relating  to  proxies  imposes  an  undue  burden 
and  an  excessive  cost  which  must  be  borne  in  the  last  analysis  by  the 
stockholders.  It  should  be  pointed  out  that  in  tlie  vast  majority 
of  cases  i)roxies  are  solicites  only  to  insure  a  quorum  so  that  neces- 
sary corporate  business  may  be  transacted  at  annual  meetings,  there- 
by saving  stockholders  expense  and  time  of  attending  meetings. 

Keform  of  certain  phases  of  the  security  business  is  necessary, 
lieform  is  always  necessary  in  a  dynamic  nation  like  ours.  The  only 
question  is  how  to  reform  without  creating  more  evils  than  are 
remedied. 

We  feel  that  the  greater  benefits  to  the  American  people  can  be 
secured  through  a  continuation  of  tlie  evolutionary  process  of  reform 
through  echication — education  of  the  public,  of  security  dealers  and 
brokers  and  issuing  cor])<)rations — rather  than  by  such  a  process  as 
is  represented  by  this  bill  as  written.  Distinct  progress  along  con- 
structive lines  has  been  nuide  by  the  development  of  local  blue  sky 
regulation,  by  the  activities  of  l)etter  business  bureaus  and  similar 
organizations,  through  the  initiative  of  the  leading  organized  secu- 
rity exchanges,  and  through  the  growth  of  a  more  i)ublic-spirited 
point  of  view  on  the  part  of  the  leacUng  corporations,  especially 
since  their  securities  have  become  distributed  so  widely  among  the 
general  ])ublic. 

To  interrupt  the  evolution  of  reform  through  education  and  public 
opinion,  by  suddenly  setting  up  stringent  regulations  impossible  of 
enforcement,  without  driving  the  security  business  underground, 
would  result  in  a  set-back  to  the  real  progress  wliich  has  been  made 
so  far.  The  Controllers  Institute  therefore  respectfully  recommends 
deferment  of  regulation  of  the  securities  business  until  a  more 
thorough  study  of  the  subject  has  been  made.  The  Securities  Act 
of  1088  insofar  as  it  covers  issues  which  would  be  listed,  duplicates 
to  a  large  extent  the  listing  requirements  of  the  national  securities 
exchange  act. 

We  believe  that  many  of  the  provisions  in  the  proposed  bill,  if 
enacted  into  law  at  the  present  time,  would  counteract  to  a  large 
extent  nnich  of  the  moral  and  economic  benefit  that  has  resulted 
from  the  aggressive  leadership  provided  by  the  present  administra- 
tion and  much  of  the  legislation  passed  since  March  4,  1933. 
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It  is  also  our  opinion  that  the  Securities  Act  of  1933  in  its  present 
form  is  a  definite  deterrent  to  economic  recovery  and  to  the  flow  of 
private  capital  into  industry,  and  unless  substantially  modified  is 
bound  to  bring  many  serious  evils  in  its  wake.  This  in  our  opinion 
is  equally  true  of  the  proposed  national  securities  exchange  act  re- 
viewed by  this  statement,  and  we  believe  therefore  that  not  only 
should  the  proposed  law  not  be  passed  but  that  it  would  be  wise 
legislation  to  make  drastic  revisions  of  the  Securities  Act  of  1933. 

Since  such  revisions  can  probably  not  be  worked  out  quickly,  it 
would,  in  our  opinion,  be  desirable  to  repeal  that  law  now  and,  in 
lieu  of  both  of  those  acts,  appoint  a  commission  for  the  purpose  of 
studying  the  question  thoroughly  and  reporting  to  the  next  session  of 
Congress  with  proposed  legislation  to  accomplish  such  reforms  as 
might  appear  advisable  after  such  study.  As  a  suggestion,  the 
niake-up  of  such  a  commission  of  study,  in  addition  to  representa- 
tives of  the  legislative  authority  and  appropriate  Government  de- 
partments, might  well  include  men  selected  from  the  stock  ex- 
changes, investment  banking  business,  banks,  insurance  companies, 
legal  profession,  public-accounting  profession,  and  corporate  execu- 
tive and  accounting  officers. 

It  is  worth  noting  that  the  Federal  Reserve  Act,  our  most  im- 
portant piece  of  financial  legislation,  as  finally  enacted  in  December 
1913,  effecting  a  vast  improvement  in  our  whole  banking  and  cur- 
rency system,  was  incubated  and  perfected  only  over  a  period  of 
several  years. 

We  are  very  appreciative  of  the  courtesy  extended  to  us  in  per- 
mitting us  to  be  heard  on  our  reactions  to  the  bill  as  presented. 
We  offer  to  place  our  services  at  the  disposal  of  the  committee  for 
any  elaboration  of  the  above  or  any  study  which  it  desires  to  obtain. 

_  The  Chairman.  All  right,  Mr.'  Chinlund.     Are  there  any  ques- 
tions by  members  of  the  committee? 

Senator  Kean.  I  think  you  have  outlined  it  would  be  almost  im- 
possible in  the  accounting  business  to  require  accounts,  for  instance, 
if  you  take  a  great  international  company  today,  and  they  ship  their 
goods  all  over  the  world,  and,  say,  they  get  paid  in  the  currencies 
of  other  countries,  when  they  get  paid  in  the  moneys  of  other  coun- 
tries, some  countries  prevent  that  money  from  being  remitted  out 
of  the  country,  don't  they? 

Mr.  Chinlund.  That  is  right. 

Senator  Kean.  And  therefore  such  a  company  would  have  to 
maintain  a  deposit  in  that  country,  and  they  might  report  that  as 
earnings  whereas  the  exchange  might  vary  very  much,  and  they 
might  suffer  a  big  loss  on  it,  is  that  right? 

Mr.  Chinlund.  That  is  right. 

Senator  Kean.  So  that  the  earnings  would  not  really  be  reflected 
in  what  they  were  doing, 

Mr.  CHINLU^D.  The  proper  procedure  in  that  case,  in  event  they 
had  funds  in  another  country,  would  be  to  value  their  receivables  at 
the  amount  the  balance  sheet  would  take,  whatever  it  happened  to  be. 

Senator  Kean.  Yes ;  and  that  would  be  very  doubtful,  because  they 
could  not  get  their  funds  out  of  the  country,  isn't  that  so  ? 

Mr.  Chinlund.  Yes,  sir.  And  they  certainly  ought  to  state  that 
fact. 


STOCK    EXCHAXGE    PRACTICES  7089 

The  Chairman.  Very  well,  Mr.  Chinliind,  we  are  very  much 
obliged  to  you. 

(Thereupon  Mr.  Chinlund  left  the  committee  table.) 
The  Chairman.  I  now  want  to  make  a  part  of  the  record  a  com- 
munication received  from  the  Federal  Trade  Commission'  today, 
being  dated  March  C,  1934,  which  bears  on  matters  that  I  have  re- 
ferred to  and  that  I  think  are  important.  I  now  ask  the  committee 
reporter  to  enter  these  on  the  record  and  I  want  them  returned  to  me. 

Federal  Trade  Commission, 

Washington,  March  6,  193^. 
Hon.  Duncan  U.  Fletcher, 

Chairman  Setiate  Committee  on  Banking  and  Cwrency. 
My  Dear  Senator  Fletcher:  There  is  enclosed  a  copy  of  Commission's  ex- 
hibit  5"666,    consisting    of   copies   of   correspondence   between    officials   of   the 
Chicago  Stock  Excliange  and  officials  of  Tri-Utilities  Corporation.    These  letters 
were  written  during  1930  and  1931. 

Tri-Utilities  Corporation  went  into  receivership  August  31,  1931.  The  assets 
of  Tri-Utilities  were  sold  and  the  receiver  was  discharged  the  latter  part  of 
January  1933. 

As  you  will  note,  the  subject  of  the  correspondence  related  to  support  of 
the  market  for  Ihe  common  stock  of  Tri-Utilities  Coriwration.  The  linal  li(]ui- 
dation  dividend  of  the  receivership  estate  In  January  lti33  was  less  than 
$9,000,  which  was  paid  to  creditors,  with  aggre;;ate  claims  of  about  $20,000,000, 
exclusive  of  common  and  preferred  stockholders.  The  amount  of  conunon  and 
preferred  stock  outstanding  was  in  excess  of  $15,000,000  wliich  amount  was  a 
total  loss. 

Very  truly  yours, 

Garland  S.  Fercuson.  Chairman. 


Federal  Trade  Commission  Exhibit  No.  5666 

The  Chicago  Stock  Exchange, 

November  3,  1930. 
Mr.  G.  L.  Ohestrom, 

President  Tri-Utilities  Corporation,  ' 

Jersey  City,  N.J. 

My  De.\r  Mr.  Oiirstrom  : 

One  of  the  understandings  the  Chicago  Stock  Exchange  asks,  when  securi- 
ties are  listed  here,  is  that  those  applying  for  the  listing  will  keep  up  a  market. 
By  keeping  a  market  we  mean  keeping  a  bid  in  these  securities  at  all  times  on 
the  exchange. 

The  public,  which  has  purchased  the  securities  listed  on  any  stock  exchange, 
is  under  the  impression  that  they  will  always  be  able  to  sell  such  securities  in 
the  future  at  the  exchange  where  they  ai'e  listed. 

When  a  security  listed  here  has  no  market — in  other  words,  when  a  listed 
security  cannot  be  sold  at  any  price — the  situation  brings  criticism  from  the 
owners  of  such  stocks  and  bonds,  as  well  as  from  the  commercial  banks  that 
are  asked  to  place  loan  values  on  these  securities.  In  fact,  our  banks  take  the 
attitude  that  any  listed  security  with  no  bid  is  worthless  as  collateral. 

I  mention  these  facts  because  I  believe  they  are  of  enough  importance  for 
you  to  make  every  effort  to  keep  a  market  for  your  securities  listed  here.  Our 
records  show  there  has  been  no  bid  in  your  common  stoclc  for  several  months 
and  the  last  sale  was  on  March  2S,  1930. 

I  am  sure  you  will  see  the  importance,  not  only  to  the  Stock  Exchange  but 
to  your  own  company  as  well,  in  cooperating  with  us  along  the  lines  suggested. 
I  will  appreciate  it  if  you  will  let  me  know  what  your  plans  will  be  in  this 
connection. 

Very  sincerely  yours, 

Harvea'  T.  Hill, 
Executive  viee  president. 
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X0VEMBK3  21,   1930. 
Mr.  Harvey  T.  Hill, 

Executive  vice  pvesident  Chicof/o  Stock  Exchange, 

120  South  La  Salle  Street,  Chicof/o,  IlliHois. 
Deiar  Sir  :  We  liave  your  recent  letter  addressed  to  INIr.   Ohrstrom  on  the 
subject  *of  market  transactions  in  Tri-Utilities  Corporation  common  stoclv  on 
tlie  Chicago  Stock  P^xchange. 

We  note  your  statement  tiiat  tliere  have  been  no  sales  of  this  stock  for  sev- 
eral months.  We  call  your  attention  to  the  fact  that  transactions  in  this  stock 
occur  frequently  on  the  New  York  Curb  Exchange,  and  that  anyone  wishing  to 
dispose  of  this  stock  can  do  so  in  New  Yoi-k.  The  fact  that  sales  occur  in 
the  New  York  market  also  makes  the  stock  available  for  use  for  collateral. 

It  is  a  fact  over  which  the  corporation  has  no  control  that  the  market  for  its 
stock  has  developed  in  New  York  rather  than  in  Chicago. 

We  need  not  tell  you  that  over  the  past  year  diminished  public  interest  in 
common  stocks  has  resulted  in  rather  thin  and  inactive  markets  in  many 
stocks  in  which  there  would  otherwise  be  considerable  trading.  We  believe 
that  when  a  different  condition  exists  in  security  markets  generally  a  more 
active  market  will  develop  in  Chicago  as  well  as  in  New  York. 

We  wish  to  cooperate  with  the  Chicago  Stock  Exchange  and  will  do  every- 
thing which  we  reasonably  and  properly  can  to  facilitate  transactions  on  the 
Chicago  exchange. 

Yours  verj'  truly, 

Tri-Utilities  Corporation, 
By  F.  S.  Spring,  Treasurer. 


The  Chicago  Stock  Exchange, 
120  Sonth  La  Salle  Street,  Dcccmhcr  20.  1930. 
Mr.  F.  S.  Spring, 

Treasurer,  Corporation.  One  Exchange  Place,  Jersey  City,  N.J. 

Dear  Sir:  Referring  to  your  letter  of  November  21st.  will  state  that  it  is 
the  obligation  of  every  company  who-^e  securities  are  listetl  on  our  Exchange 
to  maintain  a  hid  for  said  secui'ities  or  to  see  that  a  bid  is  maintained  by  its 
bankers.  Failure  of  any  company  to  carry  out  its  obligations  in  this  respect 
will,  at  the  very  least,  have  a  bearing  upon  the  consideration  of  other  issues 
of  the  corporation  which  may  be  submitted  for  listing  or  .sponsored  by  the 
same  bankers. 

By  reason  of  the  listing  of  our  stock  on  this  exchange,  your  company  has 
the  benefit  of  exemptions  under  the  .securities  laws  of  a  considerable  number 
of  States  which  do  not  exempt  curb  securities.  Most  of  tliese  exemptions 
require  that  tlie  securities  l>e  not  only  listed  but  dealt  in.  The  purpose  of 
such  provision  is  undoubtedly  that  the  investor  may  be  guided  by  the  record 
of  actual  sales  on  the  recognized  exchange,  and  it  might  be  possible  for  a  liti- 
gant to  allege  that  tlie  exemption  did  not  apply  where  transactions  did  not 
take  place  at  reasonably  frequent  intervals. 

I  discussed  tliis  situaticm  with  Mr.  Massey  before  his  re  out  illness,  and  if 
he  is  now  l)ack  at  his  desk  I  would  suggest  that  you  ta  k  the  matter  over 
with  him.  Thei-e  is  a  great  deal  of  interest  in  this  section  in  your  company 
and  affiliates,  and  with  a  reas<mable  amount  of  cooperation  from  the  company 
and  the  bankers  an  active  market  can  be  developed. 
Very  truly  yours, 

E.  W.  Feddeirson,  Chief  Examiner. 


December  23,  1930. 

Mr.  R.  R.  Massey, 

Care  of  O.  L.  Ohrstrom  d  Co..  Inc.,  2.H  South  La  Salle  Street. 

Chicago.  III. 
Dkak   Mr.   Massey  :  We  received   a   letter   from   E.   W.   Feddorson,   copy   of 
which  is  attached  in  answer  to  our  letter  to  the  Chicago  Stock  Exchange  dated 
November  21,  copy  of  which  is  also  attached. 

We  should  be  glad  if  you  will  give  us  your  comment  on  this  situation  in  the 
light  of  your  conversation  with  Mr.  Feddersou. 
Yours  very  truly, 

F.  S.  Spring,  Treasurer. 
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January  13,  1931. 
Mr.  M.  E.  SiMOND, 

iYew  York  Office. 

De:ab  Maynakd  :  A  few  days  ago  I  had  a  long  talk  with  Mr.  E.  W.  Fedder- 
son,  statistician  of  the  listing  connnittee  of  the  Chicago  Stock  Exchange,  with 
reference  to  the  markets  on  our  securities  listed  on  that  exchange. 

Mr.  Fedderson  stated  that  the  feeling  of  the  exchange  that  we  were  not 
properly  supporting  our  markets  had  become  very  definite.  They  have  always 
considered  our  situations  as  among  the  more  sound  and  stable  issues  listed, 
and  haTe  been  particularly  disappointed  with  the  market  on  Tri-Utilities  com- 
mon, which  they  feel  should  be  in  nuich  better  condition  since  it  is  our  top 
holding  corporation.  They  do  not  seem  to  be  so  seriously  concerned  over  the 
lack  of  activity  as  they  are  over  the  fact  that  for  s<mie  period  of  time  there 
lias  not  even  been  a  bid  of  any  sort  for  the  stock.  They  are  aware  ojf  t'lie 
general  problems  which  arise  in  running  a  market  but  feel  that  there  should 
be  some  point  at  which  we  could  bid  for  the  stock  which  would  not  involve 
taking  back  very  mucli  of  it. 

Mr.  Fedder.son's  attitude  towar<ls  us  has  been  and  still  is  very  f  ■  ;  ndly. 
His  attitude  is  that  while  serious  consideration  has  been  given  by  the  e.\ -iiange 
to  taking  some  of  our  securities  off  the  list,  at  tlie  present  time  there  is  no 
action  of  tiiaf  sort  contemplated.  He  feels  that  the  exchange  would  certainly 
give  us  a  chance  tn  work  on  the  situatinn  before  doing  anything  furiher.  but 
that  they  would  be  looking  for  some  improvement  in  the  situati'in — particularly 
with  respect  to  Tri-Utilities — sometime  within  tlio  near  future. 

As  I  snsiH>cteii  before  talking  to  Mr.  Fedderson.  one  of  the  factors  which 
has  caused  a  detinite  drive  on  the  jtart  of  the  exchange  for  increased  activity 
in  listed  stocks  lias  been  .severe  criticism  nn  the  part  of  middle  western  securi- 
ties commissions  of  the  markets  niaintained.  Action  has  now  been  taken  in 
Wisconsin  to  remove  the  Chicago  St<ick  Exchange  from  the  list  of  exchanges 
whose  listed  securities  are  exem|)t  under  the  Wisconsin  securities  act.  It 
seems  fairly  detinite  that  this  action  will  be  successful  and  the  Chicago 
exchange  ( xpects  to  be  stricken  from  that  list.  Apparently  similar  action  is 
contemplated   in   otlu-r   JMiddh-   Western    States. 

In  view  of  the  fact  that  business  seems  to  be  a  little  bit  better  than  it  has 
been  recently,  and  that  plans  are  being  made  to  better  the  condition  of  the 
Tricommon  market,  is  there  not  some  way  that  we  can  within  the  near  future 
at  least  iilace  some  sort  (►f  a  bid  with  the  Chicagi)  Stock  Exchange?  The.v 
are  naturally  quite  interested  in  .seeing  some  activity  in  the  stock,  but  I  feel 
that  a  bid  of  any  sort  would  go  a  long  way  toward  curing  what  has  become 
a  verv  sore  situation.  • 


Very   truly   yours, 


R.   R.   Massey. 


G.  L.  Ohrstrom  &  Co..  Inc..  Nkw  York, 

ROARD  ok  TR.M>K   RriUDlNG, 

Cliicdf/d.  III..  Jiinilitrji  /.'/.   /.''.J). 
Mr.  F.  S.  Spring, 

Tri-UtHitics  Corporation, 

1  Exc1iiin(jc  Place.  Jersey  Cilii.  X.J. 
Dear   Frank:    In    accordance   with    our   conversation   while    I   was   in   New 
York.  I  have  discussed  with  .Mr.  Feilderson  of  the  Chicago  Stock  Exchange  the 
complaints    which    he    made    to    you    concerning    the    market    on    Tri-Utililies 
common. 

Attached   you   will   find   a   copy   of  a    memorandum   written   to   Mr.    Siniond 
concerning  my  visit  with  Mr.  Fedderson. 

While  we  are  apparently  to  be  given  further  leeway  in  the  matter.   I  feel 
that   in   order   to   avoid   trouble   with   the   exchange,   we   are   soon  going   to   be 
forced  to  put  some  sort  of  a  bid  on  the  Chicago  Exchange. 
Yours  very  truly, 

R.  R.  Masset;-. 
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Mr.  R.  R.  MASSEV,  ^^^^^^^  1^'  l^^l. 

Care  0/  G.  L.  Ohrstrom  <C-  Co.,  Inc., 

231  South  La  Salle  Street,  Chicago,  III. 

Dbab  Mb.  Massey  :  You  will  recall  our  conversation  with  you  on  the  subject 
of  main  taming  a  market  in  Tri-Utilities  Corporation  common  on  the  Chicago 
Stock  Exchange.  ^ 

I  am  wondering  if  you  have  discussed  this  matter  any  further  with  anyone 
connected  with  the  Chicago  Stock  Exchange.  anyone 

You  will  recall  that  we  suggested  that  the  letter  from  Mr.  Fedderson  might 
be  answered  by  saying  that  you  or  Mr.  Pitner  would  call  on  him  and  discuss 
this  general  subject,   and  explain   the  present  situation   with   respect  to   the 

1113.1  iiGL. 

Yours  very  truly, 

H.  D.  McHenry. 


G.  L.  OHRSTROM  &  CO.,  INCORPORATED 

NEW  YORK 

Board  of  Tr.U)e  Building, 

Chicago,  Illinois, 

Tv,^    „    T,    ,,„„  January  16,  1931. 

Mr.  H.  D.  McHenry, 

Tri-Utilities  Corporation, 
1  Exchange  Place, 

Jersey  City,  New  Jersey. 
Dear  Mr.  McHenry:  I  have  your  letter  of  January  13th  with  reference  to 
our  conversation  on  the  subject  of  maintaining  a  market  in  Tri-Utilities  Corpo- 
ration Common  Stock  on  the  Chicago  Stock  Exchange 

I  discussed  this  matter  with  Mr.  Fedderson  of  the  Stock  Exchange  upon  mv 
return  to  Chicago  the  first  of  the  year.  I  wrote  Mr.  Simond  of  our  New  York 
ofiice  a  memorandum  concerning  this  and  forwarded  a  copy  of  this  memorandum 
to  Mr.  Frank  Spring,  which  you  can  undoubtedly  obtain  in  your  office 

Through  the  cooperation  of  our  New  York  office  a  bid  has  now  been  entered 
and  we  leel  that  matters  can  be  satisfactorily  adjusted  with  the  Exchange 
Yours  very  truly,  * 

^^^  '^  R.  R.  Massey. 

The  Chairman.  The  committee  will  now  stand  in  recess  until 
10 :  30  o  clock  tomorrow  morning. 

(Thereupon,  at  5 :  10  p.m.,  Wednesday,  Mar.  7,  1934,  the  committee 
adjourned  until  10:  30  o'clock  the  following  morning.) 

Appendix  No.  1 

{a)  A  call,  which  gives  the  right  in  consideration  of  a  premium  paid,  to  buy 
and  receive  delivery  of  a  specified  quantity  of  a  named  security  at  a  fixed 
price,  on  or  before  a  stated  date,  reads  as  follows : 

CALL 

This  contract  must  be  presented  to  the  cashier  of  the  firm  it  is  endorsed  by, 
before  the  expiration  of  the  exact  time  limit.  It  will  not  be  accepted  after  it 
has  expired  and  cannot  be  exercised  by  telephone. 

^  ,  .      ,      ,  Nii^w  York,  March  7th,  193L 

For  value  received,   the  Bearer  may  call  on  endorser  on  one  day's  notice 

except  last  day  when  notice  is  not  required  for  one  hundred 

(100)   shares  of  the  common  stock  of  the  U.S.   Steel  Corp "__"at 

fifty-seven dollars  per  share  ($57.00),  any  time  in  thirty 

days  from  date. 
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All  dividends  for  which  transfer  books  close  during  said  time,  go  with  the 
stock. 

Expires  April  6th,  1934 
2 :  45  p.m. 

A.  Blank,  Broker. 

Delivery  on  C.  H.  Sheet  of  N.  Y.  S.  E.  or  next  day  according  to  S.  E.  usage. 

Endorsed  by  a  New  York  Stock  Exchange  firm 
PUT 

(&)  A  put  entitles  the  purchaser  to  deliver  a  specified  amount  of  stock  at  a 
stipulated  price  on  or  before  a  specified  date. 

This  contract  must  be  presented  to  the  cashier  of  the  firm  it  is  endorsetl  by, 
before  the  expiration  of  the  exact  time  limit.  It  will  not  be  accepted  after  it 
has  expired  and  cannot  be  exercised  by  telephone. 

New  York,  March  7,  193^. 

For  value  received,  the  bearer  may  deliver  me  on  one  day's  notice  except 

last  day  when  notice  is  not  required  one  hundred (100)  shares  of 

the  common  stock  of  the  U.S.  Steel  Corp at  fifty-one 

dollars  per  shnre  ($51.00),  any  time  in  thirty days  from  date. 

All  dividends  for  which  transfer  books  close  during  said  time,  go  with  the 
stock. 

Expires  April  6th,  1934 
2 :  45  p.m. 

A.  Blank,  Broker. 

Delivery  on  C.  H.  Slieet  of  N.  Y.  S.  E.  or  next  day  according  to  S.  E.  usage. 
Guaranteed  by  a  New  York  Stock  Exchange  firm 
Appendix  No.  2 

COURT  DECISIONS 

The  attitude  of  the  courts  towards  put  and  call  transactions  is  shown  in  the 
following  court  decisions : 

In  B'kjIow  v.  Benedict,  70  N.Y.  202,  the  defendant,  in  consideration  of  a 
payment  of  .$2r)0,  agreed  to  receive  from  tlie  plaintilT  at  ;iny  time  witliin  six 
months  a  certain  quantity  of  gold  coin  at  a  specified  price.  Tlie  defendant 
refused  to  carry  out  the  contract  and  set  up  tlie  claim  tlmt  the  transaction 
was  a  gamble.  The  court  held  that  the  contract  was  legal  in  spite  of  the 
element  of  hazard  involved.  It  was  pointed  out  that  the  same  element  of 
chance  occurred  in  every  optional  contract  when  one  of  the  parties  binds 
himself  to  sell  or  receive  property  at  a  future  time  at  the  election  of  the  other. 
The  court  said : 

"  Mercantile  contracts  of  this  character  are  not  infrequent  and  they  are 
consistent  with  the  hona  fide  intention  on  the  part  of  both  parties  to  perform 
them.  The  vendor  of  goods  may  expect  to  pui-chase  or  acquire  tiiem  in  time 
for  a  future  delivery,  and  while  wishing  to  make  a  market  for  them  is  unwill- 
ing to  enter  into  an  absolute  obligation  to  deliver,  and  therefore  bargains  for 
an  option,  which,  while  it  relieves  him  from  liability  and  assured  liim  of  a 
sale  in  case  he  is  able  to  deliver,  and  the  purchaser  may  in  the  same  way  guard 
himself  against  loss  beyond  the  consideration  paid  for  the  option  in  case  of 
his  inability  to  take  the  goods.     Thei-e  is  no  inherent  vice  in  such  a  contract." 

8tonj  V.  Solomon,  71  N.Y.  420,  involved  the  question  of  a  double  option  where 
the  seller  agreetl  either  to  receive  or  deliver  100  shares  of  Western  Union  stock 
within  a  certain  time  at  a  certain  price.    The  court  said : 

"  There  is  always  an  element  of  speculation  and  uncertainty  as  to  that,  and 
yet  it  had  never  been  supposed  that  there  is  any  betting  by  such  contracts. 
Here  the  option  to  buy  or  sell  was  put  in  the  same  contract.  On  the  face  of  the 
contract  the  plaintiff  provided  for  the  contingency  that  on  that  day  he  might 
desire  to  purchase  the  stock,  or  he  might  desire  to  sell  it,  and  in  either  case 
there  would  have  to  be  a  delivery  of  the  stock  or  payment  of  damages  in  lieu 
thereof.     We  should   not  infer  an  illegal  intent  unless  obliged   to.     Such  a 
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transaction,  unless  intended  as  a  mere  cover  for  a  bet  or  wager  on  the  future 
price  of  the  stock,  is  legitimate  and  condemned  bv  no  statute :  and  that  it  was 
so  intendefl  was  not  proved.  If  it  had  been  shown  that  neither  party  intended 
to  deliver  or  accept  the  shares,  but  merel.v  to  pay  differences  according  to  the 
rise  or  fall  of  the  market,  the  contract  would  have  been  illegal " 

In  Irwin  v.  Willenr,  110  U.S.  499,  the  question  arose  as  to  whether  a  contract 
covering  gi-ain  futures  was  a  gambling  contract.  The  defendant  contended 
that  he  never  intended  to  take  delivery.    The  court  said : 

"  It  makes  no  difference  that  a  bet  or  wager  is  made  to  as.sume  the  form  of 
a  contract.  Gambling  is  none  the  less  such  bec-ause  it  is  carried  on  in  the 
fonn  or  guise  of  legitimate  trade.  It  might  therefore  be  the  case  that  a  'series 
of  transactions  such  as  that  described  in  the  present  record  might  present  a 
succession  of  contracts  perfectly  valid  in  form,  but  which  on  the  face  of  the 
whole  taken  together  and  in  connection  with  all  the  attending  circumstances 
might  disclose  indubitable  evidence  that  thev  were  mere  wagers  " 

It  was  held,  however,  that  it  was  not  sufficient  to  show  that  one  party  in- 
tended that  delivery  should  not  be  made.  -The  proof  must  go  further  and 
show  that  this  understanding  was  mutual— that  Ijoth  parties  so  understood  the 
tran.saction. 

To  the  same  effect  : 

Hentz  V.  Miner,  58  Hun  428: 

Zeller  v.  Leiter,  189  X.Y.  361 ; 

Springs  v.  JnmfK.  1.37  App.  Div.  110.  affd.  202  NY   603- 

Coh())  V.  Rothsrhihl.  182  App.  Div    408 

h^'^niT'  ^■•V'l'-T^"'^."''"  ^^-  ^^'^  I'laintiff  sought  to  enjoin  his  susi>ension 
hy  the  Consolidated  Exchange  where  a  claim  was  made  that  he  failed  to  per- 
form an  agreement  to  accept  stock  under  a  put  contract.  The  defendant 
claimed  the  contract  was  illegal.    The  court  said  :  ut^ieuuanc 

o.'.'  *.  *  J  **^.^^"'l«^i'  agreements  of  this  description  illegal  and  void,  it  must 
appe..r  affirmatively  that  they  were  entered  into  as  gaming  contracts  and  not 
as  real  transactions  for  the  purchase  and  sale  of  property     *     *     *  " 

Embrei/  v.  Jemison,  131  U.S.  236: 

Watson  V.  Blossom.  2  N.Y.S.  551  • 

West  V.  Wright,  86  Hun  436. 

ACTIVE    MEMBEKS    OF    THE    NEW    YORK     SECUKITY    DEALERS    ASSOCIATION 

Allen  &  Co..  Charles  Allen,  Jr..  20  Broad  Street,  New  York    N  Y 
Bristol  &Willett.  Meyer  Willett,  115  Broadway.  New  York.  NY   ' 
Prank  Charcot.  Jr..  25  Broad  Street,  New  York    NY 
Clokey  &  Miller,  Gerald  Clokey.  .50  Broadwav,  New  York    N  Y 

r.3  ^^ir^V^'}}^  */'?;•  '^-  ^-  ^'"'•^^■i"-  25  Broad  Street.  New' York.  N.Y. 
Dot>    Fay  &  Co..  A.  C.  Doty.  15  William  Street.  New  York   N  Y 

Yo?k    N  Y       '''''"^''"*""^''"   ^   ^''''"^^'    ^•^"'^^•^    ^-    '"^hantz.    115    Broadway,    New 
Chas.  E   Doyle  &  Co.,  Frank  Y.  Cannon.  20  Pine  Street.  New  York    NY 
Dunne  &  Co..  Frank  Dunne,  40  Wall  Street   New  York    NY  >      ■    ■ 

Joseph  Egbert.  2  Rector  Street.  New  York.  N.Y 
Elliot  &  Wolfe,  George  A.  Elliot,  115  Broadway.  New  York    N  Y 

YoTk^N  y''^'"'   ^'^■"'^^"™  ^  ^°-'   ^ustave  L.   Birnbaum,  30  Br.md   Street.   New 
Clinton  Gilbert  &  Co.,  Clinton  Gilbert.  120  Broadwav,  New  York    N  Y 
(^reene  &  Co..  Irving  A.  Greene.  37  Wall  Street.  New'York   NY     "      '    ' 
Greene  &  Perkins,  Herbert  L.  Perkins,  39  Broadwav.  New\ork    NY 
George  A\  .  Hall  &  Co..  George  W.  Hall.  61  Broadwav.  New  York'  NY 
Han.son  k   Hanson.   A.   R.   Hanson.   25   Broadwav.   New   York    NY*"    ' 
Hardy  &  Co.,  Lee  Roth,  11  Broadwav.  New  York   NY  •   -  •    • 

Itl^S^-  ^""^f  ^/'I'r  ^""r-  '^'■^''"'"  <^''-^i'ifleau,  63'wall'  Street.  New  Y..rk,  N  Y 
Heuitt    Landin  &  C,,.,  J.  F.  Hewitt,  74  Trinity  Plnce.  New  York    NY 

?hP«   H '"t  Tlf'''  'rM^l^'  f  ""■*^-  •^'■•-   '4  Trinity  Place.  New  York.  N.Y. 

Chas.  H.  Jones  &  Co.,  Phihp  L.  Morrison,  20  Broad  St..  New  York,  NY 
Hoit,  Rose  &  Troster,  Oliver  J.  Trr.ster.  74  Trinity  Place.  New  York    NY 
C.  E.  Judson  &  Co..  Chas.  E.  Judson,  19  Rector  Street,  New  York    NY  * 
Katz  Brothers,  Moe  I.  Katz.  37  Wall  Street   New  York  NY  '  —  ^• 

Kearns  &  Williams,  Chas.  M.  Kearns.  11  Broadwav,  NeV  York    N  Y 
H.  D.  Knox  &  Co.,  Herbert  M.  May,  11  Broadwavi   New  York    NY  " 
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Lasher  Brothers.  Maurice  Lasser.  70  Pine  Street,  New  York.  N.Y. 
I>a\v«oii  &  Co.,  S.  W.  Lawsou.  Ill  P>r<»ad\vay,  New  York.  N.Y. 
W.  Wallace  Lyon  &  Co.,  L.  B.  O'Meara.  4(»' Wall  Street,  New  York.  N.Y. 
M<)r;ian.  Trow  &  (Jo.,  Ralph  C.  Morjran.  1:J0  Broaflway,  New  York,  N.Y. 
Muiids.  Win.^^low  &  Potter,  Frank  S.  Thomas,  40  Wall  Street,  New  York.  N.Y. 
William  Morris  &  Co..  William  Morris,  44  Pine  Street.  New  York.  N.Y. 
«J.  M.  P.  Murphy  tS:  Co.,  Prescott  Eiskine  Wood.  .")2  Broailway.  New  York.  N.Y. 
National  Quotation  Bureau.  L.  K.  \\alker.  48  Front  Street.  New  York.  N.\. 
(ieor^'e  Nel.son  &  <'o.,  GfMirfre  Nelson.  74  Trinity  Plate.  New  York,  N.Y. 
Mark  Noble  &  Co..  Mark  A.  Noi)le.  liQ  Broad  Street,  New  York.  N.Y. 
L.  A.  Norton  &  Co..  Harry  I).  McMillan.  :Vi  Nassau  Street.  New  York.  N.Y. 
R.  G.  Notine  &  Co..  Robert  G.  Notine.  74  Trinity  Place.  New  York,  N.Y. 
.John  J.  O'Kane.  Jr..  &  Co.,  John  .1.  O'Kane.  Jr..  42  Broadwav.  New  York, 
NY. 

Outwater  &  Wells.  H.  Prescott  Wells.  1.")  Exchange  Place.  Jersey  City.  N.J. 
J.  Roy  I'rosser  &  Co..  J.  Roy  Prosser.  ."32  William  Street.  New  York.  N.Y. 
F.  J.  Rabe  &  Co.,  F.  J.  Rabe,  120  Broadway.  New  York.  N.Y. 
J.  K.  Rice.  Jr..  &  Co.,  Richard  C.  Rice.  120  P.roadwav.  New  York.  N.Y. 

B.  H.  Roth  &  Co..  B.  H.  Roth.  2.")  P.road  Street.  New  York,  N.Y. 
Wm.  J.  Ryan  &  Co.,  William  J.  Ryan.  44  Wall  Street,  New  York.  N.Y. 
Leo  (i.  Siesfeld  &  Co..  Leo  G.  Siesfeld.  2~»  Beaver  Street.  New  York,  N.Y. 
W.  C.  Simmons  &  Co..  W.  C.  Sinmions.  Room  1810.  4(»  Exchange  Phice,  New 

York.  N.Y. 

Simons,  Blauner  &  Co.,  Isidore  B.  Kraut,  2.")  Broadway.  New  York.  N.  Y. 
Sirota.  Ro.sen  &  Co..  Nathan  Roxen.  42  Broadway.  New  York,  N.Y. 
Carroll  M.  Swezey,  42  Broadway.  New  York.  N.Y. 

Hart  Smith  &  Co.,  H.  Hart  Smith.  .".2  William  Street.  New  York.  N.Y. 
Spielmann.  Shea  &  Co..  Henry  Spielmann.  Ill  Broadway.  New  York,  N.Y. 
P.  J.  Steindler  «&  Co..  Percival  J.  Steindler,  11  Broadway,  New  York,  N.Y. 
Tweedy  &  Co.,  F.  B.  Tweedy,  lo  William   Street,  New   York.   N.Y. 

C.  E.  i'nterberK  &  Co.,  Chas.  E.  Unterberg,  48  Wall  Street,  New  York.  N.Y. 
Ward  &  Co.,  Bertram  A.  Seligman,  120  Broadway,  New  York.  N.Y. 
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THURSDAY,    MARCH   8,    1934 

United  States  Senate, 
Committee  ox  Banking  and  Currency, 

Washingtan,  D.C. 

The  committee  met  at  10:30  a.m.,  pursuant  to  adjournment  on 
yesterday,  in  room  301  of  the  Senate  Office  Building,  Senator  Duncan 
U.  Fletcher  presiding. 

Present:  Senators  Fletcher  (chairman),  Adams,  Bulkley,  Golds- 
borough,  Carey,  Townsend,  and  Kean. 

Present  also :  Ferdinand  Pecora,  counsel  to  the  committee ;  Julius 
Silver  and  David  Saperstein,  associate  counsel  to  the  committee; 
and  Frank  J.  Meehan,  chief  statistician  to  the  committee;  Koland 
L.  Kedmond,  counsel  to  the  New  York  Stock  Exchange;  R.  E.  Des- 
vernine,  counsel  to  Association  of  Stock  Exchange  Firms;  William 
A.  Lockwood,  counsel  to  the  New  York  Curb  Exchange. 

The  Chairman.  The  committee  will  come  to  order,  please.  Mr. 
Grubb,  I  believe  you  are  already  at  the  coimnittee  table. 

Mr.  Grubb.  Yes,  Mr.  Chairman. 

STATEMENT  OF  E.  BTTRD  GRTJBB,  SUMMIT,  NJ.,  PRESIDENT  OF 
THE  NEW  YORK  CURB  EXCHANGE 

The  Chairman.  Mr.  Grubb.  will  you  please  state  your  name, 
residence,  and  occupation? 

Mr.  Grubb.  My  name  is  E.  Burd  Grubb.  I  reside  at  Summit,  N.J., 
and  I  am  president  of  the  New  York  Curb  Exchange,  a  securities 
exchange  located  in  New  York  City. 

The  views  of  my  exchange  in  respect  of  the  bill  will  be  presented 
by  Mr.  William  A.  Lockwood,  of  New  York  City,  who  for  the  last 
14  years  has  been  counsel  to  the  exchange. 

However,  before  introducing  Mr.  Lockwood,  who  will  make  a 
rather  extended  statement  in  regard  to  the  bill,  I  desire  to  offer  for 
the  record  a  formal  statement  which  I  have  prepared ;  also  a  further 
statement  in  respect  of  trading  in  unlisted  securities,  and  giving  the 
unlisted  requirements  of  the  Curb  Exchange. 

I  will  not  take  up  your  time  attempting  to  read  these  somewhat 
lengthy  statements,  as  they  will  be  explained  orally  by  Mr.  Lock- 
wood,  but  I  should  like  to  give  you  a  resume : 

The  New  York  Curb  Exchange  is  the  second  largest  security  ex- 
change in  the  United  States.  It  occupies  exclusively  for  its  own  uses 
a  14-story  building  running  from  Trinity  place  to  Greenwich  Street 
in  New  York  City.  It  has  two  classes  of  membership,  regular  and 
associate.  The  regular  members  number  550,  the  associate  members 
420.    In  the  year  1927  the  total  number  of  transactions  in  stocks  on 
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its  floor  was  93,437.156  shares  and  in  bonds  $831,783,000;  in  1933 
100,916.602  shares  and  $944,364,000  bonds.  The  avera^^e  transactions 
for  the  7  years  in  stocks  were  183,900,655  shares  and  in  bonds  $843,- 
117,285.  Its  transactions  approximate  or  exceed  the  combined  trans- 
actions taking  place  annually  on  all  other  exchanges  in  the  country 
excepting  only  those  on  the  New  York  Stock  Exchange.  Its  ticker 
service  extends  throughout  the  country  and  its  quotations  are  gen- 
erally published  in  all  newspapers  having  other  than  a  small  local 
circulation. 

The  exchange  maintains  a  listing  department  under  the  super- 
vision of  the  secretary  of  the  exchange  and  two  assistant  secretaries. 
This  department  has  a  staff  of  employees  whose  duty  it  is,  among 
other  things,  to  assist  the  committee  on  listing  and  the  subconi^ 
mittees  thereof  in  the  examination  of  applications  for  admission  of 
securities  to  full  listing  and  to  unlisting  trading.  This  de])artment 
has  also  the  assistance  of  an  independent  certified  public  accountant. 

All  securities  dealt  in  upon  the  exchange  are  officially  listed  by 
action  of  the  board  of  governors,  one  class,  designated  as  ''fully 
listed  *',  upon  the  ai)])lication  of  the  issuing  companv  itself,  and  the 
other,  designated  as  ''  admitted  to  unlisted  trading  ",'  upon  the  appli- 
cation of  a  regular  member  of  the  exchange.  The  term  "  unlisted 
securities  "  was  adopted  years  ago,  and  has  continued  to  be  used  in 
order  that  there  might  be  no  mistake  in  the  minds  of  investors  who 
understood  "  listed  "  to  mean  on  the  application  of  the  issuing  com- 
pany. The  differences  between  the  methods  of  listing  the  two  classes 
will  l)e  explained  later.  Many  newspapers  differentiate  by  means  of 
an  asterisk  between  these  quotations.  The  exchange  itself  makes  the 
differentiation  clear  on  its  ticker  and  in  its  official  bulletins. 

The  curb  exchange  is,  generally  speaking,  a  primarv  market  in 
respect  to  its  fully  listed  securities.  The  listing  requirements  in 
respect  to  these  are  modelled  upon  those  of  the  New  York  Stock 
Exchange. 

The  so-called  "  unlisted  securities  "  must  haye  been  in  existence 
for  a  minimum  of  2  years  before  an  application  for  admission  mav 
be  made.  A  random  check  of  231  companies  shows  that  at  the  time 
of  application  for  admission  the  average  period  of  existence  was  25.7 
years.  Companies  which  have  weathered  economic  business  stress 
and  strain  for  so  long  a  period  not  only  invite  confidence  by  reason 
of  this  factor,  but  also  furnish  records  of  extended  experience  which 
may  be  studied  by  an  investor  before  maldng  his  purchase. 

Ihe  re(iuirements  for  admission  to  unlisted  trading,  supplemented 
by  re-solutums  of  the  board  of  governors,  contain  among  others  the 
Tollowing  i)rovisions: 

xi  ^'';':fA'^.H  ^^'}^  ^'^  admitted,  tlie  authorized  issue  of  which  is  less 
t  lan  100,000  shares.  No  bonds  will  be  admitted  of  an  issue  of  less 
than   $5,000,000. 

There  inust  be  a  ssifficieut  distribution  in  and  around  New  York 
aiKl  an  active  market  must  i)r(>vail  in  the  vicinity. 

The  coini)any  must  have  been  in  actual  ojieration  for  not  less  than 
I  yvnrs  and  show  a  record  of  actual  and  satisfa<'torv  earnings  for 
such  j)eriod.  .  t- 

The  company  must  have  establislied  and  continue  the  principle 
ot  turnishing  to  stockholders  periodical  reports  containing  balance 
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sheets  and  profit-and-loss  statements,  certified  to  by  independent 
accountants. 

Balance  sheets  and  profit-and-loss  statements  covering  a  period  of 
not  less  than  2  years  immediately  preceding  the  date  of  application 
must  be  filed.  The  statements  must  be  reported  in  Poor's,  Moody's^ 
or  Fitch's  Manual  or  Standard  Statistics'  Service,  or  be  obtained 
from  an  authoritative  source. 

There  must  be  furnished  a  history  and  description  of  the  busi- 
ness, a  tabulated  report  on  dividends,  a  full  description  of  funded 
indebtedness,  an  official  copy  of  the  latest  annual  report,  a  state- 
ment from  an  officer  of  the  comi)any  or  from  the  transfer  agent  or 
registrar  of  the  stock  of  the  number  of  stockholders  among  whom 
the  shares  of  each  class  of  stock  applied  for  are  distributed,  and  a 
statement  from  a  responsible  officer  of  the  company  as  to  any  out- 
standing company  options,  if  any,  or  of  any  options  or  calls  on  the 
stock  known  to  such  officer. 

Notice  is  given  to  the  company  in  advance  of  admission  to  un- 
listed trading  and  opportunity  given  to  appear.  A  security  will  not 
be  admitted  over  the  duly  authorized  objection  of  the  company  when 
evidence  is  fui'nished  of  pending  financing  or  of  reorganization  or  of 
purchase  of  properties  or  of  exchange  of  securities.  An  independent 
certified  ))ublic  accountant  employed  by  the  exchange  analyzes  an<l 
reports  to  the  committee  on  financial  statements  submitted. 

In  a  company  listing,  the  company  nuist  agree  with  the  exchange 
to  maintain  certain  standards  of  accounting  and  to  furnish  the  ex- 
cliange  with  information  in  respect  to  options  and  other  material 
corporate  jxirposes.  Thus  the  exchange  exeirises  control  over  cer- 
tain coi-porate  activities.  At  the  same  time,  tlie  seeming  defect  in 
the  case  of  securities  admitted  without  company  agreement  is  more 
technical  than  real. 

Insofar  as  present  applications  for  unlisted  trading  are  concerned, 
the  companies  must  have  established  and  c<mtinue  the  practice  of 
])ei-iodic  audits  by  an  independent  public  accountant.  It  is  true 
that  in  regard  to  securities  admitted  ])rior  to  July  19H3,  sucli  i)r<)- 
cedure  may  not  be  demanded.  At  the  same  time  it  is  interesting  to 
note  that  of  the  819  comi)anies,  the  securities  of  wliich  were  admitted 
to  unlisted  trading  as  of  March  1.  19f^4.  616,  or  75.2  percent,  have 
established  this  practice. 

The  theory  of  the  exchange  in  the  maintenance  of  its  unlisted 
department  may  be  stated  as  follows :  When  an  active  market  in  a 
security,  which  meets  the  qualifications,  exists  in  New  York,  the 
])ublic  is  l)etter  served  by  having  that  security  dealt  in  on  an  ex- 
change. The  iiurchaser  or  seller  on  an  exchange  deals  through  a 
broker  member  acting  as  agent  who  makes  contracts  for  his  customer 
with  other  members,  likewise  acting  as  agents.  A  specified  commis- 
sion only  is  charged ;  the  transaction  is  immediately  made  public  by 
means  of  the  ticker:  purchases  and  sales  appear  throughout  the 
country  in  the  daily  papers;  each  transaction  is  open  to  investiga- 
tion and  verification;  each  member  is  subject  to  the  rules  and  disci- 
pline embodied  in  the  constitution  and  rules  of  the  exchange. 

Eighty-two  percent  of  the  securities  dealt  in  upon  the  New  York 
Curb  Exchange  come  under  the  "  unlisted  "  classification.  Sections 
11   and    12   of  the   present   bill   will,   if  enacted,   throw    the   great 
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majority  of  the  trading  in  these  securities  off  the  exchano;e  into  the 
over-the-LOimter  market.  The  reason  for  this  is  that  under  section 
10  a  security  may  not  be  dealt  in  on  a  national  exchange  unless,  in 
addition  to  registering  the  security  with  the  Federal  Trade  Com- 
rnission,  the  issuing  company  makes  application  to  the  exchange  for 
listing  and  enters  into  certain  undertakings  with  the  exchange.  It 
may  be  definitely  stated  that  the  great  majority  of  the  corporations, 
the  securities  of  which  are  dealt  in  unlisted  on  our  exchange,  will 
not  apply  for  registration  on  our  exchange  under  the  proposed  act 
for  reasons  of  indifference,  trouble  involved,  expense,  or  otherwise. 
These  securities  will,  accordingly,  have  to  be  dropped  from  the  ex- 
change. The  owners  and  purchasers  thereof  will  then  be  deprived 
of  the  benefit  of  an  organized,  regulated  market,  and  of  the  informa- 
tion respecting  the  securities  which  is  on  file  with  the  exchange. 

By  way  of  contrast  to  transactions  taking  place  on  an  organized 
exchange,  a  transaction  outside  of  the  exchange  is  generally  con- 
ducted between  the  customer  and  one  acting  as  a  dealer  or  prin- 
cipal; i.e.,  for  himself.  There  is  no  specified  rate  of  commission. 
Indeed,  the  dealer  pays  what  he  feels  inclined  to  pay  and  sells  for 
what  he  can  get.  The  spread  is  often  notoriously  wide.  The  op- 
portunity of  verifying  the  transaction  is  not  comparable  with  that 
on  an  exchange  where  the  officers  or  a  committee  may  call  upon 
members  to  produce  all  records  and  to  explain  anv  transaction. 

Moreover,  quotations  of  the  outside  market  are  not  so  accurate 
and  complete  as  those  on  an  exchange  and  are  given  very  little  pub- 
licity. Indeed,  outside  of  the  great  cities,  it  is  doubted  if  the  price 
range  m  securities  other  than  those  dealt  in  on  the  New  York  Stock 
Exchange  or  the  New  York  Curb  Exchange  is  given  any  notice 
whatsoever.  Most  newspapers  carry  transactions  on  these  two  ex- 
changes but  no  reports  of  outside  markets.  Where  a  security  is  not 
dealt  in  on  an  exchange,  one  who  wishes  to  buy  or  sell  the  security 
may  not  turn  to  the  morning  paper  and  see  the  record  of  the  actual 
transactions  of  the  day  before  and  the  closing  "  bid  and  asked  " ;  he 
must  apply  to  an  outside  dealer  to  inquire  what  he  will  give  or  what 
the  customer  must  pay  for  the  security  in  question.  This  situation 
must  necessarily  leave  the  customer  more  or  less  at  the  mercy  of  the 
dealer ;  it  leaves  him  largely  out  of  touch  with  realities. 

Another  important  factor  to  be  considered  in  relation  to  the  out- 
side market  as  contrasted  with  the  recognized  exchanges  is  the  lack 
of  control  over  the  individual  as  against  the  control  through  an 
organized  body.  The  outside  dealer  answers  to  no  one  other"  than 
his  customer;  the  exchange  member  is,  to  the  contrary,  accountable 
for  his  conduct  not  only  to  his  customer,  but  to  the  exchange  as  well 
Moreover,  as  frequently  happens,  the  customer  has  little  or^no  means 
of  ascertaining  the  standing  of  the  outside  dealer  and  takes  a  very 
wide  chance  when  he  forwards  his  securities  for  sale  or  his  money 
for  purchase  to  one  whom  he  may  know  only  through  advertisement. 
On  the  exchange,  to  the  contrary,  it  is  the  duty  of  the  committee  on 
business  conduct,  assisted  by  its  accountants,  to  keep  in  touch  with 
and  supervise  the  financial  standing  and  business  methods  of  its 
members  and  member  firms. 
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Occasional  objections  have  been  voiced  that  the  New  York  Curb 
Exchange  admits  securities  to  unlisted  trading  without  the  express 
approval  of  the  company  issuing  the  securities  and  at  times  retains 
a  security  on  its  list  against  the  express  opposition  of  such  company. 
The  overwhelming  majority  of  companies  the  securities  of  which  are 
admitted  to  unlisted  trading  on  the  New  York  Curb  Exchange  are 
either  satisfied  with  the  market  which  exists  on  the  exchange,  or 
have  no  interest  therein. 

The  exchange  alwaj's  considers  such  complaints  and  invites  the 
officials  of  the  company  to  confer  with  the  exchange  or  to  state  their 
views  in  writing.  If  substantial  and  adequate  reasons  are  given,  the 
security  will  be  removed.  The  exchange  believes,  however,  that  if 
the  security  have  an  active  market  in  New  York  and  if  the  security 
qualify  under  the  exchange  requirements,  it  is  in  the  interest  of  the 
public  and  of  the  stockholders  to  have  it  traded  in  on  the  exchange 
and  that  this  interest  should  govern  the  decision  of  the  committee. 

The  exchange  believes  that  complete  information  should  be  avail- 
able to  the  public  as  to  every  security  bought  or  sold  in  the  United 
States.  This  would  be  ideal.  The  pending  bill  applies  only  to  se- 
curities registered  with  the  Commission  and  on  an  exchange.  If 
passed  in  its  present  form,  it  is  believed  that  practically  all  of  the 
securities  dealt  in  unlisted  for  so  many  years  on  the  New  York  Curb 
Exchange  will  have  to  be  stricken  from  the  list  for  the  reason  that 
the  companies  themselves  will  not  apply  for  registration  on  the  ex- 
change. Purchasers  and  sellers  will  therefore  no  longer  have  the 
advantage  of  this  great  national  market  in  which  members  and  their 
transactions  are  subject  to  regulation  and  supervision.  The  exchange 
respectfully  urges  that  a  bill  which  destroys  this  market  is  not  in  the 
public  interest. 

As  to  the  question  of  providing  an  exchange  market  in  American 
depositary  receipts  for  foreign  stocks  and  for  foreign  bonds  already 
issued  and  widely  held  in  this,  country,  I  contend  that  these  foreign 
companies  could  not  be  expected  to  file  any  information  with  the 
Federal  Trade  Commission  if  the  act  comes  into  effect.  The  foreign 
companies  would  probably,  as  their  securities  were  already  distrib- 
uted and  held  in  the  United  State-,,  not  feel  obligated  to  go  to  the 
trouble  and  expense  of  complying  with  the  act.  What  is  considered 
information  adequate  for  an  intelligent  understanding  of  the  busi- 
ness of  the  companies  concerned  is  always  on  file,  open  to  the  public, 
with  the  depositary  as  well  as  with  the  exchange. 

The  exchange  believes  that  these  securities  should  not  be  thrown 
to  the  over-the-counter  market  but  should  be  retained  on  an  organized 
exchange  and  that  the  bill  should  be  revised  in  this  particular. 

Now,  if  it  is  agreeable  to  you,  Mr.  Lockwood  will  continue  from 
this  point. 

Tlie  Chairman.  Very  well,  Mr.  Grubb. 

Mr.  Grubb.  But,  of  course,  I  should  like  for  these  statements 
which  I  am  submitting  to  be  made  a  part  of  the  record. 

The  Chairman.  That  will  be  done. 

(The  two  statements  submitted  in  printed  form  by  Mr.  Grubb 
will  here  be  made  a  part  of  the  record,  as  follows :) 
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Statement  of  E.  Biikd  Gkubb,  President  of  the  New  York  Curb  Exchange,  in 
Respect  to  S.  2693,  Entitled  "  National  Securities  Exchange  Act  of  1934" 

Mr.  Chairnian  and  members  of  the  committee,  a  few  words  as  to  the  size, 
oiieration,  and  importance  of  the  New  York  Curl)  Exchange.  It  is  the  second' 
largest  security  exchange  in  the  United  States.  It  occupies  solely  for  its  pur- 
l)oses  a  14-story  building  running  from  Trinity  Place  to  Greenwich  Street,  New 
York  City.  It  has  its  own  Securities  Clearing  Corporation.  The  exchange  has 
550  regular  members  and  420  associate  members.  All  members  are  subject 
to  the  regulation  of  and  discipline  by  the  exchange  under  its  constitution  and 
rules,  which  are  modeled  on  those  of  the  New  York  Stock  Exchange.  Accord- 
ing to  the  New  York  Times  Annalist  the  total  number  of  sales  of  stock  on  the 
New  York  Curb  Exchange  in  the  year  1927  was  93,437.156,  and  of  bonds 
$831,783,000.  In  1933  the  transactions  were  100.916.602  shares  of  stock  and 
$944,374,000  of  bonds.  During  the  period  named  the  ticker  service  of  the  ex- 
<-hange  extended  over  the  country.  Its  quotations  were  and  are  published  «-en- 
eially  in  newspapers  throughout  the  Nation. 

The  transactions  in  stocks  alone  on  the  New  York  Curb  Exchange  approxi- 
mate or  exceed  the  combined  transactions  taking  place  on  all  other  exchanges 
m  the  country,  excepting  only  those  on  the  New  York  Stock  Exchange.  Further 
details  of  its  history  and  operations  are  contained  in  my  memorandum  which 
is  tiled  herewith. 

The  securities  traded  in  upon  the  New  York  Curb  Exchange  are  classified 
under  two  headings— "  fully  listed"  securities,  which  are  admitted  upon  the 
application  of  the  companies  issuing  the  same,  and  "  unlisted  "  securities  which 
are_  admitted  upon  the  application  of  a  regular  member  of  the  exchange  him- 
selt  a  stockholder  of  the  company  in  question.  All  securities  traded  in  upon 
the  New  York  Curb  Exchange  are  officially  listed  by  sanction  of  the  Iward  of 
36  governors  of  the  exchange. 

The  New  York  Curb  Exchange  is.  generally  speaking,  a  primary  market  in 
respect  to  its  fully  listed  "  securities.  Tliese  securities  are  largely  thove  of 
new  companies.  &    .    i      •  ^  ^<i 

The  so-called  "  unlisted  securities  "  are  never  those  of  new  or  newly  formed 
companies,  but  are  of  companies  which  have  been  in  existence  for  a  sub- 
stantial number  of  years  and  in  respect  to  which  there  exists  a  public  record 
of  their  history  and  hnancial  condition  and  a  i)ublic  market.  A  random  check 
recently  made  of  231  companies  .shows  that  at  the  time  of  applica  on  tht 
w^ulS.?r'**'^  "^  cH^'-j'^"-l'^^  ^-^i^tence  was  25.7  years.  CompanieV  whicl  have 
weathered  ec-onomic  business  stress  and  strain  for  such  a  period  not  onlv 
invite  confidence  by  reason  of  this  factor  but  also  furnish  records  of  extended 
oxr^nence  which  may  be  studied  by  an  investor  before  making  his  pu.-Zse 

tio]^  <.;-'N,"e"boMrli  f.f  <:'  '"^'"^^^i"'"  ^«  ."»"«^^^^  trading,  supplemented  by  resolu: 
%      J I      •  *'f  ^"'v.-rnors.  contain  among  others  the  following  provisi<ms  • 

ch^r  M  \  "^  'Admitted,  the  authorized  issue  of  which  is  less\lan  100  000 
shares.     No  bomls  will  be  admitted  of  an  issue  of  less  than  $5.000  000 

There  must  be  a  sufficient  distribution  in  and  around  New  York  and  an 
active  market  must  j.revail  in  the  vicinity 

'^r^tl^TZ  "7^V"=^7  ^^^"  i»  =i^t"«I  operation  for  not  less  than  2  vears 
and  shou    a  reconl  of  actual  and  satisfactory  earnings  for  such  period 

The  cc.mpany  must  have  established  and  continue  the  princir^e  oF f  rnishin- 
to   stockholders   periodical    reports    containing    balance    ih(H>ts    an  1    p"  d 

los^  statements.  certilie.I  to  by  independent  accountants  ' 

Balance  sheets  and  protit  and  loss  statements  covering  a  jieriod  of  not  less 
than    2   years    immediately    preceding   the   date   of   application    must    be   tiled 

"•;mh;d'smi^t;e'"s.:r-"''"'''f    ";    ^•"•"'^-    ^oodys!  o,:  Fi;cl""Ma!;uaL'^.i 
Mamlaul  Statistics    Service,  or  be  obtained  from  an   authorit-itive  snii.-c. 
There  must  be  furnished  a   hist<.ry  and   d(.s,.ription     F  1      lu^^^^^^^ 

tnhuted    an.l  a  statement  fron,  a  responsible  officer  of  the    •  um^^^^  !  ,v 

k;;:;;n";:;"s;;h'oK.""""'"^- ''  ""^'-  "^'  "^  -^^  -^^--  -•  -^'^  -  J'-^t;.;:;; 

Notice  is  giv.M.  to  the  .•ompany  in  advance  of  admission  to  unlisted  tradin- 
-.d   opportunity  given   to  apix-ar.     A  security  will  not  be  admUted  ole,    M.e 
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duly  authorized  <tbjectioii  of  the  company  when  evidence  i^^  furnished  of 
pending  financing  or  of  reorganization  or  of  purchase  of  properties  or  of 
exchange  of  securities.  An  independent  certified  public  accountant  employed 
by  the  exchange  analyzes  and  reports  to  the  committee  <m  financial  statements 
submitted. 

In  a  company  listing,  the  company  must  agree  with  the  exchange  to  maintain 
certain  standards  of  accounting  and  to  furnish  the  exchange  with  information 
in  respect  to  options  and  other  material  corpcjrate  purposes.  Thus  the  ex- 
change exei'cises  control  over  certain  corporate  activities.  At  the  same  time, 
the  seeming  defect  in  the  case  of  securities  admitted  without  company  agree- 
ment is  more  technical  than  real. 

Insofar  as  present  applications  for  unlisted  trading  are  concerned,  tl»e  com- 
panies must  have  established  and  continue  tlie  pi-actice  of  periodic  audits  by 
an  indepejident  public  accountant.  It  is  true  that  in  regard  to  securities 
admitted  prior  to  July  l!»3o  such  procedure  may  not  be  demanded.  At  the 
same  time  it  is  interesting  to  note  that  of  tlie  81!)  companies,  the  securities 
of  which  were  admitted  to  unlisted  trading  as  of  March  1,  1934,  iMH,  or  75.1i 
percent,  have  established  tliis  practice. 

The  tiieory  of  the  exchange  in  the  maintenance  of  its  unlisted  department  may 
be  stated  as  follows :  When  an  active  market  in  a  security,  which  meets  tlie 
qualifications,  exists  in  New  York,  the  public  is  better  served  by  having  that 
security  dealt  in  on  an  exchange.  The  inirchaser  or  seller  on  an  exchange 
deals  tlirough  a  broker  raemlter  acting  as  agent  who  makes  contracts  for  his 
cust<mier  with  otlier  membeii-:,  likewise  acting  as  agents.  A  .specified  commis- 
sion only  is  cliarged ;  the  transaction  is  inniiediately  made  public  by  means 
of  the  ticker;  purchases  and  sales  api)ear  tluoughout  the  country  in  the  daily 
]>ai)ers;  each  transaction  is  open  to  investigation  and  verification;  each  mem- 
ber is  subject  to  the  rules  and  discipline  embodied  in  tlie  constitution  and 
rules  of  the  exchange. 

Sections  11  and  12  of  the  present  iiill  will,  in  my  opinion,  in  practical  etfect 
end  this  valuable  service.  This  is  due  to  the  fact  that  S2  percent  of  the 
securities  dealt  in  on  the  exchange  come  under  the  so-called  "  inilisred  classifi- 
cation." Under  section  11  a  security  may  not  be  dej-.lt  in  on  a  national  exchange 
unless  in  addition  to  registering  the  security  with  the  Federal  Trade  ('(mi- 
mission,  the  issuing  com])any  makes  application  to  the  exchange  for  listing  and 
enters  into  certain  undertakings  with  tbe  exchange.  It  may  be  definitely  stated 
that  the  great  majority  of  corporations,  the  .securities  of  which  are  dealt  in 
unlisted  on  our  excbanuf,  will  not,  for  reasons  of  inditTerence.  trouble  involved, 
exi)ense,  or  otherwise,  apply  for  registration  on  our  exchange  under  the  pro- 
liosed  act.  The.se  .securities  will,  accordingly,  have  to  be  dropped  from  the 
exchange. 

The  problem  of  trading  in  unlistt-d  securities  uixm  an  organized  exchange 
cannot  be  considered  apart  from  the  provisions  of  section  14  relating  to  "  over- 
tlie-counter "  markets.  The  effect  of  sections  11  and  V2  would  be,  as  I  have 
said,  to  throw  the  majority,  if  not  all.  of  the  so-called  "  unlisted  securities  " 
now  traded  in  upon  the  New  York  Curb  Kxchange  into  the  over-the-counter 
market.  The  authors  of  tlu'  bill  recognize  that  they  cainiot  accomplish  the 
result  contemplated  i>y  this  Icgislatiou  unless  at  the  same  time  they  jirovide 
some  effective  means  of  regulating  the  ovei--ttie-counter  market.  This  they 
have  attempted  to  do  in  section  14  which,  apart  from  Jiny  constitutional  ques- 
tions, is  obviously  the  weakest  section  of  the  entire  bill.  Mr.  Corcoran,  in  his 
recent  appearance  before  the  House  Committee,  frankly  conceded  that  how  the 
over-the-counter  market  is  to  be  regulated  has  not  as  yet  been  worked  out. 
Indeed,  he  went  further  before  this  committee  and  admitted  that  none  of 
the  three  groups  which  has  studied  the  problem  has  been  aide  to  suggest  a 
plan  for  the  control  of  unorganized  markets. 

The  unlisted  department  which  exists  on  some  exchanges  and  iiarticularly 
on  the  New  York  Curb  Exchange  offers,  it  is  submitted,  the  only  effective 
machinery  so  far  suggested  fen-  the  effective  control  of  unlisted  sectn'ities  ;  that 
is  to  say.  of  securities  where  the  coin])anies  issuing  them  do  not  take  the 
initiative  to  have  them  registered  upon  an  exchange.  The  authors  of  the 
bill  frankly  propose  to  try  to  force  all  securities  to  be  registered  upon  an 
exchange  by  the  untested  method  of  differentiating  in  the  credit  which  may 
be  advanced  on  the  faith  of  the  two  classes  of  securities.  On  the  other  hand, 
the  unlisted  department  of  the  New  York  Curb  Exchange  offers  a  method  of 
17.')r)41-   34 — PT  l.j 44 
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regulating  the  purchase  and  sale  of  such  securities,  a  method  which  has 
been  proved  by  experience  and  found  to  be  adequate  to  a  very  high  de-ree 
It  IS  submitted  that  clearly  it  would  not  be  in  the  public  interest  to  legislate 
such  an  organized  market  out  of  existence  unless  there  exist  clear  and  well- 
defined  pJans  for  the  substitution  of  something  better.  So  far  nothing  better 
has  been  proposed.  '^  uenei 

Apart  from  the  questions  generally  presented  by  section  10  of  the  bill  the 
por  ion  thereot  dea.ing  with  specialists  has  a  different  application  on  tlie  curb 
exchange  from  that  on  the  New  York  Stock  Exchange.  I  arises  bv  re  son  of 
the  fact  hat  on  our  exchange,  as  well  as  on  other  exchanges,  a  specla?£t  ?n 
full  lots  IS  a  specia  1st  in  odd  lots.  It  is,  accordingly,  essentialtf  owners  and 
purchasers  of  odd  lots  of  our  securities  are  to  receive  or  pav  a  mice lahlv 
?Sn?)?«^'  ot  values,  that  the  specallst  should  not  be  prohibited  in 
lulh  hng  his  odd   lot  obligations  from  purchasing  and  selling  other  than  on 

cu7es  an'^ord'eMn  IXrlTZT''-     ''^  T  '^''^'^^^  ^^^^^^  ^  speciaHst  ex'e^ 
cures  an  oidei  in  a  full  lot  he  becomes  automatically  bound  to  take  all  market 
orders  on  his  books  in  odd  lots  and  all  other  orders  in  odd    ots    whicl    are 
with  a  differential  charged  for  odd  lot  trading,  below  the  price  of  thl  full  lot 
A  specialist  must  necessarily,  accordingly,   be  so  placed  that  he  may  imme-' 
pW.^  "P"n  executing  a  full  lot  take  or  furnish  all  odd  lots  whfch  the  fim^o 
of  s tool-s  ?n  tifTh  ^^  """'^  necessarily  be  long  or  short  of  a  sufficient  numbeJ 
fnu  I  .      -n  ^eet  the  exigencies  of  the  situation.     It  may  be  that  the  ><ale  of  a 
full  lot  will  require  h.m  to  take  hundreds  or  thousands  of  sha?es  in  odd  Tots 
To  be  prepared  to  do  this  and  to  make  delivery  promptly,  he  must  make  the 
necessary  commitments.  ""^flij',  ue  mubc  ludKe  me 

Congress  seeks  through  Federal  legislation  to  protect  the  interests  of  the 
investing  public  of  the  United  States.  This  pritection  shoikl  not  bo  cal 
culated  o  impair  the  right  of  an  investor  to  purchase  or  to  seHoi  to  borrow  to 
control  business  generally,  or  to  restrict  the  exchanges  and  the  r  members  fn 
the  -iDerformance  of  useful  and  necessary  functions.  The  essentSl^  of  tl  p 
prelection  desired  lie  in  fair  practices  on  an  exchange,  and  infonnat  on  avS^ 
«nffi.-o  .^^'^  P"^^'^  in  respect  to  corporations  whosrsecurities  aie  dea?t  in 
of^he  natnre'oTthf ''  /"  "'?'""''^^  *^  ^''^  *^  i'^^^-^to^'  adequate  knowledge 

pirs^^trbi^tE^^K.;^^^ 
^==o;^^^^-i^-^^ 

<le^;  ni„e"wh?T'„f^',;'j;:V,^lfif  |'"S,''-  ,-»";■»?  ">«  Pencimg  bill   to 

the  provisions  of  .Section  8  of  ?h?  nefd^ni  hfn  *"     •''^"  P^"""''!^'"^  to  clarity,  of 

^'¥jr -,r^;:-4  €SSlril -•?  ""7  "^""- 

respecting    „,„,■«!„    ie,|„i,-ol,ientrtS  e«ali™     <Tf '  ea  St-         iTT"",- 1'"'=^"?"^ 
that   insofar   as  ti.ere  >,„s   Jo'en^'  no'''^„Uy,I\,s'=if  Siorirl-lat^ri': 
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necessity  for,  or  manner  of,  the  regulation  of  these  matters,  that  a  commis- 
sion be  appointed  by  Congress  to  which  these  subjects  should  be  referred  for 
consideration  and  recommendation.  This  commission  would  give  an  oppor- 
tunity to  be  heard  to  all  those  who  might  be  directly  or  indirectly  affected  by 
the  laws  or  rules  to  be  adopted  and  would  have  before  it  the  various  formal 
reports  which  have  been  issued.  This  commission  would  report  to  Congress, 
which  would  then  decide  whether  or  not  certain  activities  and  functions 
should  be  directly  covered  by  statute,  and  if  so  in  what  manner  and  to  what 
degree,  or  should  be  left  to  the  general  discretion  of  a  regulatory  body. 

This  Congressional  commission  might  wisely  consider  when  and  under  what 
■conditions  a  security  should  be  dealt  in  on  a  national  exchange.  If  its  recom- 
mendations might  be  awaited,  sections  11  and  12  with  their  devastating  result 
in  respect  to  so  many  securities  now  dealt  in  unlisted  on  exchanges  through- 
out the  United  States,  would  not  be  suffered. 

If,  however,  it  be  deemed  by  Congress  essential  to  the  protection  of  the 
public  to  provide  for  registration,  it  is  respectfully  submitted  that  the  advan- 
tages to  the  public  of  an  exchange  market  for  securities  might  be  preserved 
if  section  11  were  amended  to  provide  for  the  registration  of  securities  by 
corporations  with  the  Federal  Trade  Commission  only,  but  that  no  security 
might  1)6  registered  for  dealing  on  a  national  exchange  unlpss  the  company 
had  completed  registration  with  the  Federal  Trade  Com.mission.  The  Com- 
mission would  be  re(iuired  to  furnish  to  an  applying  exchange  copies  of  the 
Information   on  file,  upon   receipt  of  a   reasonable  charge  therefor. 

There  would  also  be  introduced  an  additional  section  authorizing  dealings 
on  exchanges  in  securities  other  than  securities  registered  for  dealing,  under 
sucli  rules  and  regulations  as  the  Federal  Tratle  Commission  might  adopt. 
The  bill  might  further  provide  that  quotations  of  securities  should  clearly 
indicate  such  as  were  n^gistered  for  dealing  and  sucli  as  were  admitted  to 
dealing.  Such  a  modificarion  would  preserve  under  proper  rules  the  markets 
in  securities  such  as  are  now  traded  in  unlisted  on  the  New  York  Curb 
Exchange. 

I  cannot  believe  that  the  members  of  your  committee  desire  legislation 
which  will  deprive  the  investing  puldic  of  the  United  States  of  the  advantage 
of  continuing  to  buy  or  sell  unlisted  securities  on  the  New  York  Curb  Ex- 
change, which  has  for  so  many  years  furnished  the  national  market  t  lerein. 
It  is,  accordingly,  urged  that  the  matter  of  the  requirements  for  admission 
to,  and  continuance  of,  dealing  generally  in  securities  on  an  exchange  be  sub- 
mitted to  a  connnissi(;n  for  study  and  reconunendatlon.  I'.ut  if  that  be  deemed 
inexpedient,  that  sections  11  and  12  be  aniende<l  in  the  public  interest  to  allow 
the  continuance  of  trading  on  an  pxchange  under  jiroper  requirements  of 
securities,  tlie  issuing  companies  of  which  do  not  see  lit  to  apply  for  listing. 

Before  elaborating  further  on  our  unlisted  securities,  I  desire  to  call  the 
attention  of  t.ie  counnittee  to  the  fact  tliat  there  are  dealt  in  on  the  New 
York  Curb  Exchange  a  gi'cat  number  of  so-called  "American  depositary  re- 
ceipts"  for  shares  of  stock  in  foreign  companies.  There  are  outstanding  up- 
wards of  7,022,785  of  such  receipts.  In  the  year  1933  nearly  4,414,953  shares 
represented  by  such  receijits  were  dealt  in  on  our  exchange.  Each  of  these 
stocks  is  listed  on  the  London,  Amsterdam,  Paris,  Berlin,  or  Milan  stock  ex- 
change. It  is  inconceivable  that  the  companies  whose  stocks  are  thus  held 
in  the  form  of  receipts  in  this  country  would  tile  the  information  required  by 
the  bill.  Corporate  reports  and  information  are  on  tile  with  the  exchange 
as  well  as  with  the  American  depositary. 

In  foreign  bonds  in  1933  upwards  of  74  million  dollars  worth  were  dealt  in 
on  our  exchange.  It  would  hardly  be  the  purpose  of  Congress  to  force  such 
se  urities;  from  dealings  on  an  exchange  which  represents  the  market  therefor 
and  to  throw  the  holders  of  the  American  receipts  and  bonds  into  such  out- 
side market  as  might  develop.  It  is  respectfully  submitted,  accordingly,  that 
in  any  event  an  exception  should  be  made  for  such  receipts  for  foreign  stocks 
and  for  such  f(U'eig;i  bt^nds  as  may  be  a' ready  outstanding. 

The  exchange  desires  to  express  its  appreciation  of  the  opportunity  afforded 
it  by  the  committee  to  present   these  views  and   the  views  expressed  in   the 
accompanying  statement  in  respect  to  exchange  trading  in  unlisted  securities 
which  it  files  herewith  and  requests  that  it  be  made  a  part  of  the  record. 
Respectfully  submitted. 

New  York  Curb  Exchange, 

March  5,  1934.  E.  Burd  Grtjbb,  President. 
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New  York  Curb  Exchange 


h   ^ 


jr    V    I 


Application  Blank 


Stocks 


FOR    ADMISSION    TO    UNLISTl T)    TRADING 


Application  is  hereby  made  by 

^       J.T-         ,     .      .                                                                  (Name  of  Regular  Mpmhpr^ 
for  the  admission  to  Unlisted  Trading  of  the '^«uuir  Aiemoer) 

Q^__ (Class  of  Stock) 

(Name  of  Company) 
1.  Are  you  a  registered  holder  of  the  stock  herein  applied  for? 


(See  Requirement  10.) 


2.  Do   you    agree    to    continue    as    a    I'eiiistered    '^tnr-thfvirioT'    .,,.,1    +      * 

promptly  to  the  Secretary's  Office  -lYie^of  all  Co^tf  Lid"  ot?ef which 
the  company  may  distribute  to  its  stockhohlersv  ^  ' 

(See  Requirement  17.) 


Ihe  following  information  should  he  inserted 

Location   of  executive  oflHce : 

Locati(Mi    of   property: 

Nature  of  business:! _" !__ 

When   and  where  incoriiorated : 

(See  Requirement  1.) 

Transfer    agent: ■____ 

Registrar   (must  be  a  corpoi-ation)  • 

Annual  meeting : 

Fiscal  year  ends  : 


Clas 


Shares 
Authorized 


CAPITAL   STOCK 

Shares 
( >utstandinir 


Shares 
Unissued 


Par 
Value 


rloi  ,ni      outstanding  shares  and  unissued  shares  of  lu^y  "class"  o7 "stock 

oes  not  equa    the  amount  of  authorized  shares,  kindly  attacii  a  iufrate 

ruler   explanung   in   detail    the   status   of   the     hares^;J  'accouS   ?or 


--Non-assessable? Does 


above. 

4.  Are  the  shares  fully  paid? 

liability  attach  to  ownership ?_ 
•'.  Jj'  ^•'>;'^  <-l="^«  (or  classes)  of  stock  is  Voting"po^V^ted? 
«..  Has  the  company  any  bonds  or  notes  authorized? If  rso^spTc'lfy 


personal 


^'  ^'nnn!'.''-'!'"'""'"'-''  "^'  ^^'"^  ^■*'^'l''''-«fion"pi^Vi;i7ui;rt"a7leasTTen""^^^^^^ 

"^^^^n^  rZ^SS:^'^    ^"    -^--^    «^   -"^    annual's  ^iSl 

'■  '"he ';LsSl'?u''h?'ev^t'oJ'T^'ri  P'*^^^^  thai" thr;tock- transfer "Gooks 
sa  tor  how  long'  "^"^  "*  "'"  declaration  of  a  dividend? if 

10.  Has^h,>^.dK.^^..am^^^^^^^ 

accountants?  _L!'_'         ''^^'''     '^'^'^^'^     ^^     ^^     independent 

(See  Requirements  2  and  1)  ) 

"rs,'Mi,';;,t;;,!;s"3'""""  ""■"'■'"^ "'  "^  "'^"<'  '"■'■'■'" """"-'  f-'-' 

If  so.   by  whom? 

At  what  i)rice? 
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14.  Is  the  issue  listed  or  dealt  in  upon  another  excliange? If  so, 

where? 

15.  Is  there  a  present  active  marl^et  for  tlie  stoel<  in  New  Yorlv  CityV 

1(5.  Wliat  is  the  present  market  (luotation  for  the  issueV 

(a)    On   said   Exchaii,ireV 

(h)    Over  the  counter  in  New  York? 

17.  State  the  approximate  present  daily  volume  of  dealiu.ij;s  in  the  issue. 

(a)  On   said   ExchangeV 

(b)  Over  the  counter  in  New  York? 

Note:  In  connection  with  Questions  12  to  17  above,  see  Requirements  11, 
12  and  16. 

18.  Give  the  names  of  houses  in  New  York  City  dealing  in  said  issue? 

19.  Has  the  company  any  options  or  agreements  of  similar  nature  in  force? 

If  so,  furnish  copies  thereof.     ( See  Requirement  19. ) 

20.  Give  the  names  and  addresses  of  the  officers : 


21.  Give  the  names  and  addresses  of  the  directors : 


22.  Has  the  company  ever  applied  for  the  qualification  of  its  shares  in  any  state 

and  been  rejected? 

23.  From  what  source  did  you  obtain  the  financial  statements  which  you  have 

sul)mitted  in  conformity  with  Requirement  No.  5? 

24.  Frcmi  what  source  did  you  obtain  the  history  and  business  which  you  have 

submitted  in  c»mformity  with  Requirement  No.  6? 

25.  From  what  source  did  you  obtain  the  record  of  dividends  wliich  you  have 

submitted  in  confoi-mity  with  Requirement  No.  7? 

26.  From   what   source  did   you   olitain   the   tabulation    re   funded    indebtedness 

which  you  have  submit tt>d  in  conformity  with  Requirement  No.  8? 

27.  Do  you  agree  to  furnish  such  further  information  in  resjiect  to  the  above 

named  securities  as  may  be  requested  l»y  the  Secretary? 

28.  Do  you  agree  to  us  ycmr  best  efforts  to  maintain  an  orderly  market  in  this 

issue  if  admitted  to  dealing? 

\  Signed 

(Name  of  Regular  Member) 
Date 

NoTB.^In  addition  to  answeriiifi  all  questions  fjiven  above,  aiiplicant  nienil)pr  must  also 
submit  all  further  data  specified  in  the  requirements. 

The  Committee  on  Listing  recommeu<ls  to  the  Board  of  Governors  that  the 
above  described be  admitted  to  unlisted  trading. 


Chairman. 


Np:w  Youk  Cubb  ExciiAXCiE 


REQUIREMENTS    FOR   RECtT^AR    MEMBEItS    RE  AI)MISSIO.\    OF    STOt^KS    TO    UNLISTED 

TF{AI)IN(; 

The  following  is  a  list  of  data  to  be  furnished,  and  of  requirements  to  be  con- 
formed to,  by  regular  members  in  applying  for  the  admission  of  stof;ks  to  un- 
listed trading.  No  requirement  ma.\'  be  modified  unless  impossible  of  strict 
comv)liance  due  to  conditions  beyond  control  of  the  applying  member:  should 
such  condition  or  conditions  exist  a  detailed  explanation  of  the  same  must  be 
furnished.  The  following  recpiirements  do  not  appl.v  to  "Rights",  "Warrants" 
or  to  "Split  ups  "  or  to  substitutions,  or  to  readjustments  of  capital  structure, 
et  cetera,  including  reorganizations  in  respect  to  securities  listed  upon  the  New 
York  Stock  Exchange  or  listed  or  admitted  to  trading  on  the  New  York  Curb 
Exchange. 


r  ft?  'f 
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The  Committee  expects  that  members  will  not  file  applications  for  the  admis- 
sion to  unlisted  trading  of  stocks  of  corporations  which  are  not  nationally  or 
internationally  known,  unless  there  is  sufficient  distribution  in  the  Eastern 
States,  particularly  in  and  around  New  York,  to  warrant  the  belief  that  an 
active  market  exists  in  New  York  City. 

No  stock  will  be  admitted  to  unlisted  trading  the  authorized  issue  of  which. 
IS  less  than  10O,0€O  shares,  of  which  at  least  25,00  shares  of  free  stock  must 
be  m  the  hands  of  the  public.  ^^av 

1    The  Company  must  liave  been  in  actual  operation  for  not  less  than  two 
(2)  years  and  show  a  record  of  actual  and  satisfactory  earnings  for  such  period 
If,  however,  a  new  Company  has  taken  over  the  assets  of  an  old  Company' 
Itself  incorporated  and  sho^xing  a  record  of  actual  and  satisfactory  earnings- 
for  two  (2)  years,  the  prior  period  may  be  considered.     This  period  need  not 
howeveiN  be  essential  in  the  case  of  Investment  Trusts  whose  portfolios  consS 
of,  or  of  Holding  Companies  whose  capital  is  invested  in  securities  of    Com- 
panies winch  themselves  have  been  in  operation  for  the  period 
i,i' J^ltJ^M'?^i"^  "'"^-  ^v ''^,  established  and  continue  the  principle  of  furnish- 
ng  to  stockholders  penodical  reports  containing  balance  sheets  and  profit  and 
loss  statements,  certified  to  by  independent  accountants  (in  any  event   not  less 
than  once  a  year).  j  c»<;ui.,  uul  lesss^ 

4  The  applying  member  must  fill  in  the  answers  to  all  questions  appearin- 
injhe  application  blank  and  sign  such  application  blank  appeann, 

0.  Financial  Statements.  Balance  Sheets  and  Profit  and  Loss  Statements 
covering  a  period  of  not  less  than  two  (2)  years  immediately  preceding  the  date 
of  app  ication.  This  data  must  be  transcribed  from  Poor's  Manual  Moody'l 
Manual,  Fitch's  Manual,  or  Standard  Statistics'  Service,  or  be  obtained  from 
an  authoritative  source.  The  applying  member  shall  attach  a  certiSe  sta  ine 
the  source  from  ^^  Inch  such  data  has  been  obtained  u^tare  stating 

6.  Plistory  and  description  of  business  from  inception  to  date  with  certificate 
obtainer      '^"'^'''"  '^''''^'''S  ^he  source  from  which  the  informltion  has  been 

S.  Fundetl  IiidebttHlness.  A  tabulation  showing  In)  full  title  and  rlnfp  nf 
issue  of  each  M  or  .series,  (b)  date  of  maturity,  1c)  interest  date  Jnd   uteresf 

rif|t/^"^o<,'{tr;Stihi;:vx"is?t'zf 'etf  "^"'  <='•  "'"-'^'^"^ '"' 

o/Li'ZZXr'"  °'  ^'"*  '""'^™'^  """''  ^'"->  ■■epreS';g"the  clas. 
.„V'  ^.."jesfit  active  market  must  prevail  tor  the  stock  in  New  Tort  ritr 
member'"*"'"'^  <=""<>■=«  '»  tWs  effect  must  be  submTtted  bf  ,le  applSSt 
^^la  A  statement  ot  the  approximate  p.esent  daily  volume  ol'  dealings  in  New 

or'^egit^raroy'suc^^s'tock  of  ,'Ll  "'1  '■"""?°"''-  "'  "■<""  "«■  "<'''<''"  «?""' 
Shares  „^  e^clfeirot^Sk^npi'lfedT'S;  %J^^'^'^  """"•^  "'-  "^^ 

14.  ^ame  of  Transfer  Agent 

ir'  ^J'T  °^  I^egistrar  (must  be  a  corporation). 

16.  If  this  Lssue  IS  traded  in  on  other  Exchanges,  furnish : 

(a)  Names  of  Exchanges. 

(b)  Approximate  daily  volume  of  dealings 

o.5ip;s;S\:iprs!s!?iSsi:;';j;'^-s,:s,!^'t^?sts^S?r-'- 
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merated  above),  as  it  appears  in  Poor's  Manual,  Moody's  Manual,  Fitcli's  Man- 
ual, or  Standard  Statistics'   Service. 

19.  A  statement  from  a  responsible  officer  of  the  company  as  to  any  out- 
standing company  options,  if  any,  or  of  any  options  or  calls  on  the  stock  known 
to  said  officer. 

20.  All  information  must  be  delivered  to  the  Secretary's  Office  at  least  one 
week  prior  to  a  meeting  of  the  Committee. 

In  addition  to  the  above  requirements,  the  following  si)ecial  requirements 
shall  apply  to  requests  for  the  admission  to  member  listing  of  stocks  of  foreign 
corporations. 

FOEEaCN    CORPORATIONS 

(a)  Relative  to  Requirement  #5  above,  in  filing  an  application  for  the  admis- 
sion to  unlisted  trading  of  securities  dealt  in  on  foreign  Exchanges,  if  no  infor- 
mation regarding  the  company  is  contained  in  any  of  the  Manuals  mentioned 
in  Requirement  #5  above,  the  Committee  will  consider  data  as  taken  from  the 
following  publications : 

"  Stock  Exchange  Year  Book"  (London  Stock  Exchange). 

"  Gids  bij  de  Prijscourant  van  de  Vereeniging  Voor  Den  Effectenhandel " 

(Amsterdam). 
"  Saling  Boersen  Jahrbuch  "   (Berlin). 
"Annuaire  Desfosscs  "'   (Paris). 
If  any  of  the  data  furnislied  is  in  a  foreign  language,  an  English  translation, 
authenticated  to  the  satisfaction  of  the  Committee,  must  be  furnished  of  all 
necessary  data. 

(b)  The  Committee  will  only  admit  to  trading  a  foreign  security,  the  nominal 
value  of  which  is  expressed  in  terms  of,  or  the  income  from  which  is  payable 
to  security  holders  in,  a  currency  which  is  on  a  gold  basis. 

(c)  Upon  approval  of  any  foreign  shares,  request  for  the  admission  of  which 
to  unlisted  trading  has  been  made  by  a  regular  member,  such  shares  will  be 
admitted  to  such  trading  only  in  the  form  ot  certificates  issued  by  an  approved 
American  institution  or  by  the  American  branch  of  an  approved  foreign  institu- 
tion, based  upon  the  deposit  with  a  foreign  correspondent  of  the  original  foreign 
shares. 

(d)  In  case  of  foreign  shares,  the  Committee  will  give  consideration  to  all 
matters  affecting  the  marketability  of  the  shares  and  the  facility  with  which 
domestic  and  international  transactions  may  be  effected  therein. 

As  amended  to  July  5th,  1033. 

B-45 

New  York  Curb  Exchange, 

Office  of  the  Seceeiary, 

Julu  5,  1933. 
To  the  Members: 

At  a  Special  Meeting  of  the  Board  of  Governors  held  today  the  following 
resolutions  were  adopted : 

Resolved,  (hat  in  advance  of  admitting  to  imlisled  trading  notice  shall  be 
given  to  the  (Jompany  whose  securities  it  is  proposed  to  admit  to  unlisted  trad- 
ing, and  opportunity  given  to  appear  before  the  Committee  and  present 
objections,  if  any. 

Resolved  further,  tliat  no  security  will  be  admitted  to  \inlisted  trading  over 
the  duly  authorized  objection  of  the  Company  whose  securities  it  is  propo.sed  to 
admit  to  unlisted  trading  when  evidence  is  furnished  of  pending  financing  or 
of  reorganization  or  of  purchase  of  properties  or  of  exchange  of  securities. 

Resolved  further,  that  if  the  authorized  issue  of  a  stock,  except  preferred 
stocks  entitled  in  liquidation  to  not  less  than  one  hundred  dollars  ($100.00)  per 
sh;tre,  be  reduced  below  100,000  shares,  the  stock  will  be  removed  from  unlisted 
trading. 

Resolved  further,  that  the  Board  of  Governors  shall  pass  on  all  applications 
for  admission  to  unlisted  trading. 

Resolved  further,  that  an  independent  certified  public  accountant  shall  analyze 
financial  statements  supplied  in  the  case  of  the  application  to  admit  a  security 
to  unlisted  trading. 

Resolved  further,  that  if,  as  a  result  of  such  analysis,  or  otherwise,  it  shall 
appear  to  the  Board  of  Governors  that   such   statements  are  incomplete  or 
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inaccurate  in  any  material  aspect,  and  such  omissions  and/or  inaccuracies  are 

iZJ.     ,   f'  'IT  "^'IV^l^'  "^  '^"*^"'^*'"  ^^^^^1'  ""^  "^  admitted  to  unlisted  t mdiio 
^vltZ  T^  /«'-^/^e/-     ha     a  security  will  not  be  admitted  to  unlisted   ti-adhig 

heie  the  issue  authorized  is  .irreatly  in  excess  of  that  outstanding  at  thf 
time  of  application,  unless  the  Company  will  agree  to  notifv  the  Exchange 
ot  the  issuance  of  sucli  additional  security;  and  that  if  the  1  o-.rd  of  Covp -no? 
IS  not  satisfied  with  the  circumstances  sun-oundi^J  uJh  ad^^i  o^i^Ms^ue^^^^^^^ 
the  additional  security  is  actually  issued,  the  security  already  AlmUftl  in 
unlisted  trading  will  be  removed  -ccuiitj    alleaa.^    admitted   to 

Resolved  further,  that  all  removal  or  suspension  notices  of  securities  shall 
P^n'/^'\  ''^  '  f  '^■'''^'"  ii^^^i^'liately  they  are  removed  or  susiSu  ed 
Resolved  fi, all!,,   that  fully   listed  securities  removed   from   iSn-  will  not 

unlS^^Sn^  ""^"'^^  '^^^^"^  ""'-^  -^^  ---t->^  are  auaimed  ^^r^iS 
Do  not  destroy.     File  for  future  reference.    '"'^'^"''^  ^    ^ '"'"''''  'Secretary. 


New  York  Curb  P]xciiange 

APPLICATION    BLANK    FOR    ADMISSION    TO    UNLISTED    TRADING 

Applicati<m  is  hereby  made  by 

Unlisted  Trading "   ^^Na^f^cj^^I^^i^^y 

(^^■■^^^e^i  Company)  ""lAmo-unfout'standhrgT 


BONDS 


-for  the  admission  to 


(Title  of  issue) 


(Interest  Rate) 


renm?.''  ^  .""^rr  '"  ^"''"^"^^  promptly  to 'the  Secretary's  oSeTopfe 
iuJrenU  ir  )ll'_r"T"''    ""'   '"'''''"'"    '*'    ^'^    sto^-kholdeil-r^ 


(Maturity  Date) 

copies  of  all 
;See   Re- 


Location  of  prop- 


2.  The  following  information  should  be  inserted  • 
Location   of  executive  office: _' 

\\'/ ' ~i~~, Nature  of  business: 

\\hen  and  where  incorporated:    (See  Requirement  1.) 

Names  and  Addresses  of  Trustee  (s)  •  a" ", 

ing-  xiusife  (s)  ._ Annual  meet- 

.iift Fiscal  year  ends  :__ 


CAPITALIZATION 

Class 

Authorized 

Outstanding 

Unissued 

Par  value 
(of  stocks) 

- 

Are  the  shares  fully  iiaidv 

■  V^ • Non-assessable? 

Uoes    personal    liability    attach    to    ownership-^ 
vest^edr::::::::;;-----    ^"  '''^^"^  ^^^^^   (or  classes)   of  stock  is  voting  power 

has  b''een%';;fppeT''"'''^^  ''  *^^^  '^^"^^  "^''"^^  -"  ^^hich  transfer 

(£e^^:Z.;nl':::^±^^^_^'''''^  «^  tl^lssue-iie^in  applied   for? 

If  so,  by  whom? 

At  what  price? ~_ 
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8.  Is  the  issue  listetl  or  dealt  in  upon  another  exchange? If  so, 

where? 

9.  Is    there    a    present    active    market    for    the    Bonds    in    New    York    City? 


10.  Wliat  is  the  present  market  quotation  for  the  issue? 

(a)  On  said  Exchange? 

(b)  Over  tlie  counter  in  New  York? 

11.  State  the  approximate  present  daily  volume  of  dealings  in  the  issue. 

(a)  On  said  Exchange? 

(b)  Over  the  counter  ni  New  York? 1 

Note. — In  coiuiection   with   Questions   6  to   11   above,   see  Requirements   12, 
13  and  16. 

12.  Give    the   names   of   houses   in   New    York   City    dealing   in    said    issue? 


14.  Give  the  names  and  addresses  of  the  officers  :_. 

15.  Give  the  names  and  addresses  of  the  directors: 


If).  Has  the  comi)any  ever  applied  for  the  qualification  of  its  securities  in 
any  state  and  been  rejected? 

17.  From  what  source  did  yon  obtain  the  financial  statements  which  you 
have  submitted  in  conformity  with  Requirement  No.  5? 

18.  From  wliat  souice  did  you  <)l)tain  the  history  and  business  which  you  have 
submitted  in  conformity  with  Requirement  No.  (5? 

1!t.  Fi'om  what  source  did  you  obtain  the  record  of  dividends  which  you  have 
submitted  in  conformity  witli  l{e<iuiremeiit  No.  9? 

20.  From  wbat  souriv  did  you  ol)tain  the  tal)ulations  rr  funded  indebtedne.ss 
which    you    have    submitted    in    conformity    with     Recpiirements    8    and    10? 


21.  Do  you  agree  to  fuiMiish  sucli  further  information  in  respect  to  the  above 
named  securities  as  may  Ite  re(iuested  i)y  the  Secretary? 

22.  Do  you  agree  to  use  your  best  efforts  to  maintain  an  orderly  market  in 
this  issue  if  admitted  to  dealing? 

Signed 

(Name  of  Regular  Member) 
Date 

Note. — In    addition    to   answering   all   questions    given    above.    ai)plicant   member    must 
also  submit  all  furtlier  data  specified  in  the  ^requirements. 

The  Committee  on  Listing  recommends  to  the  board  of  Governors  that  the 
above  described be  admitted  to  unlisted  trading. 


Clmirman. 


BONDS 

New  York  Curb  Exchange 
kecjulkeiments  for  rec.rl.\r  membehss  re  .\i)mission  ok  bonds  to  vnijsteii) 

TRADING 

The  following  is  a  list  of  data  to  be  furnished,  and  of  requirements  to  be 
conformed  to,  by  regvdar  members  in  applying  for  the  admission  of  bonds  to 
unlisted  trading.  No  recpiirement  may  be  modified  uidess  impossible  of  strict 
compliance  dui'  to  conditions  beyond  control  of  the  applying  member:  siiould 
such  condition  or  conditions  exist  a  detailed  explanation  of  the  same  must  be 
furnished.  The  following  reciuirements  do  not  apply  to  "Rights".  "Warrants" 
or  to  "  Split-ui)s  "  or  to  sul)stitutions.  or  to  readjustments  of  capital  structure, 
et  cetera,  including  reorganizations  in  respect  to  .securities  listed  upon  the  New 
York  Stock  Exchange  or  listed  or  admitted  to  trading  on  the  New  York  Curb 
Exchange. 

The  Committee  expects  that  members  will  not  file  applications  for  the  admis- 
sion to  unlisted  trading  of  bonds  of  corporations  whicli  are  not  nationally  or 
internationally  known,  unless  there  is  sufficient  distribution  in  the  Eastern 
States,  particularly  in  and  around  New  York,  to  warrant  the  belief  that  au 
active  market  exists  in  New  York  City. 
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No   bond  will   be   admitted   to   unlisted   trading   of   an    issue   of   less   than 

1.  The  Company  must  have  been  in  actual  operation  for  not  less  than  two  (2) 
years,  and  show  a  record  of  earnings,  satisfactory  to  the  Committee,  for  such 
period.  If,  however,  a  new  company  has  taken  over  the  assets  of  an  old  com- 
pany, itself  incorporated  and  showing  a  satisfactory  record  of  earnings  for  two 
(2)  years,  the  prior  period  may  be  considered. 

2.  The  Company  must  have  established  and  continue  the  principle  of  fur- 
nishing to  stockholders  periodical  reports  containing  balance  sheets  and  profit 
and  loss  statements,  certified  to  by  independent  accountants  (in  any  event 
not  less  than  once  a  year).  ' 

3.  No  bonds  will  be  admitted  to  unlisted  trading  for  at  least  six  months  sub- 
sequent to  the  date  of  public  offering  unless  previous  to  the  expiration  of  said 
period  the  Company  and/or  its  bankers  approve  or  the  issue  has  been  listed 
upon  another  exchange. 

4.  The  applying  member  must  fill  in  the  answers  to  all  questions  appearing 
in  the  application  blank  and  sign  such  application  blank. 

5.  Financial  Statements.  Balance  Sheets  and  Profit  and  Loss  Statements 
covering  a  period  of  not  less  than  two  (2)  years  immediately  preceding  the 
date  of  application.  This  data  must  be  transcribed  from  Poor's  Manual 
Moody  s  Manual,  Fitch's  Manual,  or  Standard  Statistics'  Service,  or  be  ob- 
tained from  an  authoritative  source.  The  applying  member  shall  attach  a 
ceitificate  stating  the  source  from  which  such  data  has  been  obtained 

6.  History  and  description  of  business  from  inception  to  date,  with  certificate 
been^SJtaSed"'^"^         specifying  the  source  from  which  the  information  has 

7.  Copy  of  the  Mortgage  or  Indenture  certified  to  by  the  T'rustee 

A  f'-t^T'^n^lZ.'^^^Z^F^'''''  °^  ^^^  ^^^"^  ^PPli^'l  t'o^"'  including  the  following: 
^  I^J  ■     .  ',  ^^^  amount  applied  for  (whether  temporary  or  permanent) 

denomina  ions  and  numbers;  (3)  amount  authorized  Ind  outstanding;  (4) 
whether  bonds  are  coupon  (registered  as  to  principal)  or  registered  inter- 
Lcurlues  aSte'iSr^'"''"'    ^'^    exchangeability  or  convertibility  into  other 

B   (1)   Date  of  issue  and  maturity;    (2)   interest  rate;    (3)   places  at    and 

?erable  7.7S'''/"'.'''f  ^"^P^"^^^^^^^^'  ^^^  '''''''•'  registerabfe  or  rans 
ferable  (o)  kind  and  standard  of  money,  and  options;  (6)  tax  exemptions- 
(7)    whether  redeemable  or  purchasable  in   whole   or  part   brsinSg  ±und 

n.hPilT-'^'  Sr^^^-i'\^   '^'"*"^'    ^^^    ^'^'^'    (^')    ^^^^-^tion  and  place  of  pub 

hshed  notice;  (8)  specified  reservation  of  stock  for  conversion  ^  "    i«" 

C  Frovis'ions  for  declaration  of  principal  due  and  payable  in  event  of  default 

Jn/Kr'co'L't;S^'t..Sstef  ^'-  •'='"""^'  "■">  -'-■ 'percentage  o'.lSnt 

I  i^ss  ;]e\S.,^'uor;F°Se1is;t 'S^S/i=f  °;\,?.e?ai  ■"■'"■-^^• 

fn  d.^f  1"""  '"""""  "'  ""'"^'''is  on  111  classes  ot  stock  from  mitlal  payment 
™.?a    V      ■"■'"?,""*■,'"="'  ''"'e,  rate  aud  amouut  ot  each  (li^M(lem^    "vitli  a 

S'£t'fo?ir„Sn"„'.trer'"  '"""'"■  ^""™'""-  "'^  -"■« '--  "'■"=!'*« 

10.  Funded  indebtedness.     A  tabulation  showing   (a)   full  title  and  date  of 
mfyme'nVtHtc'^JdT  aSn/'?  jlate  of  maturity,  fc )  iiltei^est  date  anS  hiVetes 
Kf  eadi  fcno^  rn  IZ  -V.^"^^*?^^^         ""^  ^^'^^'   ^■^^"^'    (^)    «"^«"nt  outstand- 
Hfn^h'^'^^^^^  (.)  provisions 

11.  An  olhcial  copy  of  the  latest  annual   report  of  the  cornorifion   ii,   fho 

^nrf'.iftiFf^''"^  ''''*'?  "''''^^'  ^"^t  '^r^^'-^^l  f«r  »ie  bonds  in  New  York  Citv 
Siber      "       ■''  '"''"'"  '"  ""^  '''''''  "^"^t  be  submitted  byThe  applicant 

New'Y^or?'''""'""*^   "^  "''^  approximate   present   daily   volume   of  dealings   in 

<^ei^-oV;i^Z^  ^Z^""  '""'^'^  '''^  ^"'"-^"-  -^t^  -tisfactory  evi- 
15.  Name(s)  of  Trustee(s). 
IG.  If  this  issue  is  traded  in  on  other  Exchanges,  furnish: 
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(a)  Names  of  Exchanges. 

(b)  Approximate  daily  volume  of  dealings. 

17.  Furnish  an  agreement  to  submit  promptly  to  the  Secretary's  Office  copies 
of  all  reports  distributed  by  the  company  to  its  stockholders. 

18.  A  signed  typewritten  transcript  of  all  information  relative  to  the  com- 
pany applied  for  (other  than  that  furnished  in  answer  to  requirements  enumer- 
ate above)  as  it  appears  in  Poor's  Manual,  Moody's  Manual,  Fitch's  Manual, 
or  Standard  Statistics'  Service. 

19.  All  information  must  be  delivered  to  the  Secretary's  Office  at  least  one 
week  prior  to  a  meeting  of  the  Committee. 

As  amended  to  July  5th,  1933. 

Statement  of  E.  Bukd  Grubb,  President  of  the  New  York  Curb  Exchange, 
IN  Respect  to  Exchange  Trading  in  Unlisted  Securities  as  Affected  by 
,  S.  2693  and  H.R.  7852    . 

new   YORK    CURB   EXCHANGE — THE   UNLISTED    SECUIIITIES 

Preface. — The  question  is  often  asked,  "  What  are  '  Unlisted  Securities ' ; 
what  does  it  mean  when  a  security  is  'admitted  to  unlisted  trading'?"  The 
purpose  of  this  review  is  to  attempt  to  answer  these  questions  in  an  endeavor 
to  bring  about  a  more  accurate  understanding  of  certain  of  the  functions  of  the 
New  York  Curb  Exchange  and  particularly  of  its  so-called  Unlisted  Department. 

The  Officers  and  Governors  of  the  Exchange  are  frequently  surprised  at  the 
amount  ttf  misinformation  or  the  entire  lack  of  any  information  which  exists 
with  respect  to  this  important  Department.  This  is  not  the  result  of  anything 
inherently  difficult  about  the  Unlisted  Department  or  of  any  concealment  of 
thei  facts  by  the  Exchange ;  but  is  due,  so  it  is  believed,  in  part,  to  a  general 
impression  on  the  part  of  the  public  that  there  is  something  mysterious  in 
the  technical  macliiuery  and  operation  of  security  markets,  and,  in  part,  to 
lack  of  interest,  particularly  in  good  times. 

Of  late,  much  criticism  has  been  leveled  at  security  markets,  including 
markets  on  the  recognized  Exchanges.  No  doubt  some  of  this  has  been  .iusti- 
lied,  although,  so  far  as  affects  the  Exchanges,  it  may  be  noted  that  most  of 
the  charges,  in  connection  with  recent  disclosures  have  been  against  out- 
siders who  have  attempted  to  misuse  Exchange  or  other  markets,  rather  than 
against  the  Exchanges  or  their  members  as  such.  The  Exchanges  have  made 
mistakes,  but  it  is  a  matter  of  connnent  that  with  all  the  evidence  of  dishonesty 
or  of  overreaching  disclosed,  no  proof  has  been  brought  forth  of  misconduct 
by  the  Exchanges  themselves. 

This  Exchange,  in  common  with  oth'ers,  has  been  criticized  for  certain  prac- 
tices ;  but,  for  the  most  part,  these  criticisms  apply  to  alleged  manipulation, 
pools,  and  trading  practices  generally  and  are  not  affected  by  any  differences 
between  "  fully "  listed  and  "  unlisted "  securities.  So  far  as  the  Unlisted 
Department  or  securities  therein  is  concerned,  practically  no  criticism  has 
come  from  the  investing  public.  The  objections  received  respecting  this  Depart- 
ment, very  generally,  have  been  from  competitor  markets,  or,  in  some  instances, 
from  officials  of  certain  companies  whose  securities  have  been  admitted  to 
unlisted  trading. 

These  objections  are  considered  in  this  review,  the  primary  purpose  of  which, 
however,  is  to  state  the  origin,  purpose  and  activities  of  the  Unlisted  Depart- 
ment and  to  show  the  need  which  it  fulfills. 

HISTORICAL  INTRODUCTION 

Before  taking  up  the  Unlisted  Department,  it  may  be  worth  while  to  say  a 
word  about  the  Exchange  itself. 

In  common  with  many  Exchanges,  both  in  this  country  and  abroad,  the  New 
York  Curb  Exchange  had  its  beginnings  out-of-doors.  From  the  time  of  the 
Civil  War  and  even  before,  trading  was  cai-ried  on  in  various  streets  in  the 
financial  district  in  Lower  New  York.  During  the  90's,  this  market  functioned 
in  Broad  Street  near  Wall,  where  it  remained  until  the  Exchange  moved  in- 
doors in  1921.  It  was  always  a  picturesque  institution  and  in  the  years  imme- 
diately preceding  its  transfer  to  present  quarters,  it  grew  tremendously  in 
importance. 

In  the  meantime,  in  1908  to  be  exact,  a  number  of  progressive  Curb  brokers 
founded  the  New  York  Curb  Agency.     This  was  one  of  the  first  constructive 


7114 


STOCK   EXCHANGE    PRACTICES 


^  r 

i 

r  ••, 

V 

steps  taken  to  organize  this  group  formally.  The  present  Exchange  under  the 
name  of  the  New  York  Curb  Market,  or  Market  Association,  was  ofgaiS  as  a 
voluntary  assocatioT.  in  1011.  A  Listing  Department  was  established  ami  offices 
were  maintained  at  2.>  Broad  Street  where  data  pertaining  to  the  c  mnanS 
listed  was  available  for  public  examination.  By  reason  of  the  r-inklT-iwth 
of  the  Exchange  and  realizing  thereby  the  necessity  for  greater  controlTi 
discipline  over  its  members  and  keener  scrutiny  of  the  securit  es  adn  it  ed  o 
dealing,  the  members  of  the  Exchange  determined  to  move  all  of  its  acv  ties 
indoors.  This  change  was  seriously  considered  as  early  as  101?  bt  r,«Il  f 
the  World  War.  it  was  not  possible  to  accomplish  this  purpose \in'f  1921  when 
the  Exchange  entered  its  new  building  at  Trinity  Place  New  York  which  with 
the  extensive  fourteen  story  addition,  it  still  exclusively  occupies  ' 

The  Excliange  had  two  classes  of  membership:  Regn  ar  and  Ssociate  ties 
ular  members  are  owners  of  memberships  and  are  tMititl^d  o  fu  1  p  h-ile4s 
whle  associate  members  or  their  firms  are  accorded  the  privilege  .  y  of  1  nlw 
heir  business  done  at  the-  special  commission  rates.  Bth  classes  LesuS 
to  the  regulation  and  discipline  of  the  Exclmnge  which  is  ^oyeriied  1  v  l^s 
constitution  and  rules,  modeled  on  those  of  tbe\xew  York  Stock  Excan^; 
The  regular  members  number  550;  the  associate  members,  420.  Of  the  rXlTi" 
members.  163  and  of  the  associate  members.  R64.  are  membei-s  of  tlK^Ne^v 
York  Stock  Exchange  or  members  of  the  New  York  Sto  •  iFvcl.  ,no-  ^/ 
Tlie  high  price  of  $254,000  was  paid  for  \  v:^^^^''^.^^^'S^J^i 
19-9;  the  latest  price  was  $40,000.  v^v^nmn   j. 

If  not  before,  certainly  so„n   after   it   moved   indoors,   the   Nenv   York  Curb 

Imi^'io-'l    ;T'"''  ''It  r'T  '•^^■^'^'■^^  ^^""•^^>'  Exc-hange'in  the  United  State 
Since  19_>1.  its  gro^yth  has  l.-een  extraordinary  as  is  evidenced  by  the  fa ct  that 
11  the  year  J02^  the  New  York  Times  Annalist  shows  that  the  total     umer 
of  sales  of  stocks  on  the  New  York  Curb  Exchan"e  w-i^  M^jq?  i  J-         ""•"'^'^\ 
of  bonds  $831,783,000;  in  1033.  100,016  602  shan "  aL    |^4l74  000  bond^ 

Sr^l^^nds'^^inoL'^^A^"  T^"^  ''T  "^  ^^•"■'^^  weifmlmSJsEa  ;.  a   d 
in   Donds  $S43,n(.285.     Also  during  the  period,   the  ticker  service  of  ti,^  -p^n- 

change  extended   over  the  country;    its   (lu<.tations^  4r     puldiVbedIn   mi^i^ 

generall.v  throughout  the  nation  and  its  position  and  i.np  r     ncr^.    /nubl  c 

market  place  grew  apace.     Today  it  is  still  by  far  the  .ec-ond    a  -ges^  Exc-han-^e 

in  the  country,  approximating  or  exceeding  in  stocks  alone   tl  e  c(7mbined    r^^^^^^^ 

actions  taking  place  on  all  other  Exch.-inges  of  the  country   exrUHnonn^ 

1.  IJO  to  October  1    im  compiled  by  DeCoppet  and  Doremus) 

Tlie  government  of  the  P^xcliansre  is  yestpd  in  -i  Rn.i..,i     f  c^ 
of  36  members  elected  by  the  ^^J^Z^^r^^^.    ?^.e  officS^of '  t!"  i^c'^l^:' 
consist  of  a  President,  a  Vice-President  and  m  Trp/j,,,.!^^         i      I      ,         '^   "^ 
be  a  member  of  the  Board  ^  i^i^e^U  an^  1^^:^;^^^  mv^^Zs^^^ 
Secretary   and   such    other  Assistant   Sec  etaries    as   the   Bonrn    nfV\  ^ 

may  see  fit  to  appoint.  -^etieiaiies    as   the   Board   of   Governors 

Tlie  work  of  the  Excliange  is  carried  on  under  the  supervision  of  14  stnn.lin-. 

in  turn  Is  divided  ,„„„„e  fiv,.  Snl.-(',m,n,it  „.■.?■  n,^  It    L    T'"'""'"  C<™"i'ilt«' 
as    fnll,„v»  :    S„«.ln,    S„l,-C.„u,mt.,,.    . !      Fo     i  J,  '  Set     ?,,"'  "sf,  "',!;';    Snh  r'""' 
nn  teeon  F.„.,„al  LlHting.  spw-ia]  Sul.-Cnnui,.;"  uT^l^JZ^eTi^ltft'uZ 
Ti^"'r  I,':;!."''  ''"'f-''  ^''"T''""  ■'•'''  «I'«-'S"^^^^^^^^ 

,  J^L^^!?:T;i-^;;:i::;:;;'j;i-;fi----^  j;:f-  "'^, -'s't"  "f 

th,'*VxH;;'nt'''''"'Ml';''li:';e!;-''  ■"^'■'"':. '■■"»*-  «?  «<'™Hties  ,„■..  t^ded  m  „,„n, 

.....nitted  u„„„  ,h,.  n„pi„,,tio/,;,  aS,;';."!,,.,  ;,^"  ,hrsXn."'';,i  ,,:::s 

of  a  co.npanv  1,„.  „„,nal  listin,-  is  accmnanied  b.v  a  JnlT  dis<lot.,;,'  m'ei  a" 
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(iffici.ll  signature  of  the  company,  of  facts  deemed  pertinent  for  a  study  of 
tlie  securities  souglit  to  be  fully  listed.  The  requirements  for  full  listing  cull 
for  substantially  all  the  information  specified  in  the  requirements  of  the  New 
York  Stock  Exchange. 

The  New  York  Curb  Exchange  is,  generally  speaking,  a  primary  market  in 
respect  to  its  ''  fully "  listed  securities.  These  securities  largely  represent 
neir  companies  in  which  there  is  the  hope,  based  upon  the  nature  of  the  enter- 
prise, the  personnel  of  its  officers  and  its  capital  structure,  of  successful 
development. 

The  so-called  "unlisted  securities"  with  which  this  review  deals  primarily 
are  admitted  upon  an  entirely  different  theory  and  fulfill  a  somewhat  different 
economic  need.  Such  securities  are  never  tho.se  of  new  or  newly  formed  com- 
panies, but  are  of  companies  which  have  been  in  existence  for  a  sul)stantial 
number  of  years  aiul  with  respect  to  which  there  exists  a  public  record  of 
their  history  and  financial  condition  and  a  public  market. 

THE    UNLISTED    SECURITIES 

Techiiicall.v  si)eaking,  '•  unlisted  securities "  are  those  which  are  not  listed 
upon  any  Exchange.  As  pointed  out  by  Mr.  J.  Edward  Meeker  in  his  instruc- 
tive I)ook,  "The  Work  of  the  New  York  Stuck  Exchange,"  many  brokerage  and 
investment  firms  operate  extensive  "unlisted  departments,"  dealing;  in  securitie:-; 
whose  only  market  is  "over-the-counter"  in  New  York  or  by  arbitrage  in  out- 
lyhig  cities.  The  number  of  securities  traded  in  in  this  way,  or  in  less  organ- 
ized markets,  is  difficult  to  estimate,  Init  it  is  safe  t<>  say  that  the  volume  of 
trading  in  securities  off  or  outside  any  Exchange  has  been  and  still  is  very 
considerable. 

All  securities  traded  in  upon  the  New  York  ('url>  Exchange  are  offlciaUy 
listed  by  sanction  of  the  governing  authorities  whether  traded  in  "fully  listed" 
or  so-called  "unlisted."  In  the  case  of  "fully  listed"  securities,  the  admission 
to  the  list  is  upon  the  application  of  the  company  issuing  the  same,  while  in 
tlu!  case  of  "  uidisted "  sectirities,  the  listing  is  upon  the  application  of  a 
regular  meml)er  of  the  Exchange. 

Even  in  the  years  when  the  members  of  the  New  York  Cnrli  Excluinge  were 
still  functioning  on  Broad  Street,  or  on  "  the  curb."  the  practice  prevailed  of 
admitting  to  dealing;  i.e.,  to  unlisted  trading,  securities  for  which  a  market 
existed  in  New  Yoik  other  than  on  the  New  York  Stock  Exchange.  There 
were  then  and  always  have  been  sound  .securities  in  which  an  active  market 
existed  in  New  York  whi<h  were  not,  for  one  reason  or  another,  listetl  up(Ui 
the  New  York  Stock  Exchange.  Thesp  were,  generally  speaking,  issues  which 
were  all  distributed.  Market  quotations  accordingly  were,  as  a  rule,  immate- 
rial to  issuing  comiianies  and  there  existed  no  reason  for  the  company  itself 
to  incur  the  trouble  and  expense  of  obtaining  formal  listing.  There  were, 
however,  a  public  ownership  and  interest  and  the  netMJ  to  owners  of  a  market. 
Such  securities,  therefore,  came  to  be  traded  in  upon  the  Curb  Exchange  which 
became  even  then  the  recognized  market  for  the  secnrities  dealt  in  there. 

At  the  present  time  355  stocks  and  19  lionds  are  fully  listed  and  1,(M;;)  sto<ks 
and  ()2()  bonds  are  traded  in  •'unlisted"  upon  the  New  Yoik  Curb  Exchange. 
The  trading  in  thes(>  later  seciirities  constitutes  the  most  important  business 
of  the  Exchange.  The  name  "unlisted  securities"  is  somewhat  misleading  as. 
from  it,  many  persons  imply  that  the  securities  referred  to  are  selected  without 
any  care  or  investigation  whatsoever.  The  recjuirements  for  admission  to 
unlisted  trading  will  be  referred  to  hereafter  but  at  this  point  it  is  desired 
to  call  attention  to  the  fact  that,  as  a  whole,  this  group  of  securities  compares 
favorably  with  those  listed  upon  any  other  Exchange.  The  i)ond  list  particu- 
larly, which  is  almost  entirely  made  up  of  unlisted  bonds,  is  deserving  of  critical 
comparison. 

On  July  1,  3920.  out  of  a  total  number  of  476  bond  issues  admitted  to  unlisted 
trading,  three  issues  were  in  default  on  interest  payments.  On  November  1, 
19H8.  out  of  a  total  of  (>i3  bond  issues  admitted  to  unli.sted  trading,  only  83 
issues  (including  18  certificates  of  dep<?sit  representing  underlying  bond  issues 
in  default)  weie  in  default.  A  study  has  been  made  of  the  stocks  which  were 
admitted  to  unlisted  trading  on  July  1,  1929.  At  that  time,  there  were  1,509 
issues,  excluding  bonds,  admitted  to  unlisted  trading.  Of  these,  981  or  65% 
were  dividend-paying.  On  December  31.  1933,  there  were  1.144  stocks  admitted 
to  unlisted  trading  of  which  477  were  dividend-paying  or  42%. 
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Tlie  major  market  m  so-called  "unlisted  securities"  which  exists  today  upon 
the  New  lork  Curb  Exchange,  came  into  being  for  the  most  part,  not  because 
of  any  artificial  stimulation,  liut  because  a  real  need  existed  for  such  a  market 
Indeed,  the  tremendous  development  of  the  New  York  Curb  Exchange  would 
have  been  impossible  had  the  need  not  existed  and  if  the  need  had  not  ade- 
quately been  fulfilled  by  the  service  rendered  by  this  market  No  doubt  this 
growth  was  aided  I)y  the  fortunate  location  of  the  Exchange  in  the  lar.'est 
hnancial  center  of  the  country  and  by  the  extraordinarv  growth  and  expansion 
of  business  activity  which  took  place  in  the  years  following  the  World  War 
But  more  important  than  all  else  was  the  fact  that  there  was  a  need  for  such 
a  market  which  was  met  by  the  facilities  alforded  by  this  Ex^-han<^e 

The  facilities  of  the  New  York  Curb  Exchange  are  exceeded  only  bv  those 
of  the  New  York  Stock  Exchange  itself.  The  quarters  occupied  bv  the  Ex- 
change are  modern  in  every  particular.  Its  trading  room,  which  extends 
five  stories  in  height  and  which  has  an  area  of  20,023  square  feet  without 
a  supporting  column  to  break  up  the  space,  is  one  of  the  largest  In  the  world 
I  he  ticker  service,  equipped  with  modern  high  speed  tickers,  is  nationwide 
and  Its  Clearing  Corporation,  modeled  on  that  of  the  New  York  Stock  Ex- 
change provides  the  latest  and  most  efficient  facilities  for  the  clearin-  and 
settlement  of  security  transactions.  Moreover,  the  Exchange  has  had  the 
cooperation  of  the  New  York  Clearing  House  banks,  many  of  which  make  their 
funds  available  at  the  money  post  on  the  floor  of  the  Exchange  and  of  the 
financial  community  in  general  which  has  come  to  recognize  the  substantial 
position  it  occupies  in  our  national  economy. 

As  stated  earlier,  the  securities  admitted  to  "unlisted  trading"  are  sea- 
soned securities;  that  is  to  say,  they  are  securities  of  companies' which  for 
the  most  part,  have  been  in  existence  for  a  substantial  number  of  years 
and  whose  financial  career  is  a  matter  of  public  record.  It  is  not  pretended 
that  the  information  available  to  the  Exchange  is  as  detailed  or  complete  as  the 
information  obtained  in  the  case  of  fully  listed  securities.  On  the  other 
hand,  the  information  actually  available  is  deemed  by  the  Exchange  adeauate 
to  protect  an  investor. 

The  New  York  Curb  Exchange  early  recognized  the  importance  of  this  mar- 
ket not  only  to  its  members  but  to  the  public  at  large.  Shortly  after  the  reor- 
ganization attendant  upon  its  going  indoors  in  1921,  a  Special  Committee  was 
appointed  whose  function  and  duties  were  to  admit  to  unlisted  trading  upon 
thti  application  of  a  regular  member  of  the  Exchange,  securities  wh.ch  passed 
the  examination  of  the  Committee. 

The  requirements  for  admission  to  unlisted  trading  have  naturally  developed 
and  become  more  stringent  as  experience  showed  the  need.  The  rule  was  earlv 
made  that  no  security  would  be  admitted  when  the  company  issuing  it  had  less 
pin?.-  I?  ^f*^'"^'  e^lf^'^'^^^f-  Financial  statements  had  to  be  published  in 
Pool  s,  Moody  s  or  other  reliable  standard  publications  of  a  statistical  nature 
or  an  authoritative  statement;  /.  e.,  from  official  sources,  had  to  be  furn-shed 
to  the  Committee.  The  application  for  admission  of  a  stock  had  to  be  pre- 
sented by  a  regular  member  of  the  Exchange,  himself  a  stockholder  of  the 
company  whose  securities  it  was  sought  to  list.  The  Committee  examined  tie 
company's  statements,  considered  the  character  of  the  security  and  its  earning 
record  the  distribution  of  the  issue  and  the  market  there  i  ' anS  tl  e  secmS 
was  admitted  to  unlisted  trading  only  upon  its  approval  secuiuj 

Quito  naturally,  the  Exchange  made  mistakes  both  of  comm'ssion  and  of 
omission.  In  the  speculative  period  immediately  approaching  1929,  many  se. 
curities  were  admitted  to  trading  where  an  actual  market  in  New  York  did  no^ 
exist  but  where  It  was  hoped  that  a  market  would  develop.  The  Exd  ange  now 
appreciates  hat  the  existence  of  an  active  market  here  is  fundamental  and 
should  in  al    cases  be  a  prerequisite  for  admission  of  a  securitv  to  unlisted 

We1;nv?n?.'oT"''T",'  Hr'''.  ^^""^  those  firmly  insisted  upon.  " 

hnv.  ,  .       •       ""^'l^'  "^"""f^  attention  to  the  rtxiuirement  that  a  company  must 
S     fn^!"  '"^  existence  for  a  substantial  number  of  years  which  is  a  p TerZi 

S'cJit'toi'vt'Sert'th^t'""'^  ''  ""'^^tf'^  '''^'^-  While  the'reX- 
<h-lu  w^  n  .^'^"^^'  1-^  ^^lat  a  company,  whose  securities  are  so  admitted 
shall  haye  a   minimum  corporate   existence  of  two   vears    in    actual   nractice 

becuiines     been    m    existence   much    longer.     Recentiv    n    ^t^u^^Hon^    f^.c^^,^oc. 
made  which  very  clearly  illustrates   this  point!    ?a li./J  .S   ran  .1     he  filSs 

riit   ame  of  application,  the  average  period  of  corporate  existence  of 
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these  companies  had  been  25.7  years.  Companies  which  have  weathered  eco- 
nomic business  stress  and  strain  for  so  long  a  period  not  only  invite  confidence 
by  reason  of  this  factor  but  also  furnish  records  of  extended  experience  which 
may  be  studied  by  an  investor  before  making  liis  purchase.  The  unlisted 
securities  are  never  new  and  untried,  but  must  always  have  a  record  of  actual 
performance  behind  them. 

As  we  have  already  seen,  all  securities  traded  in  on  the  Exchange  are 
ofBcially  listed ;  one  on  application  of  the  company,  the  other  on  the  application 
of  a  member.  The  factor  not  generally  understood  is  the  information  required 
and  the  care  exercised  in  the  admission  to  dealing  of  any  security.  The  belief 
prevails  in  some  quarters  due,  undoubtedly,  to  the  misleading  phrase  "  un- 
listed ",  that  any  type  of  security  will  at  any  time,  without  examination 
and  without  information  on  file,  be  admitted  under  the  caption  *•  unlisted." 
That  the  contrary  is  the  case  will  be  made  clear  by  a  study  of  the  application 
blanks,  requirements  and  resolutions  relating  to  the  admission  of  securities 
to  unlisted  trading  and  by  the  record  of  treatment  of  listing  applications. 

During  the  spring  of  1933,  the  Attorney  General  of  the  State  of  New  York 
conducted  a  public  examination  of  the  Unlisted  Department  of  the  New  York 
Curb  Exchange.  This  examination  satisfied  the  Exchange  that  the  rules  and 
regulations  governing  the  admission  of  securities  to  so-called  unlisted  trading 
needed  additional  strengthening  and  enlarging  and,  at  the  conclusion  of  the 
examination,  requirements  were  adopted  which  it  is  believed  assure  the  public 
of  a  maximum  of  care  in  the  admission  of  securities  to  unlisted  trading. 

The  present  requirements  for  admission  to  unlisted  trading,  supplemented 
by  the  resolutions  whicli  were  adopted  at  the  close  of  the  investigation  above 
referred  to,  are  available  and  will  be  furnished  to  any  who  are  interested,  as 
will  the  requirements  for  admission  to  "full"  for  formal  listing. 

A  coniiiarison  of  the  respective  requirements  for  "  full "  or  formal  listing 
and  for  "  unlisted  "  trading,  it  is  believed,  will  satisfy  any  reasonable  person 
that  adequate  investigation  is  made  of  the  unlisted  securities  before  they  are 
admitted  to  trading.  While  less  data  and  information  are  obtained  in  support 
of  an  application  for  admission  to  unlisted  trading  than  in  support  of  an  ap- 
plication for  formal  listing,  any  ob.1ection  on  this  ground  is  more  than  offset 
by  the  fact  that  the  unlisted  security  usually  has  a  long  record  of  actual  per- 
formance. While  performance  is  by  no  means  the  sole  test  in  admitting  a 
security,  a  bad  record  is  always  sufficient  reason  for  rejecting  it.  That  the 
standards  applied  by  the  New  York  Curb  Exchange  in  the  admission  of  un- 
listed securities  have  been  sufficient,  except  in  a  relatively  very  few  cases,  is 
adequately  established  by  its  actual  experience  with  these  securities. 

It  is  true  that  a  requirement  for  company  listing  is  that  the  company  must 
agree  with  the  Exchange  to  maintain  certain  standards  of  accounting  and  to 
furnish  the  Exchange  with  information  in  respect  ti>  options  and  other  ma- 
terial corporate  purposes.  Thus  the  p]xchange  exercises  control,  important  to 
stockholders  and  to  the  investing  public,  over  certain  company  activities.  At 
the  same  time,  the  seeming  defect  in  the  case  of  securities  admitted  without 
company  agreement  is  more  technical  than  real.  In  so  far  as  new  applications 
for  unlisted  trading  are  concerned,  tlie  companies  must  have  established  and 
continue  the  practice  of  periodic  audits  by  an  independent  public  accountant. 
An  official  statement  must  be  furnished  as  to  options  outstanding.  With  the 
securities  already  admitted,  these  factors  are  not  enforceable.  But  public 
opinion  and  conceivably  statutory  provisions  maj*  well  compel  corporate  com- 
pliance with   these  requirements. 

Moreover,  many  of  the  companies  whose  securities  are  admitted  to  unlisted 
trading  cooperate  with  the  Exchange  to  an  high  degree  both  in  the  furnisliing 
of  information  and  in  the  acceptance  of  suggestions  from  the  Exchange.  Those 
which  are  listed  upon  other  recognized  Exchanges  will  be  held  by  such  Ex- 
changes to  a  strict  observance  of  Exchange  rules.  Those  which  are  unlisted 
anywhere,  so  long  as  they  may  he  traded  in  over-the-counter  or  unlisted  on  an 
Exchange  present  rather  a  legislative  than  an  Exchange  problem.  If  corpora- 
tions generally  were  compelled  to  follow  certain  specified  rules  of  accounting 
and  to  publish  or  to  file  with  public  authorities  full  information  of  corporate 
activities,  the  imblic  would  be  in  a  position  to  judge  much  more  intelligently 
corporate  structures,  earnings  and  acts.  That  is  what  the  present  bill  under- 
takes, except  that  it  confines  the  filing  of  information  to  fully  listed  securities 
only.  So  long  as  companies  may  be  organized  with  unlimited  charter  privileges 
and  so  long  as  these  securities  may  be  bought  and  sold,  it  is  a  protection  to  the 
public  to  have  them  dealt  in  upon  an  Exchange.    Markets  existed  therein  before 
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such  securities  were  admitted  to  trading  and  such  marliets  would  necessarily 
spring  up  again  if  such  privileges  were  denied.     When  dealt  in  upon  an  Ex 

to  fSw  Ih^T^r ?'  ^•"•'Tr- ''  ^'"^^^'"'^  '''^'''^'  *^^^^^  to  lead  the  issuing  compaify 
to  follmv  the  trend  ot  public  opinion.  Moreover,  the  market  action  in  any  itock 
from  day  to  day  is  under  the  superyision  of  the  Committee  of  Arrangements 
and  in  the  event  of  any  movement  injurious  to  the  public,  prompt  Si  in 
calling  for  transcripts  of  members'  accounts  or  in  the  1  roper  cLe  of  sulwutii  " 
trading  in  the  security  is  an  effective  control  and  remedy  suspending 

The  theory  of  the  Exchange  in  the  maintenance  of  its  Unlisted  Demrfm.-nt- 
may  be  stated  as  follows:  When  an  active  market  in  a  security    ^vSn^^^^^^^^^ 

?Z'''''fnT'T\r-''''  "^  ^"^^  ^''^^■^''  '^^  l^"^"*-'  i«  better  served  bfhavhg 
that  securi  y  dealt  m  on  an  Exchange.  The  purchaser  or  seller  on  an  P? 
change  dea  s  through  a  broker  member  acting  as  agent  v^io  ma iLeoXa^ts" 
for  his  customer  with  other  members,  likewise  acting  as  agents  A  sniifi^? 
commission  only  is  charged;  the  transaction  is  imnfedlateh  made  i^ubHc  l!? 
means  of  the  ticker;  purchases  and  sales  appear  thrc.ugho'ut  the  country     n 

no  specified  rate  of  commission.  Indeed  tl  e  dealer  ,vl^vt1.V  r'^^l^  f 
inclined  to  pay  and  sells  for  what  he  can  -et  Tl,«tl.,  o  F  '  2  '^^  ^"^  ^""^^^ 
wide.     The  opportunity  of  vedAinrthf  ti4;.cT  ,n  ?  ''  ""''"  notoriously 

lAloreover,   quotations  of  the  outside  iiinrkaf   .,v^  ,'.r.^   „ 
Plete  as  those  on  an  Exchange  and   a r^'i^  en   vervrnfi'  ^^'S"!-^\f^  and  com- 

tions  on  these  two  Exchanges  but  no  renorff  ?^-  .,ff^^^  ^  ^  ^■^''■'■^'  transac- 
security  is  not  dealt  in  on  an   Fxr-h  ,na.5  *"[  outside  markets.     Wliere  a 

sec-urity  may  not  Turn  ,,  be  „S  v  ^np^r.n'd  s^e^' h '"^  '"  '^'  «^'  ''''  '''' 
transactions  of  the  day  befoirj  d  the  Hoi?.?  '^y-J^''^  ?''*'7'  ^^  "le  actual 
apply  to  an  outside  dealei  to  inaihe  uhnt  h  "•,.  ^•'^  ^'"'^  asked";  he  must 
must  pay  for  the  security  n  ues  on  This%it.i  fS''"  "'  7''''''  '''^  ^"^'omer 
the  customer  more  or  les-s  at  t^e  mercv  ot  fhi^i  ^  °'M  necessarily  leave 
out  of  touch  with  realities  ^         "'''  '^''''^'''"'  '^  '^^ves  him  largely 

they  are  prepared  to  buy  or  se  iJ  i«  Hnl\!  I  companies  whose  securities 
houses  dealing  in  .seciuities  In   the  o  tside  mai^^^^^^^^^ 

departments  with  information  on  mTiTJ^t],?  /''''^  organized  statistical 
to  the  greater  cities.  As  agai^^s  tliirfhe  W  v  .V  liowever,  this  applies  only 
large  amount  of  information  on  h'r\yMch  nfm^,^^Hn""^-  ^^'^'^^=»»/^  ^^^  ^  very 
by  the  public.  "^^'  mtoimation  is  open  for  inspection 

InSdl^ira^ellff^Sr  l!:f:^:^4d  in  ^V^f^  '""^^^^  ^^^^^^  -^-- 
he  is  hardly  expected  to  advise    but" he  V«f^^  «li«tribution  of  new  securities, 

who  wish  to  deal  Nvith  him  Moreover  hif.  '•  *'®'-*^  ^  "^'"'^  P^"'^'^^^  f<^  tho.se 
ing  out  for  his  own  interests  and  no  uln  of  ,??/%"'^i^  ^'  ''I  P'""^^'P=^'  ^««1^- 
nish  his  customer  with  impart  lir^      ^u        '  -•^"t/^l^o^^  (l"ty  it  is  to  fur- 

proht  he  may  make  for  h hn  e  f  L'  iS  a s  .  v-  '"•  "^T"^  /'^  'he  dealer  is  in  the 
or  broker  buying  and  selling  seem- tie,  fm  h"''^f^ '  "^^  *"*^'"^-^t  of  an  agent 
his  cmmission.  tixed  by  the  Exclnnge  customer  on  an  Exchange  is  in 

astnl^^^tl^'S'^.rSSg;:;.;:;;  r;;;^^!^  l  ^^^ri  ^o  the  outside  market 
indivhhnil  as  against  tl.e  contmUhiv^n  >  -  f  t'le  lack  of  a  control  over  the 
anssye,-.s  t<.  no  one  other  ha  i  h  s  e  "j/ .^r  f h'^'ir^  ?'"^-"-  ^^^^^  <'"tside  dealer 
contrary,  accountable  for  his  (•',  duct  ...'hT  ^-^'^'"='"-^  '"^"^•>^r  is,  to  the 
chan.^v  as  well.  Moreover,  as  fre  e„t  lb  ;  *  1"  ''"^tomer  but  to  the  Ex- 
means  of  ascertaining  tlie  st  u.diTof  m.J  '^^r^^^^^^  the  customer  bas  little  or  no 
cbance  when  he  forwards  his  sec,n-m^^^  '^"^'f^'  ^'"'^  ^akes  a  very  wide 

one  whom  he  may  know  only  thr,,n-h    i,lv    .,r    *"  ^'^  ^^''^  '""ney  for  purchase  to 
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accountants,  to  keep  in  touch  with  and  supervise  the  financial  standing  and 
business  methods  of  its  members  and  member  firms. 

The  facts  in  respect  to  transactions  on  an  Exchange  may  be  ascertained  and 
compiled  by  the  public  authorities  and  otliers  interested.  We  are  confident 
that  the  Attorney  General  of  this  State  would  readily  admit  that  his  investi- 
gation of  trading  in  these  so-called  unlisted  securities  was  facilitated  by  reason 
of  the  fact  that  they  were  traded  in  upon  a  recognized  Exchange.  In  the  pres- 
ent Senate  investigation,  the  Sub-Committee  and  its  able  counsel  obtained 
valuable  information  as  to  the  securities  bu.siness,  particularly  as  to  its  extent, 
by  reason  of  having  (trganized  Exchanges  through  which  and  to  which  in(iuiries 
might  be  directed  to  a  known  membership.  No  similar  opportunity  was  open 
to  it  in  respect  to  the  vast  amount  of  business  which  is  done  in  the  outside  mar- 
ket. Indeed,  the  outside  market  has  necessarily  no  extensive  or  adequate 
records. 

It  has  sometimes  been  claimed  that  the  public  is  deceived,  when  it  reads  the 
record  of  transactions  on  the  Curb  Exchange,  into  believing  that  all  securities 
named  are  fully  listed.  As  a  matter  of  actual  fact,  as  has  been  said  above,  and 
this  is  deemed  of  great  importance,  no  security  is  dealt  in  on  the  Curb  Exchange 
tcjday  which  is  not  officially  listed ;  that  is  to  say,  listed  upon  the  official  action 
of  the  Exchange  itself. 

The  Exchange  has  urged  that  a  clear  demarcation  be  made  in  the  press  be- 
tween these  securities.  Many  newspapers  distinguished  in  their  reports  between 
"  fully  listed  "  anil  "  admitted  to  unlisted  trading."  The  difference  is  given  on 
the  ticker  and  in  the  publications  of  the  Exchange,  including  the  Exchange  Bul- 
letin. But  even  though  the  public  should  be  misinformed  as  to  the  difference 
between  securities  listed  and  unlisted  on  the  Exchange,  it  may  well  be  argued 
that  tlie  average  investor  is  perhajis  wiser  in  buying:  intelligently  a  seasoned 
unlisted  security  rather  than  i)lacing  his  funds  in  the  initial  stages  of  a  new 
enterprise  fully  listed  upon  the  Exciiange.  The  Exchange  has  continued  to  use 
the  phrase,  "admitted  to  unlisted  trading''  only  becau.se  it  does  not  desire  to 
deceive  tho.se  who  define  "  fully  listed  "  as  including  only  listing  ui)on  the  appli- 
cation of  the  company  issuing  the  securities. 

Occasional  objections  have  been  voiced  that  the  New  York  Curb  Exchange 
admits  securities  to  unlisted  trading  without  the  express  approval  of  the  com- 
pany issuing  the  .securities  and  at  times  retains  a  security  on  its  list  against 
the  express  opposition  of  such  company.  Tlie  overwhelming  majority  of  com- 
panies, whose  securities  are  admitted  to  unlisted  trading  upon  the  New  York 
Curb  Exchange,  are  either  satisfied  with  the  marget  that  exists  on  the  Ex- 
change or  have  no  interest  therein. 

In  the  past,  the  Exchange  has  itself  too  freely  admitted  securities  to  un- 
listed trading,  particularly  in  cases  where,  at  the  time  of  admission,  no  active 
market  in  the  security  existed  in  the  East  or  in  New.  York.  The  Exchange 
has  recognized  tliese  mistakes  and  on  its  own  volition,  since  January  2,  1933, 
has  removed  from  dealing  by  reason  of  inactivity  ti9fi  issues  of  stock  and  247 
issues  of  bonds. 

Whenever  a  complaint  has  come  to  the  Exchange  from  a  company  and  a 
request  made  for  removal  of  its  securities  from  unlisted  trading,  the  officials 
of  the  comitany  have  been  invited  to  confer  with  the  Officers  and  Conunittees 
of  the  Exchange  or  to  state  their  views  in  writing.  Where  this  has  not  been 
possible,  representatives  of  the  Exchange  have  gone  to  the  companies  to  confer 
with  their  officials  and  obtain  the  facts.  In  cases  where  substantial  and  ade- 
quate reasons  for  removing  a  security  from  unlisted  trading  were  presented, 
the  P^xchange  was  glad  to  drop  the  security  from  the  list.  Often,  when  the 
operation  of  the  Unlisted  Trading  Department  was  explained  to  them,  com- 
panies have  withdrawn  Iheir  reijuests  to  have  their  securities  removed  from 
trading. 

Officers  of  companies  occasion:dIy  ba,se  their  request  for  removal  upon  the 
claim  that  tlie  market  upon  the  Exchange  does  not  represent  or  express  real 
values  (it  is  significant  that  such  a  reason  is  generally  advanctnl  when  the 
tendency  is  downward),  that  fairer  prices  may  be  obtained  when  the  security 
is  dealt  in  outside  an  Exchange  where  contact  is  close  between  the  dealer  and 
the  company,  its  officials  or  holders  of  the  security  interested  in  seeing  its 
the  price  kept  up.     This  presents,  indeed,  a  challenge  to  an  Exchange. 

A  market  on  an  Exchange  such  as  the  New  York  Curb  Exchange  is  an 
"pen.  free  market  where  buyers  and  sellers  with  knowledge  of  trading  condi- 
tions and  with  actual  bids  and  offers  may  employ  an  agent  to  meet  agents  for 
175541— 34— PT  15 45 
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other  buyers  and  sellers.     It  represents  a  hroirl   mnrVof   o»,/i   „ 

The  problem  is  presented  as  to  which  is  hpf-tpr  fm-  thr.  i.^i  i^ 
investors.    With  an  Exchange  maSt  they  know  each  d«v   f  ?  f  11  P^'o^l^^^'tive 

him  each  morning  When  hTdSes  to  act  fhpT.  ^'"?'"''''^'  ^'  '^^""^'^'^  ^^ 
reported  immediately  He  mov  calf  h^.  ?'  ^^^  t^^'^^action  is  conclu-led  and 
which  has  before  Tt  the  reSrds  and  wilfnr'nfP?.  f.^°"^t  before  a  tribunal 
market,  such  transactioL  are  neisonal  IhL,  -^  ^''"'-  ^""^  '''  ^"  ""t^i^^e 
ination;  no  control  Personal ,    there  is  no   supervision;   no   exam- 

immhie'nt'  TheTxSi^trm' ^itT^"-^^^^^^^^  ^^'^*  ^  reorganization  is 
quotations  in  suc^a  cSrpoJate  emeincT"tit\r'nl''.i^^^^  effect,  of  public 
answered  as  to  whether  or  not  tliP  nnM?J  V.  1  ?.  Problem  remains  to  be 
exchange  securities  in  a  reorganisation  ?fff  Si?'  ^^^\7'  "^^^^  '^  '^  ^^^ed  to 
made  hy  the  company  or  Ty  S?e?fa?Ll  fnv  fL  .n"  "'^  ''"^  ^^"'^  "P«»  P^^^^s 
managers  or.  on    he  other  Lwl   upon  niSein/b^  T  '^'  reorganization 

Exchange.     The  formei     thit  is^iP  n,  f«?iL  Tf"  "'^'"^'^^  "P«^  «  national 

reason  of  its  lack  of  pibl  city  ^V  contrj  t  ^^^^^^^^  tol "'  rT  ''''''''  ^^ 
company;  by  reason  thereof  its  refine nMno-  r.t^  /,  ^"^  *?^  advantage  of  the 
fare  better.  But  how  about  the  bondifnlf^.^  '"''^^  f' '  ^^^  stockholders  may 
the  last  analysis,  it  irthrnew  investor  Se  o  p  w,f  *^'  ^.T  Purchasers?  In 
in  who  should  not  be  deceivS^but  who  '.honlTLT  ^!'  ^"^  ^""^  ^^"^  '^  ^^^ited 

A  maturing  bond  may 'self  upl^n  The  Exchange  "  fo-  S  ^f/i'  ""-'^^^ 
free  market.  This  may  not  rpnrp«onT  fi.^  ,1-^  .  ^ '  '^^^  ^^  the  price  in  a 
the  present  actual  S  The  S-n.  ^L'^'""^^"  ^'^l"^-  ^his  is,  however, 
expensive  to  induce  an  exchange  o"neVS.T  on  ^'thi?^^^^^^^  it  difficult  and 
market  a  few  purchases  may  lift  thriTvef  twentv  filo  ^T  i°  ^^  ^^^^^^^ 
or  purchase  is  then  made  on  this  hi -hlr  Ms  s  ?«  ^r,"?  I  P""'"^^-  ^^^  exchange 
which  the  owner  of  the  bond  sho  hi  ,t,«£  ht  i  ■^'^'  however,  the  value  upon 
to  subscribe,  or  should  t  e  actZ  nubltc  m  irkP^'f '"'h'^"  ?'  ^"'^^^^  ^^  ^"^^^^^^ 
essential  of  the  new  era  that  tS  ownpr  nv^f  f  '"^  *^  '^•'*-  ^^  is  a  prime 
of  all  facts  in  relation  to  hs  houCi  or  tn^hf ''''''  ^1^^  ^^  ^""^  informed 
outside,  the  unregulated,  the  deaeimarLt.fpP'^''^'^^^^  Purchases.  Is  the 
the  market  on  an  Exchange^  ^  ^''"'^'"  '"^^^  «^  ^^al  values  than 

Cu^^  S^nSTelLTef  S  tSf  prfceTonrst  °^  -^^^^^^^^  ^^  ^-^-'  t'- 
values  obtainable  and  realizable  a^the  mom^nfrV^-!  "^'i.*^'  ^^^^  represent 
generally  a  place  where  those  who  wis^  to  sel  ^avl 'n  f  "'kV"  *^^  "^"^^ 
getting  prices,  fairer  in  the  circumsti nrl«  hi  T  ^.  ^^''^^  ^^"^^  chance  of 

of  Exchange  quotations  throSut  tl^^^  entfj^-^''^"  .^^  ^"^  ^'^^  dissemination 
than  if  the  same  owners  arrconfinld  tn  fi  1-'''''?^°?^''^  ^^^^  ^^  the  country 
more  or  less  unknown  group      '^^'"^^^^  ^^  ^^ding  their  purchasers  through  a 

se^riVtcll;^  IS'^IX  ^^S^TVl^t  ""'^'Tf'  '^'  '^  — e  a 
pany  or  to  its  stockholders  will  resui;  frm,  o  .•'''"  *^^^  "^J"'^'  to  the  corn- 
will  be  suspended.  There  may  be  "^/nSin^T-h""^" ''",", ^'  '''''''''^-  ^^^"i"^ 
tions  may  interfere  with  plans;  but  even  iere^^^^^  ""'A^f^^^  published  quota- 

should  not  know  the  actual  prices  wWch  secur  iP«  h  """^^  *"  T  '"'^'^  ^^^  P"l^'-ic 
open  market  rather  than  to  k,llow  Zre  or  w  •  ^'^'"f  «"  «  ^^^^ad  scale  in  an 
m.stic  hope  of  banks  and  officers  o?^cimr-inies^  '^orantly  and  blindly  the  opti- 
the  difficulty  between  companies  and  ot^l^to-.i''  '^*''^  """"^^  '^^  "^^ch  of 

It  must  be  remembered  in  this  coniect^nn  h       "".i"  '^''^  ^^^  Exchange, 
securities  to  unlisted  dealing  '"^^1^1,;"   c  i'  ..^i^'",^-^'"^""-^  ^'"^«  ""t  admit 
when  the  securily  is  in  the  hands  of  tZ  nuhlip   h  1  ''  ^'''''^°-  P'«^^-     ^ut 

substantial ;  not  confined  to  a  few  hoiI^'^S  Z^^l^l;} ^St^ 
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security.     The  owners  are  entitled  to  the  widest  possible  fcid  of  purchasers— 

that  is,  the  buyers  of  the  nation.  ,,  ^    ,  -^^^ 

It  is  undoubtedly  easy  to  maintain  a  market  when  it  is  difficult  to  learn  priceb, 

where  owners  do  not  know  from  daily  observations  of  Exchange  transactions 


Complaints  are  sometimes 
change,  as  well  as  on  Exchanges  generally,  by  reason  of  publicity,  particularly 
in  a  declining  market,  have  disturbed  holders  of  securities  and  have  induced 
sales  that  might  otherwise  not  have  taken  place.  It  is  undoubtedly  true  that 
knowledge  of  declining  prices  makes  for  unsettlement  and  sales,  and  that  an 
advancing  market  induces  purchases.  We  believe,  however,  that  it  is  prefer- 
able  for  the  public  to  face  conditions  rather  than  to  hold  on  or  to  purchase  on 
a  foundation  of  ignorance. 

Stock  Exchanges  both  in  their  early  days  and  in  the  more  recent  past,  have 
not  been  free  from  criticism,  much  of  it  justified.  On  the  whole,  however, 
it  is  believed  that  the  Exchanges  have  come  in  for  much  unwarranted  denun- 
ciation merely  because  they  are  organized  and  constitute  focal  points  towards 
which  the  searchlight  of  public  opinion  may  ho  directed  in  much  the  saiiip  wa;- 
as  "  "Wall  Street "  has  always  been  blametl  for  all  of  the  dishonesty  and  over- 
reaching which  from  time  to  time  are  "  turned  up  "  in  the  financial  world.  It 
is  ea.sy  to  point  to  something  definite  and  concrete,  and  difficult  to  lay  hoLdl 
of  that  which  is  unorganized. 

But  the  problems  of  recent  years  have  been  less  questions  of  Ii?:tin:;-  and  of 
the  safeguards  surrounding  the  admission  of  securities  to  trading  than  of 
protecting  the  public  against  its  own  speculative  fervor  and  against  the 
machinations  of  the  unscrupulous.  These  are  largely  trading  problems  induced, 
not  alone  by  the  unscrupulous  or  by  greed,  whither  specific  or  nationwide,  but 
by  national  and  international  policies  for  which  the  .stock  Exchanges  as  well 
as  the  individual  investor  are  not  solely  responsible. 

Criticism  of  the  Exchange  conies  from  Exchanges  in  other  parts  of  the  coun- 
try which  feel  and,  in  the  past  at  least  with  justification,  that  the  action  of  the 
New  York  Curb  Exchange  in  admitting  a  security  to  unlisted  trading,  where 
it  is  already  listed  upon  another  Exchange,  is  unfair.  There  are  many  such 
Exchanges,  each  of  which  fulfills  an  important  and  valuable  function.  They 
provide  the  facilities  for  tlie  purchase  and  sale  in  their  various  centers  of 
securities,  when  an  active  market  exists  in  such  centers.  However,  the  grounds 
for  such  criticism  have  to  a  very  large  degree  been  removed  and  in  the  future, 
no  security  will  be  admitted  to  unlisted  trading  upon  the  New  Yt)rk  Curb 
Exchange  merely  because  an  active  market  in  the  security  exists  on  some  other 
Exchange  or  elsewhere  in  the  country.  Today  the  basic  principle  is  that  there 
must  be  an  active  market  in  tiie  security  in  the  section  of  tlie  country  which 
the  New  York  Curb  Exchange  particularly  serves  and  especially  in  New  York. 
For  the  reasons  heretofore  advanced,  it  is  believed  that  the  Curl)  Exchange  is 
justified  in  permitting  a  market  on  its  floor  where  an  actual  market  in  the 
security  exists  here. 

A  security  is  listed  upon  a  local  out-of-town  Exchange  because  the  security 
is  issued  by  a  company  which  is  a  local  enterprise  or  because  the  security  is 
known  locally.  The  issuing  corjioration  recognizes  this.  Transactions  in  the 
stock  are  at  first  limited  to  those  in  the  neighborhood  who  are  familiar  with  the 
industry.  There  is  little  general  distribution  ;  but  as  the  local  market  becomes 
active,  investors  in  other  financial  centers  take  notice.  They  give  orders  which 
are  executed  "  over-the-wire "  or  "  over-the-counter."  The  former  are  to  the 
advantage  of  the  members  of  the  Exchange  of  listing  as  well  as  to  the  company 
which  is  securing  a  broader  field  for  its  securities  and  for  its  products.  But 
there  comes  a  time  when  a  substantial  number  of  stockholders,  for  example, 
live  in  or  about  New  York.  The  same  condition  may  prevail  in  any  other 
financial  community.  There  is  a  center  of  interest  other  than  in  the  original 
community.  It  is  at  this  point,  when  the  market  is  active  in  New  York,  that 
the  Curb  Exchange  believes  that  it  is  in  a  position  to  render  service  to  the 
New  York  holders  or  purchasers  of  the  stock  to  enable  them  to  buy  or  sell  on  am 
Exchange  in  New  York  and  to  complete  the  transaction  here  rather  than  in  the 
distant  city.  Application  is  made  to  admit  the  security  to  trading.  The  appli- 
cation niust  be  by  a  regular  member  of  the  Exchange,  himself  a  stockholder. 
There  must  be  sufficient  distribution  in  and  around  New  York  to  warrant  the 
belief  that  an  active  market  exists  in  New  York.  The  authorized  issue  must 
not  be  less  than  100,000  shares.     There  must  be  submitted  balance  sheets  and 
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lirofit  and  loss  statements  covering  a  period  of  not  less  than  two  years  immedi- 
ately preceding  the  date  of  application.  There  must  be  furnished  the  history 
and  description  of  the  business  from  its  inception  to  date,  a  tabulated  record 
of  dividends  on  all  classes  of  stock  from  initial  payment  to  date,  a  tabulation 
showing  fully  the  funded  indebtedness  and  an  official  copy  of  the  latest  annual 
report  of  the  corporation  in  the  form  as  issued  to  its  stockholders.  All  the 
pertinent  factors  are  then  considered  by  the  Listing  Department  and  arc  passed 
upon  by  the  Committee.  If  approved,  the  application  goes  to  tlie  Board  of 
Governors  which  must  be  satisfied  before  giving  its  vise.  If  it  be  accepted  as  a 
Curb  stock,  the  public  throughout  the  country  becomes  aware  of  the  security 
by  reason  of  newspaper  reports  of  transacti(jns.  It  may  attract  investors  in 
many  quarters  who  do  not  base  their  decisions  to  buy  solely  upon  the  merit  of 
the  security  but  also  because  of  the  market  upon  the  Curb  which  gives  it  a 
banking  value.  Here  in  New  York  are  banking  facilities  to  care  for  the  largest 
transactions.  Here  is  the  financial  center.  It  may  be  that  the  members  of  the 
Exchange  of  issue  may  lose  orders.  The  Curb  members  will  certainly  profit. 
On  the  other  hand,  the  wider  knowledge  of  the  security  may  increa.se  the  busi- 
ness on  the  liome  Exchange.  In  any  event,  it  would  seem  inconceivable  that  a 
company,  by  listing  upon  a  small  Exchange  might  prevent  a  security,  no  matter 
Jiow  important  it  might  have  become,  from  being  dealt  in  on  any  other  Exchange. 
Or  take  the  converse.  A  security  may  be  listed  on  no  Exchange.  A  market 
may  arise  in  New  York.  It  is  admitted  to  the  Curb  Exchange.  It  becomes 
;i  nationally  tnow  stock  such  as  several  now  on  the  Exchange.  Would  it  be 
in  the  public  interest  for  tlie  Curb  to  be  compelled  to  cease  trading  in  this 
stock  because  the  company,  perhaps  for  selfish  reasons,  listed  the  stock  on 
an  Exchange,  say  for  illustration,  in  Arizona. 

A  substantial  market  in  a  security  admitted  to  trading  on  the  Curli  Exchange 
(onld  not  be  abandoned  without  tremendous  financial  disaster.  The  public 
has  learned  to  rely  on  ("urb  quotations.  Bankers  use  them  for  purposes  of 
credit.  To  cease  trading  in  such  .securities  in  order  tluit  a  local  Exchange 
■should  become  the  sole  market  place  might  produce  a  financial  crisis.  It 
would  benefit  tlie  distant  Exchange  to  a  degree;  it  would  give  plenty  of  orders 
to  tlie  outside  market;  but  it  would  leave  the  public  confused  and  alarmed.  It 
might  cause  bankers  to  call  loans  based  upon  New  York  quotations.  The 
market  upon  which  all  have  relied  for  values  and  for  sale  would  have  disap- 
lieared  and  no  local  or  outside  market  would  afford  an  adequate  sulistitute. 

Some  securities  are  fully  listed  on  several  Exchanges.  This  occurs  when 
tlie  company  itself  desires  numerous  distribution  points  for  the  sale  of  new 
capital  issues.  On  the  other  hand,  a  security  may  be  distributed  following 
listing  on  a  small  Exchange  and  the  company  may  have  no  interest  in  new 
financing.  It  may  be  content  to  have  the  market  at  home.  But  if  a  market 
]•(■  created  in  New  York,  the  New  York  Curb  Exchange  enters  in.  to  pro\ide  the 
public  interested  in  a  security  with  a  market  which  is  recognized  throuirhout 
llie  country. 

In  past  years,  securities  were  admitted  to  tlie  Curb  Exchange  when  there 
was  no  market  here :  when  the  security  was  local.  This  was  not  a  proper 
exercise  of  the  function  of  the  Curb  Exchange.  Now%  the  requirements  forbid 
this.  An  active  market  must  be  here  in  advance  of,  and  as  the  reason  for. 
admission. 

It  is  undoubtedly  desirable  that  adequate  information  should  be  available 
to  the  public  as  to  every  security  bought  or  sold  in  the  United  States.  The 
New  York  Curb  Exchange  believes,  moreover,  that  all  trading  should  take 
place  upon  the  floor  of  an  Exchange  where  it  will  always  be  subject  to  proper 
regulation  and  control :  but  so  long  as  such  an  enormous  amount  of  trading 
takes  place  off  or  outside  any  Exchange  and  until  the  day  comes  when  all 
trading  is  required  to  be  upon  Exchanges,  it  is  believed  that'll  is  in  the  public 
iiiter<'st  tliat  trading  in  so-called  unlisted  securities  should  be  permitted  on 
an  organized  Exchange  when  an  active  market  exists  in  the  securitv  in  the 
lUMgliborhood  of  the  Exchange,  and  where  sufficient  information  is  on  "file  with 
the  Exchange  to  give  to  the  investor  substantial  information  in  respect  to  the 
security.  No  Exchange  is  more  sincerely  or  honestly  run  than  the  New  York 
Curb  Exchange,  and  barring  the  New  York  Stock  Exchange,  no  Exchange  is  so 
nationwide  in  its  scope,  or  offers  more  efficient  and  modern  facilities  As 
against  trading  njion  a  recognized  and  organized  Exchange  and  trading  off  an 
Exchange,  and  unless  and  until  a  swurity  may  not  be  bought  or  .soid  other 
than  on  an  Exchange,  the  issue  would  seem  to  be  overwhelminglv  in  favor  of 
Exchange  trading.  '   ' 

Bated,  New  Yort,  February  23rd,  1934. 
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The  Chairmax.  Mr.  Lockwood,  you  will  please  state  your  name, 
place  of  residence,  and  occupation. 

STATEMENT  OF  WILLIAM  A.  LOCKWOOD,  ESQ.,  EAST  HAMPTON, 
LONG  ISLAND,  COUNSEL  FOR  THE  NEW  YORK  CURB  EXCHANGE 

Mr.  Lockwood.  Mr.  Chairman  and  gentlemen  of  the  committee: 

The  New  York  Curb  Exchange  comes  to  you  this  morning  to  pre- 
sent certain  problems  which  arise  by  reason  of  the  pending  bill, 
S.  2693,  which  problems  are  peculiar  to  our  organization. 

I  think  it  may  add  weight  to  what  I  am  going  to  say  if  I  burden 
you  with  a  few  figures :  The  New  York  Curb  Exchange  is  the  second 
largest  securities  exchange  in  the  United  States.  It  occupies  solel^^ 
for  its  own  purpose  a  10-  or  12-storied  building  running  between 
Trinity  Place  and  Greenwich  Street,  New  York  City.  It  has  550 
regular  members  and  420  associate  members.  All  of  these  members 
are  subject  to  the  constitution  and  rules  of  the  Curb  Exchange. 

The  Chairman.  Five  hundred  and  fifty  members,  did  3^011  say? 

Mr.  Lockwood.  The  New  York  Curb  Exciiange  has  550  regi^lar 
members,  and  420  associate  members. 

The  Chair:max.  All  right.     You  may  proceed. 

Mr.  Lockwood.  According  to  the  New  York  Times  analyst  the 
total  number  of  sales  of  stocks  on  the  New  York  Curb  Exchange 
in  the  year  1927  was  93,437,156,  and  of  bonds  $831,783,000.  In  1933 
the  transactions  were  100,916,602  shares  of  stock,  and  $944,374,000 
of  bonds. 

During  that  period  the  ticker  service  of  the  Curb  Exchange  has 
been  extended  all  over  the  country.  Its  transactions  are  published 
daily  in  newspapers  throughout  the  country.  It  has  its  own  stock- 
clearing  corporation,  the  Securities  Clearing  Corporation. 

Transactions  in  stocks  alone  on  the  New  York  Curb  Exchange 
equal  or  exceed  transactions  taking  place  on  all  other  securities 
exchanges  in  the  country  except  that  of  the  New  York  Stock 
Exchange. 

This  additional  factor  may  be  of  interest  to  you  gentlemen  of  the 
committee :  The  market  value  of  all  securities  dealt  in  on  the  New 
York  Curb  Exchange  as  of  November  23,  1933,  were  common  stocks 
approxinuitely  $11,000,000,000,  preferred  stocks  approximately 
$2,000,000,000,  and  bonds  approxinuitely  $4,600,000,000:  or  a  total  of 
market  value  dealt  in  on  the  Curb  Exchange  as  of  November  23.  1933^ 
approximately  $17,000,000,000,  That  will  give  you  gentlemen  an 
idea  of  the  important  of  this  exchange  in  the  economic-  functioning 
of  the  country. 

I  desire  to  take  up  with  the  committee  three  specific  points  in 
which  this  bill  affects  our  exchange  peculiarly : 

First  is  the  ([uesticm  of  foreign  securities  which  are  dealt  in  on 
our  exchange.  In  the  year  1933  there  were  American  depository 
receipts  for  foreign  stocks  dealt  in  on  the  Curb  Exchange,  outstand- 
ing to  the  amount  of  upwards  of  7  million  shares,  and  in  1933. 
approximately  41/2  million  of  those  depository  receipts  were  dealt  in. 

I  might  explain  that  those  receipts  represented  the  deposit  of 
shares  of  foreign  companies  with  American  trust  companies  or  banks, 
and  each  of  the  companies  whose  security  is  dealt  in,  with  us  in 
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Wie  form  of  a  receipt  is  listed  on  one  of  the  big  foreign  exchanges. 
Ihe  depositary,  and  the  exchange  itself,  has  information  on  file  in 
respect  of  these  securities. 

Senator  Adams.  Mr.  Lockwood,  just  as  a  matter  of  curiosity  let 

rX  r^  V  T^^.^'l  v'  ?^"''''  °^  *"^'^^"-  «^  y^'^^  exchange  and 
on  the  New  York  Stock  Exchange  compare  with  the  volume  of  trad- 
ing on  the  London  and  Paris  Bourses,  if  you  happen  to  know?  I 
am  asking  more  as  a  matter  of  curiosity,  perhaps,  than  of  interest 
m  tills  situation  here. 

Mr.  Lockwood.  As  to  that  I  do  not  know.  But  our  tradino-  is 
approximately  one  quarter  to  one  fifth  of  that  on  the  New  York 
Stock  Exchange.  But  I  do  not  know  how  it  compares  to  the  trading 
on  foreign  exchanges.  ^ 

Senator  Adams.  All  right. 

Mr.  Lockwood.  Now,  in  the  matter  of  foreign  bonds,  in  1933  we 
traded  m  (4  million  dollars  of  them.  As  I  have  said,  there  are  three 
problems,  and  this  is  one  of  them,  for  if  the  bill  as  proposed  is 
enacted  into  law  m  its  present  form,  these  depositorv  receipts  these 
bonds,  may  no  longer  be  dealt  in  on  our  exchange,  because  it  is 
inconceivable  that  foreign  companies  will  file  the  information 
required. 

The  securities  are  all  distributed,  that  is,  in  respect  of  stocks  are 
distributed  m  advance  of  the  issuance  of  the  depository  receipts  so 
tliat  you  are  dealing  here  with  a  condition  where  thousands'  of 
American  citizens  hold  these  certificates  or  receipts,  and  these  bonds, 
and  if  they  be  thrown  off  the  Curb  Exchange,  will  have  to  find  tbeir 
market  on  the  outside. 

The  second  point  which  I  desire  to  raise,  and  quite  an  important 
one  concerns  our  specialists  as  they  deal  in  odd  lots.  On  our 
exchange  a  specialist  m  full  lots  is  also  a  specialist  in  odd  lots  In 
other  words,  a  specialist  on  the  New  York  Curb  Exchange,  when  he 
execute  an  order  in  a  full  lot  is  bound  automatically  to  take  all 
orders  on  his  books  at  a  differential  below  the  full-lot  price  That 
is,  he  may  have  an  order  for  10,000  shares  of  stock  in  odd  lots,  and 
the  sale  by  him,  or  purchase  by  him,  of  100  shares  of  the  full  lot 
makes  him  liable  to  take  all  the  odd-lot  shares,  in  this  case  10  00() 

tt'iuii-i^t  tSiira^  '^^'^-  ^^"' '' ''-'  ^'^-'^'  «^-^«^-^''  - 

Senator  Adams   (interposing).  Do  you  have  the  same  rule  as  to 

Exchange?     "'  "*"  ^"'"^  ""'  ^^^^  ^^^  ^^"^  ^^^^  ^^^^ 

Mr.  LocKAvooD.  Yes. 

Senator  Adams.  There  must  be  units  of  100  shares. 

Mr.  LocKW(X)D.  Generally  speaking,  100  shares. 

Senator  Adams.  Do  you  have  the  same  situation  as  to  specialists 
on  your  exchange  that  the  New  York  Stock  Exchange  ^^H,'^'^'''^''^^ 

Mr.  Lockwood.  We  have  the  same  situation  with  specialists  gen- 
eial  y,  but  not  in  respect  of  odd  lots,  because  in  the  case  of  the  New 
lork  Stock  Exchange  they  have  three  or  four  odd-lot  houses,  while 
we  do  not  have  odd-lot  houses.  Accordingly,  a  specialist  on  our  ex- 
change has  to  be  the  means  of  taking  or  furnishing  to  all  purchasers 
or  sellers  of  odd  lots  a  market  at  a  differential  of^ne  eighth  or  one 
quarter  below  the  full  lot. 
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Senator  Adams.  The  odd-lot  trading  goes  exclusively  through 
specialists  on  the  Curb  market  ? 

Mr.  LoGKwooD.  Yes.  In  other  words,  he  acts  in  a  dual  capacity. 
Now,  if  the  specialist  is  prevented  from  protecting  himself  by 
making  the  necessary  commitments  in  order  to  take  care  of  his  odd 
lots,  it  means  that  the  odd  lots  will  not  be  traded  in,  that  is,  at  the 
regular  differential.  They  will  have  to  be  bought  or  sold  at  what 
can  be  obtained,  and  they  will  not  get  the  benefit  in  the  full-lot  price. 

Senator  Adams.  All  right. 

Mr.  LocKwooD.  Now,  the  third  and  perhaps  the  most  interesting 
point  to  you  gentlemen  is  what  we  call  our  unlisted  department. 
Let  me  preface  that  by  saying:  No  security  is  dealt  in  on  the  New 
York  Curb  Exchange  which  is  not  officially  listed,  but  the  word 
"  unlisted  "  is  a  misnomer.  It  is  a  phrase  or  title  which  has  come 
down  through  the  years,  and 

Senator  Townsend  (interposing).  Officially  listed  where? 

Mr.  LocKwooD.  Officially  listed  by  the  board  of  governors  of  the 
New  York  Curb  Exchange.  This  word  "  unlisted  "  has  come  down 
through  the  years  and  we  have  not  changed  it  to  some  such  words 
as  "  member  listing  "',  which  I  will  explain  later,  because  there  are 
many  people  in  the  country  who  understand  that  fully  listed  as 
meaning  listed  on  the  application  of  the  company  itself. 

Now,  what  we  call  our  unlisted  stocks  are  stocks  listed  on  the  ap- 
plication of  a  regular  member  of  the  Curb  Exchange.  In  that  case 
the  regular  member  has  to  be  a  stockholder  of  the  company.  The 
purpose  of  that  is  to  insure  to  the  exchange  all  official  reports  which 
are  issued  by  the  company, 

I  think  you  may  be  interested  in  knowing  what  some  of  the  re- 
quirements are  for  the  admission  of  a  security  to  so-called  "  unlisted 
trading  "  on  the  New  York  Curb  Exchange. 

Senator  Townsend.  Will  you  state  what  examinations  are  made, 
also  ? 

Mr.  LocKWOOD.  I  think,  Senator  Townsend,  that  will  come  in  in 
what  I  am  going  to  say  now. 

Senator  Townsend.  All  right. 

Mr.  LocKwooD.  The  unlisted  companies  are  never  those  of  new 
enterprises.  That  may  interest  you.  They  are  never  those  of  new 
enterprises.     They  must  have  had  a  minimum  experience  of  2  years. 

Senator  Townsend.  Do  j^ou  mean  that  a  new  company  could  not 
list  its  stock  unless  it  had  been  in  existence  for  2  years? 

Mr.  LocKWOOD.  A  new  company  will  be  admitted  to  full  listing 
on  application  made  by  the  company  itself.  But  we  do  not  take  into 
our  unlisted  department  securities  which  have  not  had  an  experience 
of  at  least  2  years.  Our  exchange  is  in  respect  of  its  fully  listed  se- 
curities generally  ,speaking  a  primary  exchange.  In  respect  of 
primary  companies  we  do  not  feel  that  they  should  come  into  the 
unlisted  class.  They  are  not  distributed.  They  have  no  experi- 
ence, and  we  would  not  have  the  control  over  them  which  we  do 
have  in  respect  of  unlisted.  We  have  to  take  all  papers  which  are 
submitted,  voluminous  papers,  and  our  full  listing  requirements 
call  for  as  much  information  as  is  required  by  the  New  York  Stock 
Exchange;  and  those  papers  are  carefullv  studied. 

Now,  that  is  in  the  case  of  the  full-listed  securities.  In  the  case 
of  the  so-called  "unlisted,"  as  I  have  said,  they  are  companies  of 
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long  exiDerience.     Indeed,  an  examination  of  241  companies  taken 
m  serial  letters  m  order,  showed  tliat-well,  I  have  W^^^^^^^^^ 
actly   but  I  believe  this  is  it:  Of  the  241  companies  at  time  of  ap- 
plication the  average  period  of  corporate  existence  had  been  25  7 
years.     In  o  her  words,  the  most  of  them  are  old-established  com 
panies,  and  they  are  all  established  for  at  least  2  years 

Senator  Adams.  Mr.  Lockwood,  one  sees  in  the  daily  papers  re 
ports  of  transactions  on  the  New  York  Curb  Exchange.^  Do  thev 
include  both  the  listed  and  the  unlisted  stocks  without"  distiiict  on? 

Mr.   Lockwood    Most  newspapers,   and   the   Associated   Press^n 
Its  service  throughout  the  country,  distinguish  between  fully  UsteS 
and  unlisted  by  means  of  an  asterisk.     We  have  endeavored  to  in 
luce  newspapers  to  make  a  clear  demarcation  in  their  pubHcaLns 

ture  oTZ  Ai  f  ^    f''  ""'•'^^?  T'^'^-^^  ^' unlisted".'  AlltlZ. 
tuie  o±  the^Curb  Exchange,  including  its  weekly  bulletin    makes 

dSinction.    ^'''"''""     '"^'^^'  ''''  ''''''''  ---e^nakes  The  s^'e 
Now,  if  I  may  call  attention  to  one  of  our  principles    one  of  our 
beliefs,  in  respect  of  these  securities  with  its    ong  exi'erience    com 
panies  which  have  weathered  the  economic  stress'and  strain  for  To 

SoT'^i^ch   sTft'  ''ir'  f  ^'^^""^  "^^^'^  "^^^  b^  ^^  b'th^ 
investoi    which  IS  after  all,  perhaps,  as  significant  as  anythino-  which 

ui  r?/''''  in  the  way  of  statistics  for  examination.     What"  we  re 
quire  of  an  unlisted  company,  of  one  making  application  for  Tn  un 
wS  I'ZnT^il]  ''f  '^^'-^i^-^^  }^^  tiis'is  tlie'portTonTf  ii 
fhp^nft  1       '  "-^T^^  ^°"-  ^«  ^tock  will  be  admitted  of  which 

the  authorized  issue  is  less  than  100,000  shares;  no  bonds  will  be  ad 
mitted  of  an  issue  of  less  than  $5,000,000;  ther^  must  be  a  radeaulte 

ritiTbTforrtr'  ""^^  ^^^^^^^>'  '^  "^-^  ^^  an  a^-tTvetXt' 
tion     nnl  1       It'  *''^.  ^o"ipany  must  have  had  years  of  actual  opera- 
tion_not  less  than  2  years-and  show  a  record  of  actual  and  satis 
factory  earnings  for  such  period.     The  companv  mus    have  e^ab 
lished  and  maintained  the  principle  of  periodic  annial  audits  b v  in 

rnHn '  rT'^''""'''--    ^'''^^  ''  I  '^y^  ^"«t  maintain  ocondnue' 
that  principle,  because  it  is  a  rule  of  the  curb  exchano-e  if  a  coimnv 

theTL      """'""  ''""'  ^"'^^'^^^  '^''  '^''^'^'y  -i"  b?  strickeil  n?; 
unST'  ^''''"'"'  ^"  '^''''  '"  ^-^^^rdless  of  whether  it  is  listed  or 

Mr.  Lockwood.  Well,  this  is  an  unlisted  security. 

{senator  Adams.  All  right. 

Mr.  Lockwood.  Balan  "e  sheets  and  profit-and-loss  statements  for 

pe'ar mVol's'Sdv"'  '^  "^'"f !t^'      ^^^^^  statemtntrmust  ap- 
peal m  ±-001  s   Moody  s,  or  one  of  the  standard  statistical  services 
or  an  official  statement  must  be  given  to  the  curb  exchange      a{4' 
have  to  have  a  history  and  description  of  the  business    a  t^buhed 

cin  omciai  copy  ot  the  latest  annual  report,  a  statement  from  in  nffi 
eer  ot  the  company  or  from  the  transfer  agenoriTo-istrTr  of    t' 
s  ock  of    he  number  of  stockholders  among  whL  the  ?hareTo?  e-  ch 
c  ass  of  stock  applied  for  are  distributed,  a^statement  fron  a  ?espo^s 
ble  officer  ot  the  company  as  to  any  options  ()utstandino-  bv  Jhe 
coinpany  or  of  any  options  or  calls'onShe  stock  km^n"  to\sl!d 
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Now,  there  is  another  factor  there  which  I  think  will  be  of  interest 
to  you.  It  is  the  material  which  is  filed  with  what  is  called  the  listing 
department  of  the  New  York  Curb  Exchange.  When  that  is  re- 
ceived the  financial  statements  are  all  sent  by  the  curb  exchange  to  an 
independent  certified  public  accountant  whose  duty  it  is  to  examine 
and  break  down  those  balance  sheets,  profit-and-loss  statements,  and 
so  on,  and  report  to  the  committee  such  criticisms  or  comments  as  he 
may  feel  in  his  independent  capacit}^  should  be  brought  to  the  atten- 
tion of  the  committee.  In  other  words,  we  have  expert  assistance  in 
the  analysis  of  the  statements  submitted  by  other  independent 
accountants. 

You  may  very  well  ask  me :  "What  is  the  difference  between  our 
fully  listed  and  our  unlisted  companies?  It  is  true  that  the  fully 
listed  companies  have  to  sign  an  agreement  by  which  the  company 
applying  will  carry  out  certain  specified  requirements,  and  will  also 
compl}^  with  such  future  requests  or  demands  as  we  may  make.  We 
have  more  material  on  file  in  the  case  of  a  fully  listed  company;  at 
the  same  time  in  the  case  of  unlisted  companies,  as  you  will  note  from 
the  list  of  requirements  I  have  already  given  you,  we  do  have  quite 
adequate  information,  which,  on  examination,  will  furnish  to  a  pro- 
spective purchaser  knowledge  of  the  business,  its  years  of  experience, 
its  balance  sheets,  and  so  forth. 

The  Chairman.  What  are  the  charges  for  listing? 

Mr.  LocKWOOD.  The  charge  is  $1,000. 

The  Chairman.  That  does  not  depend  upon  the  size  of  the  com- 
pany ? 

Mr.  LocKWOOD.  Not  on  our  exchange. 

The  Chairman.  What  are  the  charges  for  trading? 

Mr.  LocKwooD.  The  charge  is  $100,  which  is  paid  b}^  the  member 
apphdng  for  unlisted  trading. 

The  Chairman.  All  right. 

Mr.  LocKWooD.  A  practical  illustration  of  what  our  unlisted  com- 
panies are,  of  what  they  do,  what  their  standing  in  the  community  is 
may  be  emphasized  to  you  gentlemen  when  I  tell  you  that  of  our 
so-called  "  unlisted "  stocks  75  percent  have  already  adopted  the 
principle  of  periodic  annual  accounting  by  an  independent  account- 
ant, and  97  percent  of  our  companies  issuing  bonds  have  adopted 
that  principle,  or  a  total  of  all  securities  dealt  in  on  our  so-called 
"  unlisted  department  "  of  82  percent. 

It  may  also  interest  you  to  know  that  as  of  December  31,  1933,  as  I 
recall  it,  42  percent  of  our  unlisted  companies  were  dividend-paying 
companies. 

Senator  Townsend.  What  date  was  that? 

Mr,  LocKwooD.  December  31,  1933.  Our  bond  list  may  have  been 
observed  by  you  gentlemen.  If  not,  I  think  it  would  interest  you  to 
see  the  character  of  the  bonds  which  are  traded  in  on  our  exchange. 
The  average  price  in  December  last  was,  as  I  recall,  64  plus.  Only 
19  of  the  upwards  of  600  issues  are  fully  listed.  All  the  rest  of  those 
high-class  bonds  are  admitted  to  unlisted  trading. 

Senator  Townsend.  What  percentage  of  your  bonds  are  paying 
interest,  or  what  percentage  are  in  default,  if  you  know  ? 

Mr.  LocKwooD.  I  can  give  you  that  exactly,  sir. 

Senator  Townsend.  I  wish  you  would. 
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Mr.  LocKwooD.  On  July  1,  1921,  out  of  a  total  of  476  bond  issues 
admitted  to  unlisted  trading  3  issues  were  in  default  on  interest 
payments.  On  November  1,  1933,  out  of  a  total  of  643  bond  issues 
admitted  to  unlisted  trading  only  83  issues,  including  18  certificates 
of  deposit  representing  underlying  bond  issues  in  default,  were  in 
default.  ' 

Senator  Townsend.  All  right. 

Mr.  Lock  wood.  Now,  gentlemen  of  the  committee,  the  theory 
underlying  the  practice  of  the  New  York  Curb  Exchange  in  main- 
taining this  department  is  this :  When  an  active  market  in  a  secur- 
ity which  meets  our  requirements  exists  in  New  York  City  it  is 
felt  that  in  the  interest  of  the  public,  that  is,  in  the  interest  of  the 
ownersof  those  securities  and  of  the  prospective  purchasers  of  them, 
that  that  market  should  be  on  an  exchange,  an  organized  regulated 
excliange,  rather  than  in  the  outside  market.  S        «^ 

On  the  exchange  an  order  is  given  by  a  stockholder,  or  by  a  pros- 
pective purchaser,  to  a  man  who  as  a  broker  meets  another  broker 
or  another  member  who  is  a  broker,  who  represents  the  other  side 
ot  the  transaction  It  is  a  pure  agency  in  which  the  purchaser  or 
the  seller  pays  only  the  stipulated  rate  of  commission.  The  trans- 
actions are  inunediately  made  public  over  the  ticker.  They  are  pub- 
lished throughout  the  country.  They  may  be  checked.  We  have 
committees  who  will,  if  any  complaint  is  received  in  respect  of  the 
^nfr/l.'^"  tt'  *\'  ^^'fe  ^^-^^^^  "^^"^^^^^  ^1^«  executed  the  order! 
IransactTon.     ^^  "   ^"'''   ''"^''^''   ^^''    "^^^^^    ^^^^^'^    «f   ^h^ 

Th.7\t^Tj^'^T  ^'"^  ''""^  necessarily  true  of  the  outside  market. 

wi T  1        ,*!^^^f  actions  are  generally  between  dealers.     And  what 

Ave  feel  IS  that  our  promise  of  an  active  market  in  New  York  is 

ot  great  value,  not  only  to  the  people  of  New  York  City    be -ause 

as  this  market  grows  it  becomes  national  in  the  case  of  some  seem? 

Illr""^  throughout  the  country  the  citizens,  securities  owners  may 

observe  each  morning  the  actual  transactions  on  the  Cuib  Exchange 

n  Sll  ^a^^.b^f^^'^'/ith  the  closing  bid  and  offer.     And  if  they  w  sh 

o  sell  or  to  purchase  they  may  telegraph  and  will  get  immediate 

port^LTors!^  """"^^^^^  ^^^^^^•^-     T^--'  -  feel,^aL"mo:t'im! 

Now  gentlemen  of  the  committee,  sections  11  and  12  of  this  bill 

4te"^^^^^^^  f^l^  ^r-^'"^' "/''  1-actically,  if  not  entirelT,  dhni-' 
nate  tins  market.  It  will  eliminate  the  so-called  "unlisted  "  mnrkpt 
without  question,  for  the  reason  that  no  security,  in  accoiln  ^with 

De  tiacled  in  on  a  national  exchange  unless  the  company  itself   not 

et-L' g:  s^STg!"^  ''^''^'''' '-''  ^'  ^^-  ^--  ^--  appi-  to  z 

,.nf '"  ^  hr  ^'''''^'  ^^- 1?^'""^®''*  of  all  our  securities  are  unlisted      The 
va  ue  of  those  securities  as  of  November  23,  1933    that    s    of  those 

br\wnrt'"f^L';f  '^^^  ^^f  "^^^^^  '^  yon,'and  Vh^hVouk 
SthrpassaZ  of^tivn  '"-F  ^"""^  "'^i^  ^''  ""t^i^^  "^«^-ket  in  event 
or  tne  passage  of  the  bill  in  its  present  form,  the  valuations  as  I  sav 

ferr'd  sToXli?otoOo'rfoo   '^^rf-J^^^^y^^^^^^^^^^ 
tl?foA'^.oll^^^^^^  ^--^^  ^1,500,000,000,  oV  a 
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Senator  Adams.  Did  3^011  say  82  percent  of  the  securities  listed  on 
the  curb  ? 

Mr.  LocKwooD.  No ;  82  percent  of  the  securities  dealt  in. 

Senator  Adams.  Oh,  82  percent  of  those  dealt  in  are  unlisted. 
How  does  the  volume  of  trading  on  the  curb  exchange,  if  you  have  it 
convenient,  show  up  ? 

Mr.  LocKwooD.  I  have  that  and  will  give  it  to  you. 

Senator  Adams.  Thank  you. 

Mr.  Lockwood.  I  am  informed  by  those  who  know  that  it  is  ap- 
proximatel}''  the  same  percentage,  that  about  18  percent  would  be  in 
the  listed  securities. 

Senator  Adams.  All  right. 

Mr.  Lockwood.  Now,  in  order  to  give  this  a  further  human  touch, 
we  liave  figured  that  in  34  of  our  approximately  600  companies  whose 
securities  are  admitted  to  unlisted  dealing,  that  in  the  case  of  34  of 
those  companies  only,  there  are  2,424,727  holders  of  stock.  So  we 
have  the  problem,  gentlemen  of  the  committee,  of  these  billions  of 
dollars  of  .securities,  with  the.se  millions  of  holders,  which  are  now 
dealt  in  on  an  organized  and  regulated  exchange,  being  by  this  bill 
thrown  from  that  exchange  to  such  market  as  they  may  acquire. 

Now,  gentlemen  of  the  committee,  this  problem  it  strikes  me  may 
not  be  considered  except  in  connection  with  the  over-the-counter 
problem  itself.  But  the  framers  of  the  bill  have  sought  to  accom- 
plish some  control,  have  sought  to  enforce  fidl  listing  on  exchanges, 
with  corresponding  filing  of  statements,  by  making  a  differentiation 
in  the  security  value,  the  loaning  collateral  value,  between  list<?d 
and  unlisted  securities. 

The  Chairman.  Do  you  mean  to  say  that  the  issuers  of  securities 
will  not  make  a])i)lication  for  registration  on  securities  exchanges 
and  that  that  will  eliminate  them? 

Mr.  Lockwood.  I  am  glad  you  bring  that  up,  Senator  Fletcher, 
because  there  are  any  number  of  corporations  whose  securities  are 
bought  and  sold  in  this  country  which  liave  not  and  will  not  make 
application  for  listing.  Several  factors  enter  into  that.  There  is  the 
factor  of  indifference,  as  to  securities  which  have  been  entirely  dis- 
tributed. There  is  no  desire  to  finance.  There  is  the  question  of  ex- 
pense. There  also  enters  in  at  times  the  feeling,  I  imagine,  that  the 
exchange  market  being  a  free  and  open  market  is  perluips  not  so 
favorable  to  quotations  as  the  over-the-countei'  market.  That  may 
be  so.  In  any  event  these  companies  have  not  and,  in  my  opinion, 
will  not  apply  for  listing  on  any  exchange.  There  is  nothing  in  it 
for  them  anyway  by  way  of  advantage  because  they  are  not  con- 
cerned with  financing  or  with  what  the  stock  does. 

Senator  Bulkley.  These  are  all  unlisted  stocks,  are  they^ 

Mr.  Lockwood.  As  I  have  said,  Senator,  82  percent  of  our  securi- 
ties, of  which  there  was  a  market  value  last  November  of  approxi- 
mately 17  billions  of  dollars,  all  represent  companies  which  have 
been  in  existence  for  many  years,  it  may  be  safe  to  say  at  least  for 
15  years,  all  these  securities  must  go  from  our  exchange  if  the  bill 
is  enacted  as  it  now  stands. 

Senator  Kean.  And  that  represents  about  17  billion  dollars? 
Mr.  Lockwood.  Yes;  about  17  billion  dollars  market  value  as  of 
that  recent  date. 
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The  Chairman.  All  right.    You  may  go  on 

Mr.  LocKwooD.  Now,  I  take  the  liberty  of  bringing  to  the  attentioi 
of  the  committee  the  fact  that  this  unlisted  department  of  the  Curl 
J^xchange  offers  a  method  of  regulating  the  ])urchase  and  sale  o1 
securities  which  has  been  tested  and  found  adequate.  And  I  als( 
take  the  liberty  of  making  the  assertion  that  it  is  not  in  the  publi( 
interest  that  these  securities  should  leave  an  exchange  An  exchano-^ 
IS  an  entity.  An  exchange  is  something  which  you  are  seekino-  tc 
regulate.  You  are  seeking  to  protect  the  investors  of  the  country 
-and  one  of  the  means  you  are  using  is  in  the  matter  of  control  of  the 
exchange|  themselves,  in  the  matter  of  exchange  practices  In 
respect  of  that  purpose  we  are  certainly  entirely  in  svmpathv" ' 

Now  gentlemen  of  the  committee,  the  present  bilfalso,  as  I  have 
Wnil  f1  T'  """'l,^'  ^""^  yourselves  may  have  observed,  goes 

beyond  the  exchanges  themselves,  and  of  their  members,  into  mat- 
ters of  col  ateral  value,  and  control  of  companies,  and  ei^en,  as  has 

Ttw^jf  K  J'"'"  V  ^^'-  ^rr^'","'  *^^^  bill  has  a  social  significance. 
n^^m  be  observed  a  so,  and  has  been  mentioned  here,  that  section  14 
whicli  seeks  to  regulate  the  over-the-counter  markets,  is  indefinite 
intangible  and  that  no  one  of  the  proponents  of  the  bill  whom  I 
liave  heard,  has  stated  that  he  has  any  definite  idea  in  mind  as  to 
what  can  be  done  under  this  section. 

Now,  we  again  present  to  you  that  with  this  great  national  ex- 
change this  great  national  regulated  exchange,  th?re  is  opportunitv 
for  con  rol  provided  we  be  allowed  to  continiPe  and  to  co  Je^ate        ^ 

Senator  Adams    During  what  some  of  us  regarded  as  an  oro-v  of 

fhT!n^\7i  1"'^'  'T^  °"  ^"-  1^2^-29,  was  there  any  distinction 
that  cou  d  be  drawn  for  or  against  any  one  of  these  four  classes   in 
fact,    o  better  dismguish  as  between  one  or  the  other:  that  ^ ^o 
had  the  New  lork  Stock  Exchange;  you  had  the  New  York  Curb 

countei  maiket.     That  is,  can  you  say  that  any  one  or  other  of  this 
group  was  less  effective  in  that  it  more  tempted  speculation? 
tr^nf  ;i  '7^1  pe^^f. rally  speaking.  Senator  Adams,  I  would  sav 

that  the  so-called  "  unlisted  "  securities  on  the  New  Y^rk  Curb  Ex- 
change have  stood  up  as  well  as  the  securities  on  anv  exchange      L 

o/DTcembe/sT  %fr?\  ''  ''''''  "^^"^  dividend:payin;  st^^k  as 
tempt  """  comparison,  and  I  will  not  at- 

Stmator  Adams  (interposing).  I  wanted  to  know  if  any  one  showed 
greater  resistance  to  this  speculative  mania  than  others^    "' '^^''"'^ 

^^^.^'''Y''''''-  V"""^  ^  "^"^^^  "«^  '^y  ^^ithout  examination. 
tionr;^^V^rrbeen.""  "'"''""^  "''^^  ''''  "^^"^^^  ^'  ^'^  -^^'l- 

Mr.  LocKwooD    The  regulations  at  that  time  were  not  the  recnila- 

!or  .tuf  th^; '"  1  nT'  '"'^-^  "\^'^?  •^^^^"^^--    There  is  no  ^    - 
tion   about  that.     And   we  submit  this  thought  to  vou  •   That  the 

"n  rbftl  e'^ft w  Y^r  cT^  'V  *'^^  ^^^^'  ^'^''^  ^t'ock  Exchan' 
and  by  the  New  York  Curb  Exchange  as  they  exist  today  certainTv 
restrain  manipuhition  and  restrict  activitv.     In  the  lasr/nah  fs  dl 

least,  the  things  which  are  now  ]H-ohibited,  tlie  manii^.dative  m-ic 
tices  which  are  prohibited  now  by  both  exchanges.     And  I  do  not 
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believe  it  is  conceivable  that  the  exchanges  would,  as  a  matter  of 
self-interest  let  me  say,  vary  those  rules,  or  let  up  on  their  enforce- 
ment. 

That,  however,  bring-s  me  to  a  thought  I  should  like  to  present  to 
your  committee  this  morning :  There  is  no  question  but  what  Con- 
gress  and  the  people  of  the  country  demand  regulation  of  stock 
exchanges.  If  my  premise  be  correct,  that  the  present  rules  are  an 
effectual  restraint — and  certainly  if  section  8  of  the  pending  bill, 
with  certain  changes,  were  enacted  into  statutory  law  the  urge  to 
regulate  these  other  activities,  these  outside  activities,  would,  it  seems • 
to  me,  be  very  much  lessened — to  that  end  the  New  York  Curb  Ex- 
change is  prepared  to  recommend  the  passage  of  a  licensing  bill,  with 
requirements  as  to  rules  and  regulations  of  exchanges,  and  that  there 
should  be  put  in  as  a  definite  statutory  prohibition  subsections  in 
section  8  those  things  a  crime. 

Now,  if  that  be  done,  we  have  left  open  for  further  consideration 
matters  of  margins,  specialists,  segregation  of  activities,  companj' 
reports,  listing  requirements,  all  of  which  are  matters  of  dispute. 
I  think  you  have  head  enough  here  to  know  that  there  is  not  a. 
unanimous  concensus  of  opinion  in  respect  of  any  of  these. 

Now,  we  recommend  that  the  bill — and  you  may  say  it  would 
emasculate  it,  but  from  my  point  of  view  let  us  say  that  the  bill 
retain  those  provisions  which  are  aimed  at  prevention  of  manipula- 
tion, manipulative  practices,  which  after  all  are  the  high  danger- 
spots,  any  excessive  speculation;  and  that  these  other  matters  be  left 
to  a  commission,  the  matters  I  have  spoken  of  in  which  there  is  no 
concensus  of  opinion,  for  such  commission  to  examine  and  report 
back  to  Congress  on  two  lines : 

One  is,  which  of  these  practices  should  be  covered  by  direct  pro- 
hibitions, if  any;  and,  second,  which  should  be  subject  to  general 
regulatory  power. 

If  you  feel  that  you  must  pass  a  registration  section,  I  have  to> 
suggest  that  that  might  be  modified  in  the  following  manner,  in. 
a  manner  which  would  leave  these  exchanges  which  deal  in  so- 
called  "  unlisted  "  securities,  free  to  continue  their  services  to  the 
public. 

Before  saying  this,  however,  I  do  feel  that  the  whole  question 
of  admission  to  dealing  on  exchanges,  not  necessarily  the  question 
of  listing  upon  exchanges  but  the  problem  of  admitting  to  dealing 
on  exchanges,  should  be  given  very  careful  consideration,  because 
there  are  other  exchanges  in  this  country  which  deal  in  securities,, 
so-called  "  unlisted  ",  which  fulfill  in  tlieir  communities  the  same 
function  which  we  fill,  which  the  New  York  Curb  Exchange  per- 
forms in  New  York  City. 

If,  however,  as  I  have  said,  the  Congress  deems  it  necessary  to 
have  a  registration  section,  I  would  suggest  that  the  filing  with  the 
Federal  Trade  Commission,  or  such  other  regulatory  body  as  may 
be  designated,  should  be  necessary  by  a  company  if  it  intended  to 
have  its  securities  listed ;  but  that  if  the  company  which  filed  with: 
the  Federal  Trade  Commission  did  not  itself  make  application  to 
the  exchange,  the  exchange  would  not  be  authorized  to  register  for. 
dealing  in  its  stocks,  or  register  for  dealing  in  its  bonds,  unless 
proper  information  was  o.i  file  with  the  Commission.     Tlie  Com. 
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mission  would  be  authorized  to  send  copies  of  that  information  to 
exchanges,  and  exchanges  might  adopt  such  other  regulations  and 
requirements  as  the  exchanges  deemed  wise  before  admitting  a 
security  to  what  I  would  call  registered  for  dealing. 

Now,  that  would  take  care  of  securities  where  a  listing  application 
was  made.  We  would  have  a  further  section  which  would  authorize 
exchanges,  under  such  rules  and  regulations  as  the  regulatory  body 
or  the  Federal  Trade  Commission  might  specify,  to  authorize  these 
exchanges  to  admit  to  dealing  other  securities,  and  that  the  news- 
papers in  interstate  commerce  should  clearly  differentiate  in  their 
reports  as  between  the  two  categories.  In  other  words,  registered 
for  dealing,  which  would  bring  to  the  mind  of  anybody  who  read 
the  quotations  that  ithose  securities  were  actually\  registered  in 
Washington,  that  their  reports  were  registered.  And  admitted  to 
dealing  on  the  exchange  would  simply  mean  that  the  exchanges  were 
'dealing  in  securities  under  rules  and  regulations  as  the  Federal 
Trade  Commission  or  other  regulatory  body  might  deem  to  be  in 
the  public  interest. 

So,  gentlemen  of  the  committee,  we  are  trying  to  bring  to  you 
something  constructive.  I  think  our  purpose  to  cooperate  is  shown 
by  the  positive  suggestions  which  we  have  advanced,  and  I  empha- 
size the  word  "constructive  "  because  we.  feel  that  with  the  assist- 
ance of  Congress  we  may  be  further  helped  in  making  permanent 
that  which  is  good  and  in  eliminating  any  evil  which  may  subse- 
quently develop.  In  other  words,  we  hope  that  the  act  insofar  as 
we  are  concerned  and  insofar  as  the  public  is  concerned,  the  public 
w^hich  is  interested  in  our  securities,  will  be  constructive  and  not 
destructive. 

I  am  very  grateful  to  you  for  hearing  me. 

The  Chairman.  You  have  made  some  very  helpful  suggestions, 
and  we  appreciate  hearing  both  Mr.  Grubb  and  yourself.  We  will 
consider  all  that  you  have  submitted  here  and  the  things  which  you 
have  placed  in  the  record,  these  pamphlets  which  you  have  sub- 
mitted to  us. 

Mr.  LocKwooD.  We  are  glad  to  cooperate  in  any  way  that  we  can. 
The  Chairman.  I  think  some  specific  instance  might  be  mentioned 
which  developed  before  this  committee  that  might  be  worth  while 
calling  to  your  attention.  A  man  and  his  wife  had  saved  $2,000. 
They  were  poor  people,  and  they  saw  quoted  on  the  Curb  Exchange 
the  stock  of  a  corporation  organized  in  one  of  the  Midwestern 
States,  quite  a  considerable  corporation  in  its  best  days,  at  $1,  and 
^i^ey  decided  to  place  an  order  for  2,000  shares.  They  got  together 
Tfieir  $2,000  and  sent  it  on  to  a  broker  in  New  York  with  an  order 
to  purchase  those  shares.  The  broker  purchased  the  stock  and  sent 
the  certificates  to  them.  Then  they  began  to  look  into  the  corpora- 
tion for  the  first  time,  I  mean  the  corporation  that  issued  the  stock. 
They  found  that  the  corporation  had  been  in  the  hands  of  a  re- 
ceiver for  ovei-  6  months  and  that  bankruptcy  proceedings  were 
pending.  Upon  inquiry  of  the  referee  in  bankruptcy,  thev  ascer- 
tained that  the  assets  of  the  corporation  would  notpav  the  debt 
owned  by  it  to  the  Government,  and  therefore  that  the  stockholders 
would  receive  nothing.  That  brings  up  the  suggestion  whether  or 
mot  the  Curb  Exchange  ought  not  to  take  off  its  list,  if  it  is  listed, 
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or  ought  to  permit  to  be  quoted,  the  stock  of  any  corporation  that  has 
been  placed  in  the  hands  of  a  receiver, 

Mr.  LocKwooD.  Senator  Fletcher,  the  practice  of  the  New  York 
Curb  Exchange  in  that  respect  is  as  follows:  We  do  not  suspend 
from  trading  a  security  because  of  receivership.  If  a  receiver  be 
appointed  we  endeavor  to  secure  at  the  earliest  possible  moment  a 
statement  from  the  receiver  of  the  assets  and  liabilities,  and  if  we  do 
not  get  that  within  a  reasonable  time  our  practice  is  to  suspend  the 
stock  for  a  while.  If  we  do  get  the  statement  and  it  shows  assets 
which  may  be  available  for  stockholders,  we  feel  in  that  situation, 
with  the  statement  on  file,  a  showing  officially  from  the  receiver  of 
what  the  assets  are,  that  the  stock  should  be  continued  for  the  benefit 
of  those  who  have  been  stockholders.  But  on  the  statement  of  facts 
that  you  gave,  Mr.  Chairman,  there  is  no  question  but  what  the 
security  should  have  been  stricken  from  the  list. 

Senator  Adams.  I  know  from  experience  of  a  member  of  the  com- 
mittee who  bought  some  stock  in  a  company  listed  on  the  New  York 
Stock  Exchange,  which  is  in  the  hands  of  a  receiver,  and  he  watched 
it  from  time  to  time,  but  it  has  now  disappeared  from  the  list,  so  that 
he  does  not  know  what  has  happened  to  his  stock. 

The  Chairman.  Might  I  suggest  on  the  same  point  that  we  get 
the  attitude  of  the  New  York  Stock  Exchange  on  that? 

Senator  Adams.  Yes ;  I  think  we  should  have  it. 

Mr.  Redmond.  Mr.  Chairman,  that  is  a  problem  which  has  given 
us  concern  for  years.  After  all,  we  have  no  means  by  which  we 
can  get  official  notice  of  even  the  appointment  of  receivers  promptly 
enough  so  as  to  put  the  public  on  notice  of  the  fact.  When  we  do 
get  that  information  we  publish  a  notice,  which  is  sent  to  all  mem- 
bers, that  a  receiver  has  been  appointed.  But  there  are  many,  many 
instances  in  which  a  company  goes  into  receivership  for  the  purpose 
of  reorganization  where  there  is  a  very  real  value  for  its  stock. 
Now  we  endeavor  to  get  the  information  so  as  to  determine  whether 
there  is  anything  in  the  way  of  a  residual  value,  and  if  there  is  to 
leave  it  on  the  list,  and  if  there  is  not,  to  strike  it  from  the  list.  Our 
great  difficulty,  however,  is  to  get  receivers  or  trustees  in  bank- 
ruptcy to  give  us  any  statement  as  to  what  assets  are  going  to  be 
available  for  stockholders. 

We  recently  had  a  case  involving  a  chain  store,  and  quite  frankly 
they  said  that  dependent  upon  the  decision  of  the  Supreme  Court  in 
regard  to  whether  the  claims  of  landlords  were  valid  claims  in 
bankruptcy,  the  common  stock  was  either  valuable  or  worthless, 
and  that  they  could  not  forecast  the  decision  of  the  Supreme  Court. 
That  decision  was  handed  down  and  the  stock  apparently  has  a 
substantial  residual  value. 

I  might  add  that  that  matter  has  been  under  discussion  by  the 
committee  on  stock  list  of  the  New  York  Stock  Exchange  for  years. 
We  have  recently  tried  to  get  all  corporations  that  are  in  receiver- 
ship to  give  us  the  balance  sheets  of  the  receivers.  We  got  it  in 
one  case  and  found  it  was  more  misrepresentation  than  no  informa- 
tion at  all,  because  the  receiver  issued  a  statement  of  his  operating 
income  without  deductions  of  any  kind  whatsoever  for  depreciation 
and  that  one  item  alone  turned  what  looked  like  a  fine  operating 
statement  into  red  figures. 
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K  li  ^lu  \^'^^  difficult  problem,  and  one  which  I  think  the  exchanges 
both  the  New  York  Stock  Exchange  and  the  Xew  York  Curb  Ex- 
change, as  well  as  others,  realize  requires  great  study,  and  possibly 
the  cooperation  of  our  courts  in  giving  p  "onipt  infor  nation  to  the 
pub  he  as  to  appointment  of  receivers  aiul  trustees  in  bankmptcy 
The  Chairman.  I  thank  you  very  much,  Mr.  Kedmond.  I  think 
there  may  be  c-liances  m  the  case  of  a  simple  receivership  of  e 
stockholders  getting  something  for  their  stock.  I  can  see  that  Air 
Redmond  or  can  see  where  that  is  possible,  but  when  a  receivership 
s  followed  by  bankruptcy  it  seems  to  me  that  closes  the  door  and 

I^ranytlTing  '  "  ''  "'^  '^'''''  ^'^"  ''''  ^^^^^holders  receiv 

ihlh  ^,^^'T^'°-  On  that,  Mr  Chairman,  I  am  entirely  with  you 
that  we  can  draw  a  distinction  between  the  appointment  of  an  equity 
receiver  and  the  appointment  of  a  receiver  in  bankruptcy  bS 
under  bankruptcy  now,  and  more  particularly  since^fe"?cent  dfcf 
sion  of  the  Supreme  Court  in  the  National  BJdhfor  case  apparently 
equity  receiverships  will  be  restricted  to  corporations  hlVl^rrpub- 
hc  interest.  Therefore,  presumably,  we  will  see  more  cases  of  bank 
ruptcy  than  m  the  past.  But  eveii'  in  bankruptcy  L^re  may  b^  a 
re-sidual  value,  as  was  the  case  in  this  chain-store  matter         " 

thirmaUer.'"''"'''-      ''''''''^  '"  ^''  '^''  ^^^^^"^^  ^^  ^^^^  exchanges  in 
Mr.  LocKwooD.  All  exchanges  seek  to  have  on  file  for  the  benefit 
of  prospective  investors    or  holders  of  securities,  ful     nfornia  ion 

papers,  where  a  stock  is  near  y  up  to  a  reSl'  '""f  ""^-  '"  ^^^ 

Senator  Kp.i    M^  ^"^^.^lons  by  members  of  the  commfttee?     ^ 
oendioi  JVEAN.  Mr.  Chairman    T  qhrmlrl  lit.^  +^      i  .• 

two  of  Mr.  Lockwood.  '''''  ^  ^^'°"^^^  ^^^^  to  ask  a  question  or 

The  Chairman.  You  may  proceed.  Senator  Kean. 

Curb  Exchange  are  somewhat  the  same  ^ 

on  sal 
Mr. 

thS^lfhe^rnHK.!!  ^^th"?-  *"'•  }'1  '""<■?'  "*  «"^  -'"'"ittee, 
JanuaVv  ..f  tl  Te  to  the  oh'"''*  Vk''"  """"  f™'"  «,e  1st  of 
..odes  on  vo„r"bo.:;M':,n:;  X^W  c°fstome™r-"  ""  ""'  ^"'^^  "*  '^- 


jales  of  st,Xs":i.\C„n"'  thrN^w' Tol^^urb  F^'^  "'T' 
fr.  Lockwood.  We  have  not.  Exchange? 

Senator  T<'i?atvt    "\a^,"ii   ,.,,..   _  i *    <• 


STOCK   EXCHANGE   PRACTICES  7135 

Mr.  LocKwooD.  Sales  or  transactions?  Do  you  mean  reports  on 
transactions  ? 

Senator  Kean.  Yes. 

Mr.  LocKWooD.  Very  good,  sir. 

Senator  Adams.  Mr.  Lockwood,  do  you  have  any  instances  where 
the  same  stocks  are  listed  both  on  the  New  York  Stock  Exchange 
and  on  the  Ncav  York  Curb  Exchange? 

Mr.  Lockwood.  It  is  in  our  constitution  tlxat  no  securities  shall 
be  traded  in  on  the  New  York  Curb  Exchange  which  are  dealt  in 
on  the  New  York  Stock  Exchange. 

Senator  Adams.  That  would  not  apply  to  local  exchanges  in  other 
cities,  however,  I  take  it? 

Mr.  Lockwood.  It  does  not. 

The  Chairman.  Are  there  any  other  questions  of  Mr.  Lockwood 
by  members  of  the  committee?  [A  pause,  without  response.]  If 
not,  we  are  very  much  obliged  to  you,  Mr.  Lockwood. 

Mr.  Lockwood.    And  I  wish  to  thank  you  gentlemen  for  hearing  me. 

Senator  Adams.  Senator  Kean,  that  request  made  by  you  does  not 
apply  to  odd  lots,  does  it  ? 

Senator  Kean,  No ;  I  did  not  mean  odd  lots  of  air  stocks. 

Senator  Adams.  Did  you  gentlemen  understand  that  ? 

Mr.  Grubb.  Yes.  I  understood  that  it  applied  to  the  round  num- 
bers list  only. 

(Thereupon  Mr.  Grubb  and  Mr.  Lockwood  left  the  committee 
table.) 

Senator  Goldsborough.  Mr.  Chairman,  I  have  a  letter  from  the 
Baltimore  Chamber  of  Commerce,  protesting  against  the  passage  of 
this  bill  in  its  present  form  and  setting  out  reasons  why  they  make 
the  protest.     I  should  like  to  have  it  made  a  part  of  the  record. 

The  Chairman.  The  committee  reporter  will  make  it  a  part  of  the 
record  and  return  the  letter  to  you,  Senator  Goldsborough. 

Senator  Goldsborough.  I  thank  you. 

Baltimore  Chamber  of  Comme31ce, 

Office  of  the  Sex^retary, 
Baltimore,    March   5th,    193-'t. 
Hon.  Phillips  Leib  Goldsborough, 

United  States  Senate,  Washington,  D.C. 

Deiar  Sir  :  At  a  meeting  of  the  Board  of  Directors  of  the  Baltimore  Chamber 
of  Commerce  held  Monday,  March,  5th,  1934,  the  following  preamble  and  reso- 
lution was  adopted,  viz : 

Whereas  as  National  Securities  Exchan.ee  Act  of  1934.  Bill  S.  2693,  was  con- 
ceived with  the  laudable  purpose  of  correcting  certain  admitted  abuses  existing 
in  the  various  security  markets,  and- 

Whereas  ail  risht  thinking  Stock  Exchange  members  and  dealers  in  securi- 
ties would  welcome  the  correction  of  such  abuses,  yet  this  bill,  as  at  present 
written,  attempts  an  impracticable  dejjrree  of  regulations  of  credit  agencies; 

Curtails  the  proper  functions  of  banks ; 

Seriously  restricts  loans  when  credit  expansion  is  desired  and  advocated  as 
a  recovery  measure ; 

Removes  from  availability  money  in  banks  not  members  of  the  Federal 
Reserve  System  in  preventing  them  from  lending  on  any  security  listed  on  a 
national  securities  exchange  to  any  member  of  such  exchange ; 

Tlie  restrictions  placed  on  unlisted  securities  would  place  an  extreme  hard- 
ship on  small  corporations  in  financing  or  refinancing  themselves :  Therefore 
be  it 

Resolved,  That  the  Baltimore  Chamber  of  Commerce  protests   against  the 
passage  of  bill  S.  2693  in  its  present  form ;  and  be  it  further 
175541 — 34 — PT  15 4G 
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Resolved  That  a  copy  ot  this  resolution  be  sent  each  of  the  Senators  and 
Representatives  from  the  State  of  Maryland  and  to  Senator  Duncan  U  FlSchJi 
Chairman  of  Senate  Committee  on  Banking  and  Currency  '  ' 

Very  truly  yours, 

(Signed)     Jas.  B.  Hessong, 

Secretary. 
The  Chairman.  I  believe  Mr.  Wetsel  wished  to  be  heard      If  he 
will  now  come  forward  to  the  committee  table  we  will  be  verv 
glad  to  hear  him.  "^ 

STATEMEljrTS  OF  A.  W.  WETSEL,  WETSEL  ADVISORY  SERVICE 
.^^;'roH^  ^-  ^-  M^ITCHELL,  ESQ.,  ATTORNEY  EOR  WETSEL 
ADVISORY  SERVICE,  INC.,  NEW  YORK  CITY  ^^^^^h 

The  Chairman.  Mr.  Wetsel,  please  state  your  name,  place  of  resi- 
dence, and  occupation. 
Mr.  Wetsel.  My  name  is  A.  W.  Wetsel.     I  reside  in  New  York 

,u%u  T  ^^^^'-'h^^  ^*  ^if  ^^*«^1  Advisory  Service,  with  offices  in 
the  Chrysler  Building.  The  organization  that  I  head  is  an  inde- 
pendent investment  counseling  organization.  We  have  clients  all 
over  the  United  States,  as  well  as  in  Canada  and  foreign  countries 
We  serve  through  various  mediums,  one  being  a  weekly  bulletin  in 
which  we  discuss  general  market  conditions,  and  the  outlook  as  we 
see  It,  and  make  such  specific  recommendations  for  purchases  or 
sales  as  we  think  conditions  warrant. 

One  other  channel  through  which  we  serve  the  public  is  in  the 
management  of  their  funds.  We  have  the  entire  funds  before  us 
which  we  make  recommendations  on.  ' 

The  Chairman.  What  is  that  fund  derived  from« 
Mr  Wetsel    Their  capital.     They  give  us  the  entire  list  of  their 
securities  which  they  have,  and  such  cash  as  they  have.     They  place 
a  certain  fund,  which  may  be  $100,000  capital.-"  They  may,  at  the 
time  they  come  with  us,  own  securities  in  the  sum,  sav   of  ^50  000 
and  have  $50,000  cash.     We  take  charge  of  the  enti're  f und         '       ' 

are  iLy  ba'seTon  ?  ^"'  ''  ^''  '^"'^^  '''  ^^"^  ''''''''  ^^^  ^^at 
Mr.  Wetsel.  Our  weekly  bulletin  sells  at  $60  a  year.     The  super- 
sea  WfTef  2r,\^nage^ent  service,  as  we  call  it,  has  a  sliding 
annum  ''  ^  P^'"'^''*  °^  *^^  ^^^^^^  ^^P^^^l  P«? 

fi.^^^  Chairman.  For  the  benefit  of  investors  or  for  the  benefit  of 
those  who  have  securities  to  sell  ?  ueueut  oi 

is  ^le]l^tr.TtvIl.'"-  ^^""^  y«^Jf  «ed  that  point,  because  our  interest 
and  rKf  ^  investor.    We  have  no  securities  whatever  to  sell, 

and  do  not  own  any  securities.  We  act  in  no  capacity  whatever  as 
broker,  or  go-between,  between  buyer  and  seller  except  so  farTs  on  r 
judgment  goes,  as  to  whether  stoclf  should  be  bought  ^oV 

pen'Jmg^Sn  no^-  ""^  ""'''  '^  ''^'  '^  ^^^'^  ^^^  ^^  ^^-t  this 

chS^l5;Li^h?^;i5:tir$ea^^^^^^^     ^^  ^  -^^'  ^- 

Mr.  Wetsel.  Na     That  is  an  entirely  separate  service. 
Senator  Ke-vn.  That  is  a  separate  service 
Mr.  Wetsel.  Yes. 
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Senator  Kean.  So  that,  if  I  give  you  $100,000  or  $10,000,  your 
charge  is  1  percent  per  year  for  managing  that? 

Mr.  Wetsel.  That  is  true  on  $100,000  or  over.  On  anything  less 
than  $100,000  and  down  to  $10,000 — we  do  not  take  any  less  than 
$10,000 — we  charge  1  percent  up  to  $50,000,  one  quarter  of  1  percent 
from  that  up  to  $100,000,  and  then  10  percent  of  net  realized  profits. 

Senator  Kean.  Do  you  call  profits  interest? 

Mr.  Wetsel.  No.  Deductions  are  made,  of  course,  in  computing 
profits,  for  6  percent  interest  on  the  entire  fund.  All  commissions 
iind  all  other  charges  are  deducted  before  profits  are  computed. 

I  might  say  at  this  point  that  the  only  excuse  we  have  for  being 
in  business  is  that  we  have  made  a  study  for  many  years  of  the 
-causes  and  effects  of  price  movements.  Any  conclusions  we  arrive 
at  as  to  whether  a  stock  should  be  bought  or  held  are  based  upon 
our  experience  in  connection  with  the  causes  and  effects  of  move- 
ments. 

I  have  prepared  a  statement  here  to  save  the  time  of  tlie  com- 
mittee.   I  will  not  read  it  all. 

Senator  Kean.  Have  you  copies  of  it? 

Mr.  Wetsel.  Yes.  Any  conclusions  we  have  drawn  concerning  the 
bill  that  is  now  under  discussion  are  also  based  upon  our  experience 
as  to  causes  and  effects  of  price  movements. 

With  your  kind  permission  at  this  point  I  would  like  to  introduce 
Mr.  J.  G.  Mitchell,  who  is  our  attorney.  I  think  he  can  discuss 
these  high  lights  probably  a  little  more  intelligently  than  I  can.  I 
have  prepared  a  statement,  but  I  think  he  is  probably  more  capable 
of  discussing  these  points. 

The  Chairman.  Very  well,  Mr.  Mitchell. 

Senator  Goldsborougii.  May  we  have  a  copy  of  the  statement? 

Mr.  Wetsel.  Yes. 

Mr.  Michell.  My  comments  will  be  very  brief.  Mr.  Wetsel  has 
stated  here  a  number  of  principles  which  are  drawn  from  his  experi- 
ence, and  which  I  will  only  just  tefer  to  in  that  way. 

Senator  Kean.  What  is  the  name  of  your  corporation? 

Mr.  Wetsel.  A.  W.  Wetsel  Advisory  Service. 

Mr.  Mitchell.  As  Mr.  Wetsel  has  intimated,  the  approach  is 
entirely  from  the  standpoint  of  the  investor.  If  the  investor  suc- 
ceeds, the  service  succeeds.    Otherwise  both  lose. 

There  are  two  elements  in  the  bill  with  which,  from  that  stand- 
pointj  we  are  particularly  concerned.  One  is  with  reference  to 
marginal  requirements. 

The  Chairman.  That  is  section  6. 

Mr.  Mitchell.  Section  6,  Senator. 

It  would  seem,  from  a  reading  of  that  section,  that  the  real  pur- 
pose of  the  bill  is  to  maintain  a  certain  flexibility,  but  it  would 
appear  to  us  that  that  objective  has  not  entirely  been  reached,  and 
there  is  an  element  of  uncertaint}^  still  there.  Our  thought  was  that, 
whereas  there  is  a  limit  of  loan  there  of  40  percent,  which  must  be 
extended  and  maintained,  one  of  the  effects  would  be,  in  practice,  to 
have  a  lower  loan  value,  and,  despite  the  fact  that  section  9  prohibits 
stop-loss  orders,  there  would,  in  practice,  have  to  be  a  stop-loss 
order  against  every  deposit  of  collateral.  In  a  declining  market  the 
possibilities  of  liquidation  would  be  enhanced  by  this  arbitrary 
marmnal  restriction. 
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Our  thought  was  tliat  a  crreater  flexibility  might  be  permitted 
|mcl  discretion  in  the  Federal  Trade  Commissionr  I  1  not  tM^^^^^^ 
hat  IS  contrary  to  the  real  purpose  of  the  bill,  because  hei^are  two 
?  hi  l"i'"  '"^^r'"'^'"'/^  connection  with  tluit  section.  One  is  to 
establish  lower  loan  values,  and  the  other  is  to  promulgate Vules  and 
reo^dations  which  would  have  somewhat  the  effict  of  amend  I  that 
section,  so  that  it  seemed  to  us  that  while  Conoress  was  abouf  it  it 
;mght  just  as  well,  under  proper  restrictions,  m^ke  thrprovis  o^^^ 
marginal   requirements   less   arbitrary   so   that   the   FeTraT  Tr'Tdp 

u:^"^:" """'' ""'  ^^"  '^'^'^''^^  «^  ^^y  giv^sSuati^l:: 

^-r'^^Tf^'f-'"  ''^'^^'  i-eference  to  section  8,  particularly  subsection 
fh^;  f  1    /  1  '•'  -^"^^•«"?  captioned  "  Manipulation."     It Vould  seem 

pressing  it  has  reLon  t<,  believe  that  ft  ,  ,n,??„r  ^  P^,'''-^  *'''■ 

sale,  and  that  seeins  tn  I^fl-if     1  "?-^  induce  a  purchase  or 

whether  it  dtl  induce  ''^^"^  '"  ">''  "'"""'**  "f"'*- 

such  'rH.Sl,-st!:''vieV'o/it'irt"^  *^  Commission  might  not  take 
part  of  unprin  -pfeTp^iUL  Vtalf.f''*"''  °*  "*<"■*'""  "»  ">« 

:'rtir:-lr""^^™^-"— ^^^^ 
po]rror;hr-!v™ro,'?";;^,r'if ::'""•  f  "•  ^'""■•/"^"  f™-" ««-  ^'-^i- 

of  the  market  s  t  a  L     t  W^^^^  ^^"  intelligent  appreciation 

mediate  information  t     be.     on  t  ^1-^  'T'^'^^  ^¥  """  ^"^^^^^  i"^" 
oporation  with  the  Commission  ^^*"^*^«"«  ^«  ^^ey  arise,  in  co- 

Mr' Wkt^^'m  ^^7  ^^^f'^  ^''y  questions? 
Ml.  \Vkisel.  May  I  make  one  statement? 
Ihe  Chairman.  Yes. 

Mr.  Wetsel.  The  question  was  raised  here  with  AT,-  P...  ii  i  . 
■^tock  companies  that  have  o-one  inf,V  .-l  •  ^^^V^  ^^' •  <^^i»l'b  about 
My  observation  on  that  las  Cn  thi  r''''Tr"iV'"  bankruptcy, 
cither  look  into  the  secui-^tfes  thpv  .'  i  "^  ^'"^^'"^  '^^^'  ^^"^  seem  to 
I  have  had  quite  Tlot  of  eipe  ce" TvS'f  'I'  f'  ^hey  forget, 
asking  whether  we  would  advise  the  n.nvf  f  "^"^  ^''^''^  ''^^•^^^^»  "'^ 
ana  in  a  great  ".any  cas^^^i^Lt  Smj^i^  ^STrnu^^ 
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common  knowledge — it  would  appear  to  be  common  knowledge,  at 
least — is  in  receivership.  Perhaps  it  is  some  prominent  company. 
On  occasions,  in  bankruptcy,  they  either  do  not  see  it  or  they  forget 
it,  or  else  they  do  not  examine  it,  one  or  the  other. 

My  point  is  that  it  seems  to  me  that  the  public  ought  to  examine 
more  carefully  into  the  stock  that  they  contemplate  purchasing 
than  they  do.  Our  policy,  incidentally,  in  that  connection  is  to 
steer  our  clients  away  from  securities  of  companies  that  are  in  re- 
ceivership. On  numerous  occasions  we  have  doubtless  prevented 
them  from  making  considerable  profit,  but,  nevertheless,  it  is  a  policy 
with  us.  I  could  cite  a  number  of  stocks  of  companies  that  have 
been  in  receivership,  and  even  bankruptc}^  which  were  selling  for  a 
feAV  cents  or  a  dollar  a  share  a  year  ago,  and  today  some  of  them  are 
5,  6,  or  7  dollars.  So,  occasionally  we  get  some  criticisms  from  our 
clients  wliom  we  told  not  to  buy  the  stock  of  a  company  that  was  in 
receivership. 

Senator  Keax.  You  recommend  to  3^our  clients  securities,  do  you 
not^     You  recommend  that  they  buy,  do  you  not? 

Mr.  Wetsel.  Yes,  sir. 

Senator  Keax.  Under  this  bill  the  penalties  are  pretty  great  if 
you  reconnnencl  anything,  and  there  happens  to  be  some  mistake  on 
the  typewriter. 

Mr.  Wetsel.  AVe  are  not  likely  to  have  such  mistakes,  I  think,  but 
the  penalties  are,  as  Mr.  Mitchell  has  outlined,  rather  severe  for 
tliose  making  statements  that  would  even  tend  to  encourage  pur- 
chases of  stocks  that  might  go  in  the  opposite  direction  from  that 
desired. 

Senator  Keax.  Tiiat  might  lead  somebody,  years  afterward,  to 
sue  you  on  something  that  3'ou  could  not  very  well  refer  to  3'ears 
afterward  t 

Mr.  Wetsel.  That  is  right. 

Senator  Keax',  Because  the  market  went  down. 

The  CHAimiAx.  Do  you  receiVe  funds  and  handle  them  in  your 
own  way,  without  any  consultation  with  the  client  or  customer? 

Mr.  Wetsel.  We  have  no  funds  and  no  securities  in  our  posses- 
sion. We  do  not  take  i)hysical  possession  of  funds  or  securities. 
We  have  a  few  account;^  where  we  have  what  we  call  '*  discretionary 
jDOwers  ",  or  power  of  attorney,  for  example,  with  a  trust  company. 
We  give  our  order  in  a  few  instance;s,  only  at  the  request  of  the 
client,  who  might  be  at  some  far  distant  i)oint,  or  might  be  away 
from  home  for  some  time.  We  give  our  orders  direct  to  the  trust 
company  or  the  broker,  under  power  of  attorney,  to  buy  or  to 
sell,  and  the  confirmation  is,  of  course,  mailed  directly  and  promptly 
to  the  client.  We  have  only  a  few  of  those,  and  only  when  re- 
quested. 

The  Chairman.  Do  you  handle  any  foreign  securities? 

Mr.  Wetsel.  You  mean  do  we  recommend  foreign  securities? 

The  Chairman.  Yes. 

Mr.  Wetsel,  We  do  not.  I  might  say  at  this  point  that  we  special- 
ize or  concentrate  on  what  we  term  '"  active  stocks  ",  that  is  to  say, 
stocks  for  which  there  is  a  good  market.  We  avoid  very  rigidly 
the  stocks  of  any  company  that  are  erratic,  and  they  are  usually 
erratic  only  because  they  have  a  small  capitalization.    We,  of  course, 
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then  recommend  only  the  leading  companies.  Probably  we  would 
not  recommend  over  100  to  150  stocks  out  of  the  entire  800  on  the 
JN  ew  1  ork  btock  Exchange. 

Senator  Keax  In  other  words,  you  do  nothing  but  recommend 
to  your  clients  stocks  that  are  quoted  in  large  volume  every  day 
so  that  they  could  get  m  or  out?  J^'^yr 

Mr.  Wetsel.  What  we  term  "  active  stocks/'  There  are  times 
when  even  the  most  active  stocks  are  relatively  inactive.  We  have 
a  recent  example  in  American  Can,  which  almost  did  not  open  day 
betore  yesterday  at  all.  There  was  one  small  sale,  as  I  understand 
about  20  minutes  to  3.  That  situation  has  not  happe^d  in  that 
s  ock  to  my  know  edge  in  10  years.     That  is  ordinarily  an  active 

inactive.      "'  ""  "'''^''  ^^^'''  '^''  ''''''  ^''^^^  are^requently 

obl'^d^MrmfseL'  ''"^  "'^  ^"  '''''''  ^^^^^^^"^  -  -^  -^7  --^^ 
Mr.  Wetsel.  Thank  you,  sir. 

nVfr  Wpf^.Tt^'i  \l  ''.^i^VV'}'^  suggestions  consideration. 
(Mr.  Wetsel  submitted  the  following  statement  for  the  record:) 

Memorandum  by  A.  W.  W^set.  o.n  the  Naticna.  Securities  Exchange  Bill 

be  effective  rather  than  destrnctivp  Sfrf  nf  I'  •.  ^^  ^^l  machinery  created  shall 
established  principles  nncfeSthPn^^^^^^^  '"''"  ^""''"°"  ^^  harmony  with 
than  retarding  the  natSal  p?osperfty!    ^''^''  ^"''^"'^  ^'  Promoting  rather 

MARKETING  PKINOIPLBS 

outoomTSlomryt'?"^o/lT^^^^^^^^  considerations,  which  are  the 

commodity  markets  obseivation   and  experience  in   the  securities  and 

J^nol\Tio:LreXsVlZ^^^^^^^     ''^''''''  ''  -'-"^-  ^'<>^^^  Oears  little 

^^^^!:^Wi^i^:Ti:^t^''r'''^  ^.^r  ^^'- ^' ^S7.  It  sold 

to  $80  per  sLare,  and  the^c^ik  iki^ofi.  I  ^S?  ^^^  ^""''^  ^'^^'"^  ^''^''^  "^'"^^'^^ 
could  have  buri  ed  al  its  bn UrUnl  T  '  f^^:  ^'^  ^^^^  Montgomery-Ward 
loans  and  accounts  payable  rS  red^a,r'u«  ^f ''^'^ '^^  equipment,  paid  all  its 
had  a  Hquidating  valirof  aboT^ffi  Jn  f  ^"^^^^^^^^S  preferred  stock,  and  still 
stock  sold  as  low  as  $4  ^  ^^'''^'  '^'^''"^  ^'^  ''^"^^•'"  ^^"^''-     ^ut  tl.o 

ini'Sl^eclanr^.f^So^Ld'rS^^^"^  ''''  "«^  ^«"^-  «-  ^^-^^  i"  earn- 

^sTa"^^:^^'^  ^S:t'il^r  ^%;^  ^?  ='-^  ^^  K^2  earnings  were 
proximately  GO  percent  below  tSt' of  102^  A.  .f^^''^^  ^P''  ^^^^  ^'«^  ^P- 
stock  had  declined  70  nercent  frn.n  tbl  i  •  ,       4*   ^^^  ^^^  P^in^  in  19.32  this 

market  price  of  this  I'ck  ?o  \i?e  ;L  s  IQS^^jriq.'.^  't?'"'-  ?^'f,  "''^"""^^  ^^"^ 
contrast.     During  1932  it  sold  as  low    ,«^;    "    }aS  **^7'.'^  further  significant 

now  estimated  that  the  com  fany'  eanied  onVss'lo  fol-  wS^  T  f'"  7.''  ''  '' 
half  that  of  1932  "-"nii-u  uiii;v  $i.ou  tor  1933,  or  less  than  one 

juitJfn  in?es?,u''r"SvuLStr''n,;r  ,"v;?r'i'^",'?  ^■'■""■'°"  '•■'  ""•<■"  "> 

stautlnl  advances.  "•^'""""n  <lo  not  Dreveiil  declines  nor  their  lack  sub- 
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American  Telephone  sold  above  300  in  1929.  In  1932  as  low  as  71.  Mean- 
while its  dividend  had  not  been  changed.  Radio  Corporation  advanced  from 
around  50  to  well  over  500  from  1927  to  1929.     It  has  never  paid  a  dividend, 

4.  Business  activity,  as  reflected  by  accredited  indexes,  seldom  moves  in 
advance  of  security  prices.  On  the  contrary  business  activity  almost  invariably 
trails  the  stock  market  by  anywhere  from  3  to  7  weeks. 

It  is  my  own  view  that  stock  prices  do  not  "  discount "  business  improvement 
or  retrogression,  but  that  a  major  rise  therein  may  actually  be  the  cause  of  busi- 
ness improvement.  Conversely,  a  major  decline  may  cause  a  falling  off  in 
business  activity,  since  the  value  of  the  stocks  and  bonds  listed  in  the  secm'ity 
exchanges  represents  the  capital,  and  in  a  very  important  sense,  the  buying 
resources  of  the  country. 

In  this  relation  the  following  facts  are  worthy  of  studious  consideration : 

At  the  top  of  the  bull  market  in  1929  the  market  value  of  the  stocks  listed  on 
the  New  York  Stock  Exchange  alone  was  in  round  figures  $89,000,000,000. 
Bonds  on  this  exchange  had  a  market  value  of  about  47  billions.  A  total  of 
136  biUions. 

Consequently  carloadings,  steel  production,  automobile  production,  and  cor- 
porate earnings  were  the  highest  in  the  history  of  the  country. 

July  1,  1932,  the  market  value  of  stocks  on  the  same  exchange  was  15  billions 
and  the  bonds  37  billions,  a  total  of  only  52  billions.  There  was  a  correspond- 
ing decline  of  business  activity. 

In  this  connection  it  will  be  of  interest  to  obsei've  that  according  to  one 
authoritative  index  agricultural  commodity  prices  showed  an  average  of  $1,471 
in  July  1929  and  fell  off  to  $0,709  in  July  1932.  When  the  stock  market  turned 
upward  in  July  1932,  making  the  greatest  proportionate  advance  in  the  history 
of  the  exchange  in  the  short  space  of  7  weeks,  business  did  not  shovsr  improve- 
ment until  5  weeks  later. 

5.  The  sequence  of  events  in  respect  of  market  movements  is  the  reverse  of 
the  general  belief. 

Rapid  advances  are  not  foUovped  by  precipitate  declines.  Conversely  slow, 
steady  advances  are  not  necessarily  an  indication  of  soundness  and  regaining 
health.  On  the  contrary  they  are  usually  followed  by  a  collapse.  This  is  the 
experience  of  at  least  a  hundred  years.  It  would  appear  to  be  the  manifesta- 
tion of  a  law  that  operates  almost  uniformly  in  respect  of  security  and  com- 
modity prices,  steel  production,  electric-power  output,  carloadings,  and  business 
activity  generally. 

6.  The  existence  and  influence  of  pools  has  been  exaggerated  in  the  public 
mind.  The  rule  is  that  they  can  successfully  operate  under  modern  market 
conditions  only  in  correspondence  with  the  general  trend,  and  upon  stocks 
the  total  of  whose  floating  supply  is  relatively  small.  Quite  often  the  operators 
themselves  are  the  greatest  losers. 

7.  The  market  must  in  my  judgment  be  considered  from  the  standpoint  of 
an  entity ;  in  many  respects  distinct  from  the  aggregate  conunercial  and  indus- 
trial activities  of  the  Nation.  It  is  not  independent,  as  seems  often  to  be 
assumed,  but  subject  to  law  which  is  both  powerful  and  regular  in  its  opera- 
tion, so  that  its  sequences  may  be  observed  and  ascertained  with  a  remarkable 
degree  of  accuracy.     I  am  therefore  led  to  the  following  conclusions : 

(1)  Manipulation  of  prices  of  securities  is  limited  to  certain  selected  issues 
witli  a  relatively  limited  floating  supply. 

(2)  No  manipulator  or  group  of  manipulators  is  able  appreciably  to  influ- 
ence the  movements  of  tlie  market  as  a  whole.  Tiie  whole  power  of  the  Gov- 
ernment is  unable  to  stem  the  tide  of  economic  law,  as  was  demonstrated  by 
the  futile  though  sincere  and  strenuous  effort  of  the  last  administration  to 
arrest  a  major  decline. 

(3)  Economic  recovery  is  dependent  to  a  degree  greater  than  is  generally 
apprehended  upon  a  freely  functioning  market. 

(4)  The  free  functioning  of  the  market  should  not  be  interfered  with  on 
the  one  hand  by  dishonest  manipulation  of  traders  or  hampered  by  unneces- 
sary legislative  and  bureaucratic  restrictions  on  the  other. 

If  these  deductions  are  made  the  guiding  principles  of  your  legislation,  I 
feel  that  a  double  result  will  be  achieved — the  investor  will  be  protected  as 
such,  and  his  interests  as  an  integral  element  of  the  economic  structure  will 
be  conserved  and  prompted. 
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CALL   LOANH   BY   CORPORATIONS 

The   newspapers   recently   j,'av.e   considerable   hendlinA  «rvn/.o   f^   «  v 
mitted  here  regarding  loans  on  call  made  bf  Jd   s  r  d  cor^^^^^^^  ,?"  v" 

My  previously  expressed   confidence  that  even   vast  finnnr^ini    ,.^^ 
helpless  against  the  general  trend  and  can  mZ  both™     •   .  ^^««»»'<^es  are 
along  by  the  powerfuf  current  remains  unsl^.ken!  ""'"  '"'^  ^"^^  '^"^^^ 

SUGGESTIONS 

.uJUu^^'^rfsubnET'''-^   '"   """"    """   "'^   '""""'"^   observations   and 

MARGINAL  REQUIKEMENTS 

In  respect  of  niargiual  requirements  I  would  urge  a  sreiter  fl^vihiin,,      t. 
bnt  it  is  l,e<l,e<l  abot.t  wltl,  n,a       ,°?cei  tai  nties     I  'niml    f"i,!"fT*-  °'  ""',  ",'"■ 

l«a'rv,™\S'%S,1fi„'],i';\;,/J|^!;"''r';  'l»  Co,n„,lssl„n  to  describe  "lower 
.-.gainst  <.o,latoia,',„",r';o,:;i'  otIS'LXS'"'"  ""«""-"•  '"'<•  "'■  ">»- 
1    kir,. """,",'"'* ,""'""  '"o  "ifliences  wonV,!  operate: 

ratios.  "^  "■'  "'"'"  ""  '"e  'O""  ""s  in  excess  ot  these  niaiglual 

oient?'rapw"'to'bo  efllojfvi""  '"  °  "''^'^'^  ""-^"^  "■"'"-'  «"■"'  ""'  »=  -«- 

ma'Jfr„?esT;',f;"e'^u;?^f„''„',  Xi.'^^iSd  b*" ■  "^™T  "■''  ->»"«'""ty  «' 
provisions  of  the  act  '  ""-  '"  '^''"''"^*  "'"'  *«  oategorlcal 

a4|;tiSrrr;;,.;eiiLit;Si^;^-ii-^  o^  partiauty. 

^Ar^rZ-:Z  \;yT:Sr::\!^^^  ^^.r^eS^T.  legislative  act 

ar^  ^nations  P^nuUl^^ftd:;'  ll  s'sS^^e  MndS  ^"  ^'^^^  ^'  ^"^^^ 
n.^^  io^^'S;^^^/^-;;i.^;^,^--^^;l  '^^^  ,f  ">S  ^;"f-wMIe  individual, 
ties,  the  measure  of  whi,  1    woul  1  bl  L      ^^^^^^^^^  extraordinary  civil  liabili- 

(f)  While  sectil  6  d)  pu  Lrts  tTe^^^^^^^^  "'  "''"  ^■'"^'^"  ^'^  "^^  '^^^^^tion. 
the  rules  and  regulations  it  wmid  not  ^n  e , r  th^i7  ^'T^"  complying  with 
broker  (.r  banker  is  mandatorv  Tiil  ,n"  I-  ^  ^"^^  *"''^  compliance  by  the 
safe.  It  would  seein  to  le  a  ilrd  to  c  .^r^  v^  ^'"n''^  naturally  be  to  play 
mandatory  provisions  (^f  L  law  whe.S  w  "  ''-^^  '""'"^  ^^^'  ^^^^^'^S  the 
mulgated  under  it  by  the  ComSsion        '"'  '"'''  '"  ^'^"^^^^  ^^'^^^  '"'^^  P^^" 
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MANIPULATION 

Section  8  (5)  (a)  as  it  stands  would  liave  tlie  effect  of  denyiug  to  investors 
and  prosjiective  investors  recourse  to  the  judgment  and  experience  of  everyone 
skilled  in  finance.  No  banker  or  trust  officer  would  dare  express  an  opinion 
concerning  a  security,  whethei"  or  not  the  opinion  was  acted  upon  or  given  for 
that  purpose.  The  phraseology  is  highly  uncertain  and  indefinite.  It  is  os- 
tensibly addressed  to  the  protection  of  the  "  average  investor."  How  the 
mathematical  process  implied  in  this  term  can  be  applied  in  this  connection 
I  do  not  know.  The  crime  is  committe<l  if  the  person  expressing  the  opinion 
"  has  reason  to  believe  "  that  it  "  may  induce  "  a  purchase  or  sale.  And  the 
burden  rests  upon  the  sr»eaker  to  prove  that  he  acted  in  good  faith  and,  in 
the  exercise  of  reasonable  care,  had  no  ground  to  believe  that  the  statement 
was  "  false  or  misleading." 

However  innocent  or  casual  an  expi-ession  may  have  been,  and  however  un- 
productive of  action,  if  it  is  in  fact  erroneous,  the  burden  of  showing  that  the 
person  uttering  it  is  not  guilty  of  a  crime  rests  upon  the  person  charged.  It  is 
doubtless  true  that  the  Commission  would  not  take  so  legalistic  a  view  in  the 
enforcement  of  the  law,  but  I  do  not  understand  it  to  be  the  purpose  of  Con- 
gress to  play  into  the  hands  of  unscrupulous,  unoflScial  persons,  who  are  alert 
to  every  oi>portunity  for  extortion  and  blackmail. 

This  act.  while  highly  remedial  in  its  purpose,  cannot  do  away  with  the 
necessity  for  .sound  advice,  any  more  than  the  regulation  of  the  professions 
of  law  and  medicine  constitutes  every  man  his  own  attorney  or  phy.sician. 
By  all  means  stamp  out  the  shyster  and  quack.  But  take  into  consideration 
at  the  same  time  the  fact  of  human  infallibility  in  the  banker,  the  trust  ofiicer, 
and  the  profession  of  investment  counselor,  as  you  have  in  the  other  professions 
I  have  mentioned. 

POWKKS    OK    THK    COMMISSION 

Arbitrary  and  almost  unlimited  powers  are  vested  in  the  Commission.  I 
have  no  disposition  whatever  to  detract  from  the  ability  and  high  purpose 
which  animate  its  members,  but  the  responsibilities  which  this  bill  would  impose 
seem  to  me  to  presuppose  superhuman  intelligence.  I  have  recommended  a 
wider  discretion  in  some  matters,  but  I  do  so  with  the  reservation  that  the 
entire  responsibility  should  not  rest  upon  the  Commission. 

ADVISORY    BOARD 

To  my  mind  a  more  satisfactory  arrangement  would  be  effected  by  the  cre- 
ation of  an  advisory  board  with  coordinating  powers,  somewhat  analogous 
to  that  which  functions  under  the  Federal  Reserve  Act.  This  board  may  well 
consist  of  representatives  of  the  leading  exchanges  and  of  commerce  and  in- 
dustry. The  Conmiission  would  by  this  means  have  availal)le  the  highest  .iudg- 
inent  based  upon  past  experience  and  a  knowledge  of  the  exigencies  of  the 
moment  throughout  the  entire  country.  I  might  add  that  at  least  one  representa- 
tive of  the  investing  public,  independent  so  far  as  possible  of  the  other  inter- 
ests, should  in  my  opinion  be  included  in  the  advisory-  board's  membership. 
This  would  not  deprive  the  Commissi<m  of  any  es.sential  authority.  It  would 
l)ring  to  bear  upon  their  action  the  intelligence  of  informed  and  experienced 
men. 

And  this  brings  me  back  to  the  proposition  I  previously  submitted  that  the 
invest(n"  l)e  considered  in  his  other  and  more  important  relations  to  industry. 
If  such  a  l)oard  includes  industrial  and  commercial  leaders  they  will  .seek  to 
conserve  the  interests  of  industry  and  commerce  as  they  are  affected  by  and 
involved  in  the  great  financial  markets. 

I  feel  that  I  cannot  stress  too  heavily  the  desirability  of  this  arrangement. 
The  modern  industry  that  is  denied  access  to  financial  resources  will  find  itself 
in  a  predicament  equivalent  to  one  whose  raw  material  is  unobtainable.  AH 
the  foregoing  suggestions,  I  feel,  conform  with  the  sentiments  embodied. 
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VIEWPOINT  OF  THE  ADMINISTRATION 

„V^'^^',®•,f^'%^T'^^"V«  i^essage  to  (Congress  of  even  date  with  the  introduction 
of  this  bill.    He  said  among  other  things :  tiuuucuon 

''It  (referring  to  the  National  Securities  Act)  should  be  followed  bv  le°-is- 
lation  relating  to  the  hetter  supervision  of  the  purchase  and  sale  of  all  proneltv 
dealt  with  on  exchanges."  pi^ijcilj^ 

I  would  respectfully  emphasize  the  President's  phraseology,  "  better  super 
vision  which  seems  to  me  to  coordinate  with  the  purpose  also  administratively 
expressed  that  business  be  governmentally  supervised  only  under  such  restraints 
as  may  be  necessary  in  the  public  interest,  and  in  full  cooperation  with  those 
whose  experience  has  brought  them  to  positions  of  outstanding  commercial  and 
industrial  influence.  luciciui  anu 

All  of  which  is  respectfully  submitted. 

STATEMENT  OF  BENJAMIN  C.  MAESH,  EXECUTIVE  SECRETARY 
PEOPLES  LOBBY,  WASHINGTON,  D.C. 

The  Chairman.  Mr.  Marsh,  give  your  name,  residence,  and  occupa- 

Mr    MkRSH    My  name  is  Benjamin  C.  Marsh.     I  am  executive 
secretary  of  the  Peoples  Lobby,  with  offices  at  113  First  Street  NE 
here  m  Washington.  '' 

Mr.  Chairman  and  members  of  the  committee,  first  I  want  to  ex- 
press our  appreciation  for  the  very  thorough  investigation  which  this 
committee,  with  the  cooperation  of  its  counsel,  has  made.  I  would 
like  to  ask  Mr.  Chairman,  if  I  might  have  read  into  the  record  of 
this  committee  an  article  by  the  chairman  which  appeared  in  the 
-Liberty  out  yesterday,  entitled  "  Our  Financial  Racketeers :  A  Start- 
ling and  Uncompromising  Declaration  of  War  on  Those  ^Vlio  Have 
Betrayed  Their  Trust  in  High  Places  in  Caring  for  Other  People's 

,  I  am  sure  it  would  be  illuminating  to  have  the  chairman's  conclu- 
sions based  upon  the  investigation  that  the  committee  has  made,  read 
into  the  record.  ' 

The  Chairman.  If  there  is  no  objection,  it  may  be  inserted  in  the 
Mr  M.i     ^f  essary  to  read  it?     You  can  just  have  it  inserted. 
Mr.  Marsh.  I  did  not  want  to  read  it  myself. 

headHnef  ^'''^'^^'''  ^^  ''''"'"^'''  ^^'"^  ^^^irman  is  not  responsible  for  the 

(The  statement  submitted  by  Mr.  Marsh,  entitled  "  Our  Financial 

fs'foltwsO '    ^  ^'"''''  ^"^'"^  ^-  ^^'''^''^  ^'  ^''''  P^i^^-d  in  full 

^"iVmrrTHOS^'w^'oV^    S™o.C.    AND    UNCOMPKOMISING    DECLARATION 

(By    Senator   ^^""ean    U^    Fletchel^    chairman    of    the    United    States    Senate 
committee  on  Banking  and  Currency) 

Cu^rLJy  has^S;f  c^uShi  "'""'^^  l""'  ^""'^^^  Committee  on  Banking  and 
praiices  The  facts  hro"r^  "ivesti^ation  into  stock-exchange  and  banking 
fmportaice?^the?iopo^^^^^^^  public   hearings   are   of  such   vita! 

be  ignored  -ind  we  mns.  n  1  ^^^  of  our  finnncial  institutions  that  they  cannot 
arraj  of  he  factl  im  ^n  "'f- 1^^'™'^  them  to  be  glossed  over.  For  a  final 
weawSit    hec^nclusTon     f         t''^'^''^  "^  ^^^^'^  ^■«^"^^'  ^t  is  best  that 

Us  cZ's'q??o  TnSSate  V  atm^  '■''^'''  ''  ^^^  committee  and 

not  inappropriate  tliat  we  review  briefly  the  developments  to  date. 
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Similar  investigations  have  revealed  practices  just  as  startling  as  the  present. 
Unfortunately,  however,  we  seem  not  to  have  profited  as  greatly  from  the  fund 
of  knowledge  developed  as  we  should  have.  My  primary  purpose  in  discussing 
these  matters  at  this  time  arises  from  the  firm  resolution  that  we  shall  be 
neither  intimidated,  misdirected,  nor  lulled  into  a  false  sense  of  security.  The 
•discreditable,  unethical,  vicious  practices  uncovered  in  this  investigation  must, 
in  so  far  as  legislatively  and  administratively  possible,  be  eliminated  from 
the  practices  of  those  individuals  and  institutions  controlling  the  most  vital 
factors  of  our  economic  system. 

The  present  investigation  had  its  inception  in  Senate  Resolution  84  in  April, 
1932.  Its  scope  was  such  as  to  confer  upon  the  committee  owers  generally 
Tjelieved  to  permit  them  to  investigate  stock-exchange  and  banking  practices, 
"  and  the  desirability  of  the  exercise  of  the  taxing  power  of  the  United  States 
with  respect  to  any  such  securities."  Subsequently  Senate  Joint  Resolution 
■206,  Senate  Resolutions  239,  371,  373,  and  56  were  passed  to  strengthen  and 
■continue  the  powers  of  the  committee.  Early  in  the  life  of  the  Seventy-third 
Congress  a  minor  crisis  developed  when  the  powers  of  the  committee  were 
challenged  while  it  was  atempting  to  investigate  individual  transactions  for 
income-tax  purposes.  The  Senate  i-esponded  by  passing  Senate  Resolution  97, 
which  contributed  in  bestowing  upon  this  committee  probably  the  broadest 
authority  ever  conferred  by  Congress  on  any  similar  grouping  of  its  members. 

It  would  be  premature  to  even  outline  the  report  and  the  conclusions  of  the 
<'ommittee.  It  is  possible  now  to  state  only  generally  the  principal  subjects 
■studied  and  enumerate  some  of  the  questions  which  have  been  investigated 
and  to  indicate  the  scope  of  the  evidence  on  these  matters  which  point  to 
immediately  needed  reform.s. 

The  evidence  thus  far  has  established  beyond  question  that  there  have  been 
grave  abuses,  the  continuance  of  which  must  not  be  condoned.  In  fact,  if 
confidence  is  to  be  restored,  the  general  public  must  be  given  to  understand 
tluit  such  abuses  will  not  be  tolerated.  The  restoration  of  confidence  needed 
goes  farther  than  the  mere  scope  of  individual  and  corporate  transactions  and 
practices.  The  need  extends  even  unto  that  of  state  and  federal  government. 
Tins  committee  has  been  eliarged  with  dragging  out  skeletons,  muckraking, 
and  oven  the  destruction  of  confidence.  From  the  mass  of  correspondence 
which  has  Hooded  this  committee,  however,  in  my  estimation  the  committee's 
most  constructive  work  is  to  be  found  in  the  revelation  of  facts  and  the 
bolstering  of  public  confidence.  The  result  has  been  that  the  financial  leaders 
and  institutions  of  the  past  have  found  that  the  pul)lic  has  more  confidence  in 
the  committee  and  governmental  bodies  in  general,  and  more  hope  in  the 
protection  of  corrective  legislation  and  administrative  supervi.sion,  than  it  has 
had  in  them.  \ 

Men  in  higii  places  have  betrayed  their  trust.  In  theory  the  corporation 
ufficial,  whether  in  a  bank  or  other  corporate  capacity,  is  a  trustee  of  "  other 
people's  money."  Investigation  shows  that  this  feeling  of  trusteeship  has  come 
to  be  very  rare  in  financial  circles. 

The  acts  of  financial  crooks  and  racketeers  make  it  plain  that  eflorts  must 
be  made  to  safeguard  legitimate  depositors  and  investors.  Manipulation  and 
rigging  of  market's  have  been  shown,  though  the  intents,  purposes,  and  ill 
etfects  are  either  denied  or  condoned. 

Banking  and  investment  corporations  have  lieen  pyramided,  and  affiliates 
acquired,  without  rhyme  or  reason  other  than  to  serve  selfish  interests. 

Bankers  have  become  at  one  and  the  siuue  time  private  l)ankers,  commercial 
bankers,  investment  bankers,  owners  or  trustees  and  wreckers  of  railroads, 
tunnels,  skyscrapers,  motion-picture  enterprises,  public  utilities,  industrial  cor- 
porations; public  defenders  in  rallying  their  banks  in  united  support  of  a  col- 
lapsing market  on  the  one  hand  and  selling  it  short  (on  margin)  on  the  other. 
They  have,  as  in  the  spring  and  summer  of  1929,  so  the  testimony  reveals, 
availed  themselves  of  the  rediscount  privilege  and  thrown  hundreds  of  millions 
of  dollars  into  the  call-loan-money  market  in  defiance  of  the  belatedly  aroused 
Federal  Reserve  Board.  They  have  supported  the  market  imtil  their  syndicate 
and  pool  operations  were  completed ;  then  withdrawn  their  support,  sold  the 
market  short  (on  mai-gin) — even  the  stock  of  their  own  banks  and  corporations. 
To  the  extent  that  these  latter  practices  prevailed,  these  individuals  and  cor- 
porations dictated  and  controlled  the  monetary  policy  of  this  nation — even  that 
of  the  world — according  to  the  interests  of  a  private  purpose  in  lieu  of  a  public 
purpose.  The  heavy  toll  upon  the  nation  of  the  ensuing  debacle  is  evidenced  in 
part  in  the  loss  of  fonr  billions  of  dollars  -per  month  in  national  income. 
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Giaut  bauking  superstructures  such  as  those  organized  in  the  Detroit   •irei 

coerced  the  management  of  unit  banks,  organized  pools  and  trading  accounts  for 

market  operations,  padded  their  assets,  falsified  their  statements  to  the  general 

ub he   and  declared  huge  unearned  dividends  as  a  matter  of  policy  in  older  to 

l)olster     public  confidence  and  coyer  up  tlieir  unsound  condition 

To  climax  these  operations,  we  must  add,  the  investment  departments  of  our 

comniereial  banks  have  accepted  funds  from  trusting  clients  and  placed  them  "i 

securities  of  which  they  and  their  affiliates  were  the  sponsors 

In  the  light  of  these  facts,  the  national  and  state  banking  holidays  are  -i  mere 
f  "  ?"n  ^  ="-^-^f  t^d  developments.  There  is  strong  evidence  that,  umle^  the  cZk 
of  dollar  diplomacy,-  our  big  commercial  bankers  have  stuffed  the  portfolio  of 
their  .small  interior  correspondents  with  worthless  foreign  securi  ies  as  weU  as 
flooded  the  coun  ry  generally;  that  they  have  employed  sons  of  the  >residents 
of  borrowmg  nations  while  negotiating  loans  and  underwriting  ZtaSonl  s'll 
vaged  their  own  loans  while  misrepresenting  the  fact.s  in  their  iinde? writing 
statement.?  and  become  recreant  in  demanding  that  sinking  funds  be  ma[n tailed 
for  the  protection  of  the  American  investing  public.  They  have  not  1  e^it  ited  ?t 
misinforming  the  public  with  respect  to  the  financial  cond  tlon  of  S  S^n 
governments  and  corporations  whose  securities  they  were  flrting  noi  h-fe 
they  hesitated  to  become  "  con.struction  contractors"  making  wcessful  ids 
0X1  projects  they  have  sponsored  in  order  to  reap  added  priva  f  gaTus  Fhnll 
the  Department  of  State  has  been  shown  to  have  dangerous  y  appioache  t  e 
point  of  pa.ssing  on  the  merit  of  foreign  securities  -ippioached  the 

Heretofore  we  liad  been  told  that  -little-'  bankers  were  incompetent  oner 

eve?  ^'  h    '--^^f  "!  "'^  ''"'''^■'     ""''''-  ^^-^"^-^  ^^'^'"^  to  show  that   n  S iT^stai  S«" 
fj  ,hiff^    I'ankers    cannot    be    entirely    trusted    to    handle    "  athlv    m^nl^^^^ 

money"  without  rigid  supervision  pwpie  s 

knmvn  ,„,,„,,„„„,  p„|,,i,  „.,,,,,  „„^(,,;;  ^^^^^^^^^^^^^^  "".    .ue  the,    ,„.,de 

We  are  otteii  led  lo  believe  from  tlie  testiinon;-  that  the  i-eclnleut*  nf  |.,,.„» 

accounts."  etc..  to  support  the  market  ^  '    ''^'-        ^^"^^^ates."    -  trading 

bal^ki  rto'S  -  b^llkS^  'l^^^^flSS""^"^-  '"-''r'^^  ha-inSned   ■  lawless  " 

ment  of  security  hohlers'and  fifgenerarpuwS''""''^^  "^^"'^^"^^^  '^  '''''  '^'''■^- 
ooS'^Ze'b^Sf  ''""  ^^"-'"^  "^^  ^-^'^^^  t---t^--  to  teach  a  ,i,ner 

H^rsuSc^  l?rc^'i^tSn*o:i,rr^r'^^  r  j^^r  ^^^^^^"^  -^^'^  ^'^  ^^^^• 

for  the  separntion  of  he  Sea  r  ie^U liJ ''  ^?:'  *''^^  '^''  ''^^''''''  ^'^'^  I'^'-^i'l^'^ 
tains  restrictions  against  thrmakin^/floLn^  f"  ^■'^"\»^r'i«'  banking,  con- 
nates  interest  on  dema ml  cl.  sS  %  fri  h^^^^^  speculative  purpo.^es.  elimi- 
niachinery  for  the  insura  iK-ofl  „lf  '^,,o  f  ^  T^.T  .^'^  '"'•''•'"  '''''''''' 
estimation,  is  the  most  vilu-ibl..  ,  ftn  ,V  ,■  .,  '^  ^'^^ter  provision,  in  my 
far  m<.re  thorough  and  li'  i  ev  mi  nt^^  ^  "'^  ""^  ""*^  '''^^  necessitate  a 
ever  had.  As  a  dim  t  n  .  t  oi  fs  ' .  ■'■'""r'"'^'  ^''''''^''''^  ^han  we  have 
and  malpractices  of  fonm:; bJudling'  o^    o^;;';..  /^^    "-"^^  ^^'  ^he  abuses 

i<-an  laws.     Another  avclide  1    nc.  nf  a^e^l  y^^  ''''''"l^  ='"^^  ^he  Amer- 

ter  at  a  lower  price  than  they  co«^t  him  -J,.  •"^"^""  securities  to  his  daugh- 
the  fact  tbat  slle  bad  b  U  c  the  ,  „r  "isel  x";?'  ""'  f  'J'^  "'"^  ^'^'^^^'^  «^ 
the  transaction.     A  little  later    on  t  p\.;ri\o  '!/'''"^  "'^  "^""^^^  I'='^^'^^''  "■ 

put  back  in  the  fathei's  name  ^  '""•  ''"'^"'^  ^«'"<^  securities  were 
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Still  another,  us  I  recall,  went  into  tbe  tax-avoidance  business  on  a  whole- 
sale scale.  He  organized  three  American  and  three  Canadian  corporations. 
Through  a  circuitous  route  he  helped  them  legally  avoid  payment  of  taxes 
to  the  United  States  Treasury,  despite  the  fact  that  he  later  covered  these 
funds  into  one  corporation.  In  addition,  we  found  these  corporations  financing 
and  functioning  in  a  wider  capacity  in  the  investment,  banking  and  stock- 
speculation  fields. 

Audther  individual,  thrdugh  the  creation  of  "living  trusts"  for  members 
of  his  fan)ily — managetl  by  himself — together  with  transactions  for  both  bi.s 
and  their  account,  was  able  to  sell  the  market  short  in  one  account,  borrow 
from  aiKjther  cm  the  note  of  the  first,  carry  for  years  a  short  position  with  a 
tremendous  potential  profit,  suspend  the  payment  of  taxes  and  stand  the 
chance  in  the  end  of  avoiding  them  entirely.  Others  executed  similar  trans- 
.actions  between  themselves  and  their  wives,,  with  substantially  the  same 
results  as  that  between  daughter  and  father. 

The  fallacy  of  the  law  lies  in  its  treating  speculative  gains  and  losses  on  a 
basis  of  equality  with  legitimate  profits  and  losses.  One  is  lost  or  gained  by 
gambling  in  the  wares  of  stock  and  commodity  exchanges,  whereas  the  other 
must  be  put  in  the  category  of  legitimate  profits  and  losses  of  capital  assets 
and  legitimate  income.  To  me  it  is  inconceivable  that  capital  arbitrarily 
shrinks  in  December  and  recovers  its  attractiveness  at  the  end  of  an  arbi- 
trarily fixed,  subsequent  60-  or  00-day  period.  In  my  estimation,  such  trans- 
actions are  a  gambling  connivance,  entered  into  for  the  deliberate  legal  avoid- 
ance of  taxes,  economically  and  socially  vicious  in  their  effects;  the  losses  of 
which  should  be  neither  cushioned  nor  compensated  for  iiy  the  government 
taxing  policies.  The  gain  from  such  transactions  should  at  least  be  appropri- 
ated to  the  same  extent  as  are  legitimate  transactions,  if  not  further  penalized. 
Such  transactions  are  wholly  vicious  and  should  be  exterminated. 

"Bear  raiding"  and  "bulling"  the  market  are  advocated  as  a  corrective 
purgative.  It  is  ( onnnon  knowledge,  however,  that  during  the  boom  years  of 
1928  and  1029  the  quoted  prices  of  securities  were  almost  incredible.  Testi- 
mony before  this  committee  reveaks  both  the  "why"  and  the  "how."  The 
"  why  '■  is  found  in  the  enormous  profits  garnered  by  operators  in  the  market. 
The  "how"  is  arrived  at  l)y  viewing  the  para<ie  of  pools,  syndicates,  trading 
accounts,  etc..  testified  to  by  i)articipants  called  liefore  this  conmiittee.  These 
individuals,  working  mostly  under  cover  of  secrecy,  aided  through  campaigns 
of  the  most  vicious  type  of  misrepresentation  and  misinformation,  and  aided 
through  being  able  to  work  with  other  people's  money,  maniiuilated  the  market 
up  and  down  until  the  i)rices  of  securities  reached  on  the  K.xchange  bore  no 
discoverable  relation  to  the  value  of  the  properties  represented.  The  market 
was  "  churned,"  "  supported,"  "  stabilizie<l,"  "  depressed,"  "  revived,"  "  sagged," 
"  recovered  "  in  the  course  of  developing  a  speculative  mania. 

Wiiereas  tlie  existence  of  such  operations  luis  l)een  denied  by  officials  of  the 
New  York  Stock  Exchange,  subsequent  testimony  l)efore  this  committee  has 
established  the  fact  tliat  all  these  types  of  ti'ansactions  were  indulged  in  by 
individuals  both  off  and  having  membership  on  the  exchange.  Even  specialists 
on  the  floor  managed  trading  accounts,  pools,  etc.,  in  the  very  stocks  for  whicii 
they  were  acting  as  specialists. 

Sin<e  the  passage  of  the  Securities  Act  the  business  of  underwriting  secuiities 
does  not  look  so  attractive  as  it  did  to  many  of  the  fiscal  agents.  The  reas(m 
is  that  tlie  security  holders,  lu-ospective  .security  holders,  the  general  public, 
and  the  government  must  know  the  facts — the  truth.  Abov(>  all,  they  must 
know  who  gets  the  money  and  upon  what  terms  he  gets  it. 

The  Securities  Act  was  designed  to  protect  the  public  from  paying  $52  per 
share  for  20-cent  stock  sis  a  result  of  misinformation.  Knowing  the  facts,  it 
may,  if  it  wishes,  pay  from  $50  to  $75  per  share  for  20-cent  stock,  or  condone 
preferred  lists.  Nevertheless,  it  must  have  the  facts  in  advance  of  its  com- 
mitment. There  will  ])V  no  difficulty  experienced  in  raising  long-time  funds 
on  the  parr  of  legitimate  enterprises  which  are  guided  by  honesty  and  good 
faith.  At  the  present  time  there  is  reason  to  believe  that  industry  has  been 
amply,  even  extravagantly  financed.  The  trouble  now.  in  part  at  least,  even 
if  it  exists  at  all,  is  tt)  find  new  industries  offering  .safe  and  sound  investment 
opportunities  justifying  credit. 

To  stockholders  of  th(Kse  existing  corpox'ations  alleged  to  be  in  need  of 
new  financing  or  i-efinancing,  whose  present  oflScials  and  directors  have  re- 
fused to  authorize  such  financing,  my  advice  is — get  a  new  set  of  officers  and 
directors  who  will  state  and  subscribe  to  the  facts. 
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Opponents  ot  the  Securities  Act  really  wish  to  be  left  free  to  do  as  thev 
have  done  lu  the  past.  They  magnify  penalties— as  if  the  act  would  be  worth 
anything  without  the  penalties!  They  quail  at  the  liability  imposed  Thev 
seem  to  like  scenic  directors.  ^ 

'■The  attention  of  government  and  of  the  general  public  must  focus  om 
worthless  short  selling,  as  it  presently  will  assume  alarming  proportions  " 

In  my  opinion,  Congress  has  ample  legislative  power,  and  a  correlative  dutv 
to  exercise  that  power    for  the  passage  of  proper  regulatory  stock-exchange- 
legislation,     ihe  line  of  demarcation  between  stock-exchange  regulations  anrt 
that  of  the  recently  enacted  Securities  Act  is  relatively  indistinct     For  this 
reason  I  am  not  clear  in  my  own  mind  just  how  close  together  the  administra- 
tion of  these  two  pieces  of  legislation  should  be.  xniui^uct 
I  am  of  the  tirm  conviction,  however,  that  some  permanent  body  should  he- 
created  with  ^vhich  all  pertinent  stock-exchange  information  should  be  filed 
either  directly  or  subject  to  its  call,  particularly  the  compulsory  registration 
of  all  pools,  syndicates,  trading  accounts,  etc.,  together  with  the  narnes  of  all 
participants  and  subparticipants,  as  well  as  a  weekly  report  of  the  activities 
m  behalf  of  such  accounts.                                                                            av,nviueh. 

To  point  out  some  of  the  possible  correctives : 
•  ,^ii'f  «f  ;'ll/  sugpst  that  the  monetary  policy  of  this  nation  be  admin- 
istered by  the  federal  government,  wholly  independent  of  the  control  of  snecu- 
lators,  bankers,  and  all  vested  interests.  The  sound  recovery  for  which  all 
cons  ructive  interests  and  interested  persons  are  striving  is  a  more  substantial 
and  healthier  recovery  than  that  which  can  be  produced  as  a  result  of  frenzied 
hnance.  An  increased  demand  for  products  and  services  and  sound  securities. 
IS  needed.  Misinformation,  rigging  the  market,  and  other  customary  practices- 
of  the  past  must  not  be  tolerated.  I'l^Luce.b 

Officials  and  directors  ought  to  be  prohibited  by  law  from  dealing  in  the 
securities  of  the  corporation  with  which  they  are  connected  or  afiiliated  Th£ 
kind  ot  thing  m  the  past  has  been  scandalous,  morally  wrong,  and  injurious 
ItT  vlT'  ^^.Vi^-^^ting  or  handling  of  securities.  The  broker  ckn  do  SDara^ 
tively  little  without  the  protection  of  bank  or  company  officials  who  either 
control  the  supply  of  securities  or  the  funds  to  creat  the  demand  for  t^em  The 
broker  acts  on  orders.  luciu.     xue 

I  believe  there  should  be  legislation  requiring  every  comnanv  cornorafinn 
or  association  to  have  its  transfer  books  open  to  every  qSmea  sSKwer 
so  that  should  any  stockholder  want  to  know  who  his  associates  or  partners 
hnuilf.  V  "''''  '^'t'-  ^^?/«"l^^  obtain  a  full  or  partial  list.  The  average  stSck^ 
holder  knows  practically  nothing  of  what  is  going  on  and  has  no  wav  of  ev 
pressing  his  views  to  his  fellow  stockholders  ^ 


Senator  Fletcher  says: 

resennig  facts     They  have  not  hesitated  a!  miSmZ-  the  nnWc  "" 

Opponents  of  the  Securities  Act  really  wish  to  h^  T^ff  f..^^  f      , 
have  done  in  the  past.  ^^  ^^^  ^^  ^^"  '^^  they 

Mr.  Marsh.  The  headlines  summarize  the  very  careful  analysis 
which  he  clunrman  has  made,  and  I  think  it  is  virrfortunate  tTS 
that  article  was  published  at  this  juncture.  ■    fortunate  that 

otock  exchanpes  are  the  inevitihla  i^.-r.r7n^<-  ^-e 
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The  Fletcher  bill  will  inconvenience  the  Forty  Thieves,  or,  I  might 
say,  the  financial  racketeers,  quoting  the  chairman,  who  have  run 
stock  exchanges,  and  boost  the  stock  of  certified  accountants,  but  will 
not  materially  mitigate  the  gambling  desperation  which  leads  to 
financial  suicide  in  the  market,  until  honest  production  is  paid  an 
honest,  that  is,  an  adequate,  wage. 

This  bill  is  intended  to  protect  investors,  who  have  always  been 
the  chief  concern  of  our  Government,  but  it  ignores  the  fact  that  the 
total  capitalization  of  corporations  and  other  business  undertakings 
is  probably  nearly  175  billion  dollars  too  high,  and  that  if  the 
N.R.A.  is  to  be  anything  but  a  failure,  scores  of  billions  of  watered 
stock  must  be  wrung  out  of  this  capitalization,  wages  increased, 
prices  reduced,  and  income  redistributed  through  taxation. 

The  Commissioner  of  Internal  Revenue  reports — and  I  have  the 
report  here — that  at  the  close  of  1931  the  total  reported  "Assets  "  and 
"  Liabilities  "of  381,088  corporations  were,  roundly,  $296,497,000,000. 
The  main  divisions  were  as  follows :  Manufacturing,  $63,801,000,000; 
construction,  $2,474,000,000;  transportation  and  other  public  utili- 
ties, $72,337,000,000;  trade,  $17,900,000,000;  finance— and  we  come, 
now,  to  one  of  the  immediate  things  concerned  in  this  hearing — 
finance,  which  it  classifies  as  including  banking,  insurance,  real  es- 
tate, stock  and  bond  brokers,  and  so  forth,  $121,043,000,000.  The 
total  assets  of  these  381,088  corporations  are  reported  as  115  billions 
of  capital  dollars.  It  is  obvious  that  both  the  total  assets  and  the 
capital  assets  are  fantastic,  and  I  do  not  need  to  tell  this  committee 
that  our  so-called  system  of  stock  markets  is  based  upon  these  fan- 
tastic values.  I  regret  that  I  cannot  give  later  figures,  Mr.  Chair-, 
man,  but  they  are  the  last  Government  figures. 

Senator  Walcott.  What  is  the  basis,  Mr.  Marsh,  of  estimating 
those  values  ?  Are  those  par  values  of  stock,  or  market  values  ?  How 
does  he  arrive  at  those  figures? 

Mr.  Marsh.  These  are  figures  prepared  by  the  Commissioner. 

Senator  Walcoit.  How  does  he'  arrive  at  them  ? 

Mr.  Marsh.  I  do  not  know. 

Senator  AValcott.  Don't  you  think  that  is  very  important? 

Mr.  Marsh.  I  do.     I  can  read  the  details,  if  you  want. 

Senator  WALCorr.  I  do  not  want  details,  but  I  want  to  find  out 
how  he  arrives  at  them. 

Mr.  Marsh.  I  will  give  the  aggregate.  They  are  only  by  Indus-, 
trial  groups,  and  I  have  added  them  for  these  totals.  I  cannot  make 
the  addition  here.     The  items  are  as  follows : 

Under  "assets",  cash,  notes,  and  accounts  receivable,  inventories, 
investments,  tax  exempt;  investments  other  than  tax  exempt;  capital 
assets,  lands,  buildings,  equipment,  less  depreciation;  then  miscel- 
laneous assets. 

Under  "liabilities",  notes  and  accounts  payable;  bonded  debt  and. 
mortgages ;  miscellaneous  liabilities ;  capital  stock,  preferred ;  capital 
stock,  common;  surplus  and  undivided  profits,  less  deficit.    Those  are 
the  liabilities. 

Senator  Kean.  You  have  said  that  this  is  mostly  water,  or  in  large - 
part  water.     Do  you  include  railroads  in  that? 

Mr.  Marsh.  Railroads  and  many  public  utilities. 

Senator  Kean.  Do  you  include  railroads? 
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Mr.  Marsh.  Many  of  them,  yes.     I  cannot  sav  which  ones. 

Senator  Kean.  Mr.  Eastman  stated  before  the  committee  last  year 
on  a  question  by  Senator  Long  in  connection  with  the  same  matter' 
that  the  value  of  the  railroads  of  the  United  States  was  25  billions 
ot  dollars,  and  that  the  outstanding  securities  of  railroads  were  19 
billions  ot  dollars.    Would  you  think  that  was  water  ^ 

Mr.  Marsh  I  am  going  to  make  a  suggestion  later  which  will 
bear  on  that,  but ■ 

Senator  Keax.  Next  we  will  take  the  banks.  The  banks  pay  in— 
they  must  pay  m  at  least  100  percent,  if  not  120  percent.  Would 
you  think  that  was  water? 

Mr.  Marsh.  I  did  not  gi^i  that. 

Senator  Keax.  The  banks  must  pav  in,  in  cash,  120  percent  to 
organize.  '  '  ^ 

Senator  Walcott.  On  the  par  value. 

waterf ''''  ^^^'  ^^  *^'''   ^^""^  ^^^'^^'     ^^"""^'^  '''"''  *^"''^  ^^^^^  ^as 

Mr.  Marsh.  It  Avould  depend  a  little  bit 

Senator  Keax.  That  is  cash. 

Mr.  Marsh  Cash.  It  would  depend  somewhat  upon  what  profits 
they  were  making.    For  instance piouis 

Senator  Keax    No.    I  am  talking  about  starting  them. 

Mr.  Marsh.  Starting  them? 

Senator  Keax.  Yes.  Every  stockholder  of  a  bank  must  pay  in 
120  percent  m  cash.    Would  you  think  that  was  water?  ^^ 

or  not.  ^^  '^^^^""'^  "P'^''  "^^^^^'^^  ^^^^  ^^1"^  ^ent  down 

Senator  Keax.  You  say  that 

Mr.  Marsh.  The  capital  stock  would  probably  be  genuine 
to'br^aM  i^L^^ast"  '-'''  '''''''  ^^^^^  -  .eiunne,%ecause  it  ha. 

Mr"  M^R^Tre^isel^r  '"^'^  "^^  ''''^'''''  ^^^"^  ^'^^  management. 
Senator  Keax.  But  that  is  not  water 
Senator  Walcott.  Of  course  not 

in  ^^t^a  ?h%^z;r  nl:;?s;?o^  ^  tft  trn 

was  worth  more  than  a  thousand  dollLs  a  share  *"  "^^ 

Mr.  Mabsh    That  would  indicate,  then,  that  there  had  been  im 

Senator  Keax.  No.     If  you  make  a  profit  of  6  percent    and  vou 

E|  tKf eru-w-  sfwaf  r;s^-  -  ™- '  -^ 

Mr    Maksii^  Yes;  it  was  cash,  but  why  the  bank  should  be  per- 
fo    itself  i^'"^™.,^  ^T^'""''  ^^"^^^  the  Government  sho  dd  reta hi 
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Senator  Kean.  No;  but  I  am  talking  about  your  statement  that 
this  is  mostly  water. 

Mr.  Marsh.  May  I  refer  to  that  statement?  I  cannot  give  posi- 
tive figures. 

Senator  Kjean.  No;  but  I  am  talking  about  your  statement  that 
most  of  this  is  water. 

Mr.  Marsh.  I  say 

Senator  Kean.  I  think  I  have  proved  to  you  that  it  is  not  water. 

Mr.  Marsh.  You  have  not  proved  anything  until  we  all  get  the 
figures  as  to  the  capitalization  of  banks  as  compared  with  the  total 
capitalization  of  other  corporations.  I  am  not  prepared  to  do  that 
now,  but  may  I  answer  your  question  ?  There  is  a  resolution  in  the 
pocket  of  a  Senator  here  which  I  hope  will  come  up  shortly  for  a 
thorough  investigation  of  the  capital  structure  of  all  corporations. 

Senator  AValcott.  But,  to  go  back  to  my  question,  Mr.  Marsh, 
your  hypothesis  here  is,  quoting  some  article  here,  that  there  are 
"  X  "  billions  of  dollars  of  value,  supposedly,  and  that  you  have  to 
shrink  that  down  to  a  very  much  reduced  figure  before  we  can  get 
a  fair  start.  We  ought  to  find  out  how  you  are  figuring  "  X  "  bil- 
lions as  the  capital  assets  of  the  country. 

Mr.  Marsh.  That  is  probably  what  it  is,  and  I  am  very  glad  it 
has  evinced  an  interest,  to  show  that  such  a  study  should  be  made, 
so  that  people  will  then  know  what  they  are  investing  in. 

Senator  Walcott.  You  were  quoting  figures. 

Mr.  Marsh.  I  quoted  figures  from  the  Government. 

Senator  Walcott.  I  do  not  see  what  basis  those  figures  have  in 
this  investigation  unless  you  know  how  those  figures  were  made  up. 
You  say  you  do  not. 

Mr.  Marsh.  I  have  never  been  a  Federal  official,  but  this  commit- 
tee is  one  which  has  the  opportunity — and  I  am  sure  it  will  avail  it- 
self of  that  opportunity,  in  view  of  your  question — to  ascertain  on 
what  basis. 

In  last  week's  issue  of  LaFollette's  magazine,  the  Progressive, 
there  is  a  statement  by  Dr.  C.  E.  Warne,  professor  of  economics  at 
Amherst  College.     [Reading:] 

Of  every  $100  which  thrifty  Americans  save  and  think  they  invest  in  indus- 
try— sto<:k,  bonds,  et  cetera — $13  actually  goes  into  productive  capacity  or 
working  capital  for  industry,  and  $87  is  absorbed  immediately  in  the  churning 
about  of  financial  maneuvers.  These  figures  are  based  upon  an  analysis  of 
the  new  industrial  security  issues  during  the  years  1925  to  1931,  as  reported 
by  the  Commercial  and  Financial  Chronicle. 

I  cannot  vouch  for  them. 

Senator  Walcott.  All  right.  Take  that,  and  see  what  that  means. 
In  less  than  12  months  you  could  have  a  shrinkage,  and  probably  we 
did  have  a  shrinkage  ot  somewhere  around  70  or  80  percent,  follow- 
ing England  going  off  the  gold  standard,  which  was  September  19, 
1931.  You  take  a  statement  of  that  sort  as  representing  the  shrink- 
age of  our  actual  wealth.  It  has  nothing  to  do  with  our  actual 
wealth.  Let  us  get  down  to  facts  here.  About  all  you  are  trying  to 
do  is  to  ask  this  committee  to  investigate  the  truth  or  accuracy  of 
your  statement.    That  is  not  our  business. 

Mr.  Marsh.  I  am  surprised  that  the  propriety  of  doing  that  had 
not  appealed  to  you  formerly.  Senator,  because  it  seems  to  me  that 
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is  necessary  that  that  be  done  before  you  can  say  that  you  have  a 
sound  stock  market. 

Senator  Walcott.  We  do  not  say  that. 

Senator  Kean.  We  do  not  say  that,  because  we  know  that  last 
year,  when  Mr.  Eastman  made  the  statement  that  the  value  of  the 
railroads  was  25  billions  of  dollars,  the  total  securities,  I  think  were 
19  billions,  and  that  they  were  selling  for  less  than  10  billions  of 
dollars  m  the  market.    What  do  you  think  of  that? 

Mr.  Marsh.  I  have  had  some  interesting  correspondence  with  Mr 
Eastman  on  that  subject,  after  reading  his  report.  I  do  not  a«Tree 
with  his  conclusion.  He  is  entitled  to  his  views,  and,  as  a  frefo-ht 
payer  myself,  or  consumer,  who  still  has  the  privilege  of  payin"-  the 

freight  on  everything,  I  am  going  to  say  that  the  railroad  values' 

Senator  Kean.  Did  you  expect  to  get  it  free « 
Mr.  Marsh.  Get  what  free? 
Senator  Ke.\n.  The  freight. 
Mr.  Marsh.  Not  at  all. 
Senator  Kean.  We  all  pay  the  freight. 

M:r.  Marsh.  Precisely;  and  that  is  the  reason  that  we  are  now 
facing  the  impossibility  of  ever  getting  back  to  prosperity— we 
never  had  prosperity,  if  Ave  are  going  to  maintain  or  attempt  to 
maintain  the  present  volume  of  public  and  private  debt  with  interest 
charges,  roughly,  of  $250,000,000,000  total,  the  present  capitalization 
of  corporations  and  present  land  values— you  have  1  year  of  experi- 
menting, and  conditions  are  worse  today,  in  my  judgment.  I  do  not 
niean  any  criticism,  but  I  try  to  be  temperate  in  my  statements  I 
think  conditions  are  worse  today  than  when  we  started,  because  of 
the  large  increase  in  Government  borrowing,  among  other  thino-s 
Senator  Walcott.  Because  of  what?  * 

Mr.  Marsh.  One  reason  is  that  the  Government  has  borrowed  so 

Senator  Kean.  And  that  is  a  tax  on  you  and  me. 

Mr.  Marsh.  And  I  should  be  taxed  heavier,  and  I  think  anybody 
with  any  reasonable  income— this  is  not  the  Finance  Committee,  but 
you  raised  the  point.     I  will  say  yes. 
^  Jenator  Ivean.  What  do  you  think  we  had  better  do  about  all  this 

rnf^J*  ^3''^'^-'  ^■^''V  ^^^^^^  tiling  to  do  except  to  write  down  interest 
rates  and  principal,  as  well  as  capitalization. 

M^^mI  ^^^^^,V,^^^  ^^^^n  ^^^^y  ^ught  to  default  on  all  their  debts? 
bnfvo!  Pnn^'f  ^"""i  TI'''''^  P^-^  ^'^^''  y^^  ^^n  call  it  default, 

a^^JettingrifttlT^^^^^^^^^  SSn^^^  ^'  '^"'^^^^  ''''-^-     ^ 

faSun^;l^i^:iL^^^^  ""^^  ^"^  "^"^^  '^^'^^  *^-  Government  de- 

T  ,^!'i  ^l^""""?;!^  ""'''  '}^^  suggesting  that  the  Government  default 
I  understood  the  question  related  to  private  debtors. 

Senator  I^an.  No ;  all  public  debts. 

Mr.  IVLvRSH.  On  public  debts  the  Government  can  do  what  the 
British  Governmeiit  did.  It  just  refunded  2,000,000,000  pounds  2 
years  ago,  at  a  reduction  of  11/2  or  1%  percent  ^ 

Senator  Kean.  That  was  with  the  consent  of  the  people 
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Mr.  Marsh.  It  was  rather  an  indirect  consent.  The  Government 
told  them  to  take  it  or  leave  it,  and  I  think  all  but  5  percent  was 
taken  at  the  lower  rate. 

Senator  Walcott.  They  did  not  cancel  any  part  of  the  debt.  They 
canceled  only  the  interest  rate,  and  that  was  with  the  consent  of  the 
bondholders.     That  was  not  a  default. 

Mr.  Marsh.  No  ;  that  is  not  a  default.  That  method  is  ahead  of  us,, 
in  my  judgment. 

Senator  Walcott.  You  said  you  did  not  see  any  way  but  to 
default  in  the  debts. 

Mr.  Marsh.  No. 

Senator  Kean.  We  are  talking  about  public  debts  now.  What 
would  you  do  with  the  public  debts  ? 

Mr.  Marsh.  Reduce  the  interest  rate  promptly. 

Senator  Kean.  How  would  you  reduce  that? 

Mr.  Marsit.  The  same  way  you  went  off  the  gold  standard. 

Senator  Walcott.  That  would  m«an  then  that  we  could  not  bor- 
row any  more. 

Mr.  Marsh.  It  would  mean  you  would  have  to  begin  to  run  the 
Government  for  the  benefit  of  the  people,  and,  instead  of  borrowing 
from  the  rich,  tax  them,  which  you  have  to  do  to  get  out  of  this  mess. 

Senator  Walcott.  Do  you  not  think  we  are  doing  it  now  ? 

Mr.  Marsh.  We  do  not.     I  have  not  the  figures  here. 

Senator  Waixott.  No  taxes  ? 

Mr.  Marsh.  Nothing,  compared  with  what  England,  France,  Ger- 
many, Italy,  and  the  rest  of  them  are  doing.  That  is  aside  from  this 
discussion,  but  those  are  the  facts. 

Senator  Walcott.  You  would  advocate  doing  what  they  have 
done,  in  order  to  bring  about  the  same  conditions  in  this  country  as 
they  have  over  there,  which  would  be  bankruptcy. 

Mr.  Marsh.  We  are  going  to  have  that  without  citing  European 
countries  as  a  precedent,  in  my  judgment. 

Senator  Walcott.  That  is  a  matter  of  opinion. 

Mr.  Marsij.  Surely 

The  Chairman.  Getting  back  to  the  original  proposition  about 
water,  I  do  not  think  anybody  will  question  that  many  of  the  rail- 
roads issued  watered  stocks. 

Senator  Kean.  Mr.  Chairman,  I  take  excej^tion  to  that,  because 
what  I  say  is  that  over  a  long  period  of  years  they  have  been  putting 
back  into  the  property  the  money  they  earned,  so  that  their  watered 
stock  has  become  worth  more  than  the  stock  was  originally  issued 
for. 

The  Chairman.  We  will  not  go  into  that. 

Mr.  Marsh.  Mr.  Chairman,  I  do  not  feel  like  asking  permission 
to  read  into  the  record  the  matter  upon  which  the  Senator  has  raised 
the  question,  as  to  the  railroads,  but  I  would  like  to  summarize  some 
of  the  figures  which  I  gave  in  an  address  recently  on  public  owner- 
ship of  railroads,  it  will  be  very  brief,  if  I  may.  I  do  not  have 
the  figures  with  me.  I  have  the  figures  of  the  United  States  Steel 
Corporation  which  I  am  going  to  ask  the  privilege  of  readiiig_  inta 
the  record  a  little  later. 
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May  I  come  now  to  this  suggested  amendment  to  this  act^  In 
order  to  protect  the  public  interest  referred  to  in  the  bill,  we  sug- 
gest the  following  amendment  [reading]  : 

No  corporation  partnership,  nor  business  shall  be  peimitted  to  list  its  stocks 
or  bonds,  or  any  form  of  security  on  any  public  stock  exchange - 

I  think  you  might  possibly  put  in  "  curb  exchange."  [Continuinff 
readmg:]  o  u  g, 

SissLf  atiesang?"''^  ""'"''  '*  ^^^  ^  certificate  from  the  Federal  Trade  Com- 

(a)  That  its  capitalization  is  bona  fide. 
tnii^    ^^^f  i^  'f  observing  fair  trade  practices,  and  is  not  a  beneficiary  of 
tariffs,  patents   trade  agreements,  or  monopolization  of  natural  resources 

(0)  That  It  has  paid  a  fair  wage  to  all  its  employees 

((J)   That  neither  it  nor  any  of  its  oflicers  or  principal  stock  holders    have 

Sx"o?\?;;^ot^^?^eraiTax"'^^^'"^^  ^"^^"^^^^'  ^^^^^^'^^^^  —  ^-fiti 

vp^nlfT^?^.^^^   ^/■''''^   Commission   before  granting   such   certificate   shall   in- 

Ae.st  gate  for  each  applicant  for  certificate,   how  capital  assets  are  recorded 

JZ  TTf  ''-IV^*^^'  "*  investment  cost,   or  at  appraised  market^alue 

::.n.    particularly  with  respect  to  natural  resources  oxvned,  the  nature  and  curl 

.'SsJftTront,"'^'?-?"'''''--"'"  f^'"^*  ^^  ^^'^^^^  capitalization  has  b^n?n- 
■cieased  thiough  write-ups",  and  as  a  result  of  mergers,  the  nature  of  notes 
and  accounts  receivable  and  payable,  the  liabilities  not  distribute,  the  o-rowth 
and  purposes  of  surplus  and  undivided  profits.  ^lovth 

1  ?^/???^t'  y^^/e^^lize  that  while  your  bill  would  go  into  effect  the 
1st  ot  October  this  year,  this  provision  could  not  be  complied  with 

tlonabl  ^""^^  ""  ^^''''  ""'■  '"''^'  ^  "'^^*^^'  "nques- 

.1  ^^'|"t^^'  Keax.  There  are  more  than  100,000  people  interested  in 
the  ^teel  Corporation,  are  there  not,  stockholders  in  the  Steel  Cor- 
poration? 

Mr.  Marsh.  I  do  not  know.    It  may  be  200,000. 

Senator  Kean.  The  American  Bell  Telephone  Co.  has  over  300,000 
stockho  ders.  How  is  the  company  going  to  find  out  whether  every. 
""a/t^    S^^®  ^       ^^  income  tax,  or  whether  they  did  not « 

hn^l'  '^w  ^  "^'ii  u""^  "2^^^  '^  ^^^^^-  I  say  ^he  principal  stock- 
holders.   That  would  be  rather  revealing.  ^  f         f 

Senator  Kean.  How  would  you  get  the  principal  stockholders? 
For  example,  I  own  the  principal  stock  of  a  company.    If  they  came 

thenf '??t  -f  ^'^  """.  *'  ''l^  -'^Py  °*  ^y  i"^«^«  tax,  I  would  tell 
f    In  1     f;  i^'^T  «f  7«"^business.    The  United  States  has  a  right 
to  look  at  it,  but  I  will  not  let  you  look  at  it  " 
Mr   Marsh.  I  presume  they  could  check  up  through  the  Bureau 

.oyo''oo?.^'j^.^''''r''  "'  ^^'^  are. doing  in  this  effort  to  get  $500,- 
'000,000  additional  revenue,  which  is  so  much  needed. 

sumnHon'^'trfV'''^  I  trust  you  will  not  regard  it  as  a  violent  pre- 
sumption—that the  creator  of  every  corporation,  to  wit,  the  Govern- 
me.it.  IS  greater  than  the  created.    That  has  not  been  the  prac?  ce 
poraTionT  '         ^^'  Government  did  not  create  these  cor- 

Sp,';.')nt.''S\"^'nf^'^y  '''■^\*^  themselves,  without  incorporation? 

Mr    M  n^      ^^^''  ''''•    ^^^  govereign  States  created  them. 

Mr.  Marsh.  The  sovereign  States  used  to  say  they  would  look 
after  their  unemployed.  They  have  already  fallen  down,  most  of 
tliem.    I  am  not  blaming  them.    We  are  raplidly  realizing 'tS  it  Is 


STOCK    EXCHANGE   PRACTICES  7155 

impossible  to  let  States  undertake  work  or  functions  which  the  Fed- 
eral Government  has  got  to  assume.  It  has  got  to  go  through  pretty 
thoroughly  on  that  proposition.  In  line  with  the  suggestion  in  yoiir 
article,  Senator  Fletcher,  I  would  say  that  we  advocate  that  this 
committee,  as  I  have  personally  requested  of  you,  immediately  draft 
a  bill  for  the  nationalization  of  the  banks.  You  say  in  your  article 
[reading] : 

To  point  out  some  of  the  possible  correctives : 

First  of  all  I  suggest  that  the  monetary  policy  of  this  Nation  be  admin- 
istered by  the  Federal  Government,  wholly  independent  of  the  control  of 
speculators,  bankers,  and  all  vested  interests.  The  sound  recovery  for  which 
all  constructive  interests  and  interested  persons  are  striving  is  a  more  sub- 
stantial and  healthier  recovery  than  that  which  can  be  produced  as  a  result 
of  frenzied  finance. 

To  that  we  would  like  to  say  "Amen "  to  indicate  our  hearty 
concurrence. 

The  question  came  up  as  to  why  there  should  be  this  investigation, 
of  capitalization.  I  would  like  to  make  this  point.  When  you  pass 
this  act,  when  Congress  passes  it,  and  it  is  signed,  there  will  be  a. 
very  prevalent  opinion  among  the  majority  of  the  American  people,, 
in  our  judgment,  just  as  there  was  when  the  new  securities  act  was 
passed,  that  since  the  Government  took  a  hand  and  investigated  the 
issuance  of  securities,  the  Government  approved  the  present  capi- 
talization, and  practically  gave  the  assurance  that  these  were  sound 
investments.  I  know  that  is  not  the  intent  of  your  bill  for  the  con- 
trol of  the  stock  exchanges  and  other  exchanges,  but  investors  will 
be  much  safer  if  they  realize  what  the  actual  situation  of  over- 
capitalization of  corporations  is.  There  is  no  doubt.  Senator,  that 
there  are  going  to  be  more  losses  where  things  have  been  written  up 
.so  that  they  cannot  be  sustained. 

I  go  back  to  a  book  \vritt<^n  on  the  United  States  Steel  Corporation 
in  1912 

The  Chairman.  By  whom? 

Mr.  Marsh.  By  Dr.  Charles  K.  VanHise.  At  that  time,  I  ihink, 
or  about  that  time,  he  was  president  of  the  University  of  Wisconsin, 
at  Madison.  He  pointed  out  that  the  Bureau  of  Corporations,  which 
was  precedent  to  the  Federal  Trade  Commission,  made  an  estimate 
of  the  value  of  tangible  assets  acquired  b}'  the  Steel  Corporation  in 
1921,  and  the  corporation  made  its  own  estimate.  Tlie  estimate 
of  the  Bureau  of  Corporations  as  to  the  tangible  values  in  1901  was 
$682,000,000.  The  United  States  Steel  Corporation's  estimate  was 
$1,457,000,000,  the  difference  being  775  million.     I  cannot  tell 

Senator  Kean.  Do  you  know  what  that  difference  was  based  upon?: 

Mr.  Marsh.  It  Avas  largelj'^  based,  according  to  my  recollection — 
it  is  a  long  time  since  I  discussed  it  with  the  official  of  the  Bureau 
of  Corporations  who  made  the  appraisal — it  was  largely  based  upon 
an  excessive  valuation  put  upon  the  ore  holdings  of  the  United 
States  Steel  Corporation ;  the  United  States  Steel  Corporation's  con- 
trol of  a  railway;  and  some  good  will,  and  so  forth. 

Senator  Kean.  Was  it  not  largely  on  the  ore  holdings,  and  have 
not  those  ore  holdings  proven  their  value  since  then? 

Mr.  Marsh.  Our  organization  advocates  public  ownership  of  all 
natural  resources,  the  Government  to  pay  only  for  the  value  the 
owners  have  created,  because  we  cannot  see  any  other 
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Senator  Kean.  But  the  point  is  this.  As  I  understand  it,  those 
ore  holdings  were  questioned,  and  the  suit  was  brought  up  to  the 
United  States  Supreme  Court  and  was  finally  decided  in  favor  of 
the  corporation.  Also,  since  that  time  those  ore  holdino-s  have 
warranted  those  figures. 

Mr.  Marsh.  The  American  people,  with  the  cooperation  of  the 
Supreme  Court,  will  have  to  decide  what  measures  are  necessary  to 

insure  general  happiness 

Senator  I^an.  But  that  is  not  the  question  we  are  talking  about 
rrr.,^  Marsh.  Pardon  me  for  a  moment.  I  will  come  back  to  that, 
liie  Supreme  Court,  m  two  recent  decisions,  based,  presumably,  upon 
the  existence  of  an  emergency,  which  is  apparently  a  continuin<r 
emergency,  has  recognized  the  right  of  Congress  to  legislate  to  meet 
an  existing  situation.  In  my  judgment  the  Supreme  Court— and  it  is 
notable  that  the  Kepublicans  were  not  all  in  the  minority  in  that 
decision— the  Supreme  Court  will  not  declare  unconstitutional  any 
legislation  which  is  necessary  to  maintain  the  integrity  and  comfort 
oi  the  American  people. 

You  had  a  question,  Senator? 

Senator  Kean.  I  just  wanted  to  say  that  we  were  talking  about 

i^Zl^nL'kn^n^  ore  and  you  said  that  that  ore  ought  to  be  written 

off  $600,000,000.     As  I  understand  it,  that  ore  has  proven  to  be  worth 

.  ?u  ?5  ^^^$  Co.  said  it  was  worth  at  that  time;  but,  of  course, 

at  that  time  I  think  it  was  very  doubtful,  personally,  because  they 

could  not  look  under  the  ground  any  farther  than  I  could      But 

since  that  time,  as  I  understand  it,  this  ore  has  proven  its  value,  and 

II     Z^  gotten  the  values  of  the  ore  as  shown  in  that  report 

Mr.  Marsh    That  raises  this  question.     What  gave  any  value  to 

thos^  ores  ?     The  necessities  of  the  American  people 

May  I  give  the  capitalization  a  year  ago  of  the  United  States 
Steel  Corporation?  The  consolidated  balance  sheet,  was  not  as  in 
this  earlier  year,  $1,457,000,000.  On  December  31,  1932,  the  alle^red 
total  assets  of  the  United  States  Steel  Corporation  were,  in  round 
figures,  $2,158,732,000  and  at  that  time  they  placed  a  value-that 
nlnmmO         ^^^^^^'^^  P^^^^^  ^  ""^^  ^'^l^e  on  their  property  of 

Mr.  Chairinan,  I  do  not  want  to  take  more  time  of  the  committee 
except  to  point  out  that  if  these  various  agencies  which  the  Govern- 
ment has  set  up  to  protect  the  consumer  are  effective,  there  will  have 
to  be,  not  an  increase,  but  a  rather  striking  reduction  in  the  capital- 
ization ot  most  corporations,  because  there  will  not  be  very  much 
more  large  net  incomes. 

Restoring  prices  to  the  1926  price  level,  and  permitting  price 
hxmg-up,  or  inflation,  will  start  a  1929  buU-and-crash  market 

In  conclusion,  I  want  to  express  again  our  appreciation*  of  the 
work  this  committee  has  done,  and  to  point  out  that  the  shrieks  of 
horror  from  these  gentlemen  who  have  objected  to  any  regulation  is 
:adequate  proof  that  such  regulation  is  needed. 

For  several  months  industry  has  been  governing  itself,  with  dis- 
astrous results,  as  indicated  in  the  hearings  of  the  code  committees 
here  this  week  and  last  week,  the  consumers  being  heard  last  week. 
It  IS  not  within  reason  that  any  stock  exchange  or  curb  exchange 
would  or  could  regulate  itself.  The  need  for  your  bill,  I  believe  is 
imperative.  ' 
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There  are  some  minor  points  which  I  will  not  take  the  time  to  dis- 
cuss. We  want  to  express  hearty  agreement  with  the  principle,  and 
appreciate  the  courtesy  of  the  chairman  and  the  members  of  this 
committee  in  continuing  this  investigation,  so  distasteful  to  the 
financial  racketeers. 

The  Chairman.  Is  that  the  only  amendment  you  suggest,  Mr. 
Marsh  ? 

Mr.  Marsh.  That  is  the  only  important  one.  There  are  some 
details.  First,  there  is  the  matter  of  whether  you  can  keep  these 
things  out  of  tlie  mails  or  not.  I  had  some  minor  amendments  I  was 
going  to  go  through.  If  you  want  me  to  take  the  time,  I  can  do  so. 
I  studied  the  bill  very  carefully,  of  course. 

For  example,  section  17,  starting  on  page  31,  says  [reading]  : 

Se».  17  (a).  Any  person  who  shall  make  or  any  person,  including  any 
director,  officer,  accountant,,  or  other  agent  of  such  person,  who  shall  be 
responsible  for  the  making  of  any  statement  in  any  application,  report,  or 
document  filed  with  the  Commission,  which  statement  is,  in  the  light  of  the 
circumstances  under  which  it  was  made,  false  or  misleading  in  respect  of  any 
matter  sufficiently  important  to  influence  the  judgment  of  an  average  investor 
shall  be  liable  to  any  person  (not  knowing  that  such  statement  was  false  or 
misleading)  who  shall  have  purchased  or  sold  a  security — 

And  so  forth. 

I  do  not  knoAv  how  definitely  3'ou  can  establish  the  information 
of  the  person.  It  simply  occurred  to  me  that  that  might  be  a  little 
diflicult  to  establish. 

Then,  on  page  43,  under  "  penalties  ",  the  provision  is  as  follows : 
I  will  have  to  read  it  to  illustrate  my  suggestion.     [Reading :] 

Sec.  24.  Any  i)erson  who  willfully  violates  any  provision  of  this  act  or  any 
rule  or  regulation  made  thereunder,  or  any  iiersou  who  shall  make,  or  any 
person,  inclutling  a  director,  officer,  accountant,  or  agent  thereof  who  willfully 
is  responsible  for  any  statement  in  any  jipplication,  report,  or  document  filed 
with  the  Commission,  which  statement  is,  in  the  light  of  the  circumstances 
under  which  it  was  made,  false  or  misl^^ading  in  any  matter  sufficiently  impor- 
tant to  influence  the  judgment  of  an  average  investor — 

And  so  forth. 

I  am  not  a  lawyer.  I  do  not  know  liow  the  courts  would  construe 
the  words  "  average  investor."  The  proper  definition  of  an  aver- 
age investor  is  a  bankrupt  investor,  but  I  think  that  probably  would 
not  qualify  as  a  legal  definition.  To  illustrate,  I  have  here  the  In- 
vestor's Pocket  Manual,  issued  by  Fenner,  Bean  &  Ungerleider  Sep- 
tember 1933.  I  do  not  quote  this  in  derogation,  because  I  have  seen 
a  good  many,  but  there  is  practically  nothing  there,  so  far  as  I  can 
see,  Avhich  would  protect  the  investor  by  giving  him  the  really  basic 
facts  which  would  be  brought  out  by  this  affirmative  action  requiring 
the  Federal  Trade  Commission  to  certify  the  actual  status  of  a  cor- 
poration. I  do  not  suppose  the  courts  would  throw  the  bill  out  on 
the  difficulty  of  defining  an  average  investor,  but  when  there  is 
punishment  of  a  fine  up  to  $25,000  or  imprisonment  for  10  years  it 
becomes  an  important  matter. 

This  bill  of  yours  is  the  first  step.  I  am  afraid  it  is  going  to  be  a 
disappointment  unless,  concurrently  with  the  enactment  of  this  law, 
if  not  as  part  of  this  act,  the  Federal  Trade  Commission  is  given 
the  affirmative  duty  of  certifying  to  the  accuracy  of  the  capitaliza- 
tion of  these  corporations  and  as  to  their  financial  stability. 
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Section  18  of  your  bil  confers  some  of  those  powers  upon  the 
Federal  Trade  Commission  particularly  section  18  (b),  teit  is 
not  as  explicit  as  the  amendment  which  we  have  suggested 

The  Chairman.  Very  well,  Mr.  Marsh.     We  are  much  obli^Pr^ 

%"lS^espeTt  t^^^^^^^^^^  '^  ''^  ^--^  ^  few  of  these 

The  Chairman.  All  right.     We  will  be  glad  to  have  it. 
(Statement  referred  to  by  Mr.  Marsh :) 

$26,232  000,000.  0?i^S  cost  of  ?an  Is^  is^Jnf  \  ""^^  '^*^^  neighborhood  of 
materially  less  than  the  vaue  as  of  June  1  IQ.?  ^^ -^"^^  ^  ^^'  probably 
for  this  fact,  however   the  oW-inal^ni  nf  ^' .}^^^-     taking  all  due  allowance 

fall  below  $24.00oToo:(i)0  On  D  cember  sf'iqS  X'f .^['^^^1^  ^^"^^  ^^^ 
actually  outstandiiW  wa^  ^R-^V^tq  I-a  «cl  ',  ^^^-  *^^^  ^^^^^  railroad  capital 
and  $13,347,26  35^inf?nctdd^  '"'^'  "^^  "'  $10,226,070,233  in  sfock, 

leS'^fZZtiVl^tn^^^^^^^  '^^,  r^  ^^"  "-P-<^-tion  new 

$20,971,000,000.  "^"^       P^"^    working    capital",    at    about 

The  current  value  of  railroad  stocks  is  about  <R11  onnnnnnAo 
under  any  real  new  deal  are  usuallv  wnrfv,  f.'?l^"^,?"000.000,000,  and  concerns 

Seventeen  to  eishteerb  llions  doUars  wo  ri  hi^  ''"•''  ""'^"^  ^^''''^  "^^^^  stocks, 
railroads.  ounons  dollars  ^^ould  be  a  generous  price  to  pay  for  the 

modat^such  of  tCe\?l      "^P  ^'l^^'  ^°  ^°  «^  tomorrow  to  accom- 
to  conclnde  the  1^^^^^^  l^  ^^^^^  be  impossible 

them  indefinite! vWfLo      ^7  ^^  '?  ^'^  "^*  propose  to  extend 

There"are1r^^^^^^  oX^^ftfcme^  T^  T^"- 

yet  to  hear  from  some  renortt  nn  fi.       •       that  time   and  we  have 

the  bin  <^oX^rr^p::lX:i^^^^^^  to  ^ei 

whV:emrthi„rthaTtw'*'"'°'^  '■■•^''"^""y'  but  tl"-e  people 
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what  we  can  do  to  accommodate  those  whom  Senators  have  signified 
they  would  like  to  have  heard.  We  give  notice  now  that  anybody 
who  wants  to  be  heard  on  this  bill  should  say  so,  so  that  we  can  get 
to  a  conclusion  of  it.  I  think  so  far  we  have  heard  all  who  have 
applied.  We  have  not  refused  to  hear  anybody  who  asked  to  be 
heard  up  to  this  time. 

The  committee  will  be  in  recess  until  2 :  30. 

(Whereupon,  at  12 :  50  p.m.,  Thursday,  Mar.  8,  1934,  a  recess  was 
taken  until  2:  30  p.m.  of  the  same  day.) 

AFTERNOON"    SESSION 

The  committee  resumed  at  2 :  30  p.m.  on  the  expiration  of  the 
recess. 

The  Chairman.  The  committee  will  come  to  order,  please. 

Mr.  Redmond.  Mr.  Chairman,  may  I  hand  you  for  your  informa- 
tion, as  well  as  the  information  of  other  members  of  the  committee, 
a  copy  of  a  pamphlet  entitled :  "  German  Regulation  of  Stock  Ex« 
changes  1896-1908." 

The  Chairman.  The  pamphlet  just  handed  to  me  by  Mr.  Red- 
mond will  be  made  a  part  of  the  record, 

(The  pamphlet  is  as  follows:) 

Oeeman  Regulation  of  Stock  Excuanges,  1896-1908,  by  J.  Edward  Meeker, 
Economist,  Nkw  York  Stock  Exchange 

ECONOMIC   background    OF    THE    GH^tMAN    EXCHANGE    LAW 

The  most  recent  instance  of  an  attempt  by  a  great  industrial  and  financial 
nation  to  impose  governmental  regulation  upon  st(»ck  exchanges  and  speculative 
transactions  on  them,  occurred  in  Germany  during  the  years  1S96  to  1908. 

The  marked  prosperity  of  Germany  in  the  latter  part  of  the  '80s,  following 
the  international  crisis  of  1873,  provided  a  great  incentive  to  speculative 
activities.  The  latter  in  turn  brought, with  them  abuses  and  irregularities  on 
the  part  of  many  banking  institutions.  Gradually  these  abuses  produced  a 
climax.  In  1888  there  was  a  specul.itive  corner  in  coffee  at  Hamburg;  in  1889 
there  occurred  a  sensational  brenk  in  sugar;  and  in  1891  a  spectacular  decline 
in  grain  prices  occurred  on  the  Berlin  Boerse.  which  conducted  dealings  in  com; 
modifies  as  well  as  in  securities.  In  the  fall  of  1891  a  new  depression  seemed' 
imminent.  The  sharp  speculative  declines  brought  forth  wide  prote.'^ts  from 
speculators  who  had  suffered  from  them  financially.  In  addition,  several  Berlin 
banks  failed,  owing  to  their  misuse  of  dei>osits  In  speculation. 

THE   "  EXCHANGE  INQUIRY   COMMISSION  " 

These  developments  were  soon  refiected  in  German  legislative  quarters.  The 
Reichstag  was  flooded  with  petitions  requesting  intervention  by  the  government 
to  hault  alleged  abuses  among  the  banks  and  in  the  stock  and  commodity  ex- 
changes. Bills  against  speculation  in  general  were  introduced  in  the  Reichstag 
as  early  as  November,  1891.  Under  this  constant  pressure,  the  government 
finally  agreed  to  have  a  thorough  investigation  of  the  situation  and  accordingly 
appointed  the  "  Exchange  Inquiry  Commission  "  to  undertake  it.  In  February, 
1892,  the  Chancellor  appointed  23  members  (later  increased  to  28)  to  serve 
upon  this  commission.  Its  chairman  was  Dr.  Koch,  then  president  of  the 
Reichsbank.  and  its  members  included  prominent  bankers,  merchants,  lawyers, 
government  officials,  representatives  of  agriculture  and  professors  of  political 
economy.  This  commission  was  first  convened  on  April  6th,  1892,  in  Berlin,  and 
remained  in  office  a  year  and  seven  months.  It  held  93  meetings  at  which  115 
witnesses  were  called,  including  39  stockbrokers.  16  grain  brokers,  10  land 
owners,  10  millers  and  other  prominent  experts  and  authorities.  The  published 
hearings  and  report  of  this  commission  were  exceedingly  voluminous  and  con- 
sisted of  four  volumes,  aggregating  considerably  over  4,000  pages. 
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On  the  whole,  the  Exchange  Inquiry  Commission  Report  was  thorouehlv 
conscientious  and  conservative,  its  recommendations  were  in  the  main  imnartial 
Jiidicious  and  prudent.  It  dealt  with  a  variety  of  technical  operations  on  the 
Exchange  and  endeavored  to  minimize  abuses  without  crippling  the  normal 
and  necessary  functions  of  the  exchanges.  The  report  took  the  attitude  that 
speculative  exchanges  were  essential  to  business,  and  refused  to  recommend 
any  serious  interference  with  speculative  trading  in  securities  or  produce 

"the  exchange  law   of    1S96  " 

Unfortunately  this  wise  and  temperate  report  was  not  followed  in  the 
legislation  which  was  actually  enacted.  The  Boerse  had  become  a  pomica? 
issue,  and  the  belief  was  widespread  in  Germany  that  the  prevS  dechnes  in 
prices  had  been  due  to  its  rules  and  practices  rather  than  to  the  wSld-wide 
economic  forces  which  during  the  early  '90s  pro.luced  depression  Zoirdiout 
the  world.  Particularly  bitter  was  the  powerful  East  Prussian  agrariarpartv 
because  of  the  sharp  decline  in  grain  prices  which  it  mistakenly  blJmed  upon 
the  exchanges  rather  than  upon  the  world  over-supply.  In  this  te  per  ?he 
Reichstag  was  in  no  inood  to  accept  the  calm  and  ten.perite  conclusions  ol 
the  Exchange  Inquiry  Commission,  but  instead  broke  loose  from  it  to  fran^e 
and  enact  the  "Exchange  Law"  (Boersengesetz)  of  Ts96  The  new  IS? 
became  effective  January  1st,  1897.  ^^ 

It  had  been  the  feeling  of  the  Reichstag  that  there  were  three  princiml 
evils  in  connection  with  speculation  on  the  exchanges:   (1)   the  inaniDulaJ  o,    of 

tTniSufaHon   T'""''  ?'  '''^''''''  ^^  P^^"^"'  and  consumed  a?  Je;( 2) 
die  manipulation   of  security  prices   and   the   alleged   influence  of  the   Stock 

^eZT.^nf^'IiT.u''''''''^^^^^  '-^"^    ^3)    speculation  by  inex^'rieS 

peisons  of  small  means,  who  almost  always  lost  money  in  the  end      To  mfui 
mize  or  obviate  these  real  or  alleged  evils    the  Exch-inop  \  ".\S  iqop  ^]' 

be  avoided."  '  ^^  ^^^^  ^^  "'^  "^  speculation  would 

FAILUKE  TO  HALT  SPECULATION 

wlmtf  slS^Sl^if^e'tSnsaS^'s^'llf^;;.^^^^  ^^«^^""^'  "^  ^^^^"^  exactly 
associated  with  time  ?ii?rac^s  whicl/\vSva  '^  '"''i '^f  ^"^''^^^"  ^^^  ^""^^  ^«  ^e 
produce  on  the  CJ^im?n  exchonij  r  ?  ^-^gulf  ^'^y,  i»'ide  in  securities  and 
in  the  Reichstig  assSd  th  f  if  tin.,  /'^^"'^i'"^'  "'^  ^^'''^''''  ^^^  ^^^kers 
itself  would  be  stopS  and  he  FxcTin. J'^'l'^r'  '''%^  forbidden,  speculation 
contracts.  This  pro  flitiodn^fhr.^  "^'f  specifically  forbade  such  time 
to  other  and  mo  re  roi^  u^^^  halt  speculation,  but  simply  led 

also  limited  its  provisS  to    le  Ui  I's  on  tl^  ''-     "^i^"  Exchange  Act 

theory  that  speculation  had  om  "ed  and  could  S,f'  ''fZ  ^^'^  erroneous 
this  assumption  was  seiz(Hl  upon  as  a  ml'  ns  c^  .voTd  ^^  ??'  "n^'"'  ^^  ^"'? 
the  Act.  The  produce  brokers  on  the  Roeise  sinnllv  /iff  I  o  ^^"""^^"^"'r^  ^^ 
-  a  body,  set  up  an  organized  -ark^t^rra^tot^^lfuSSircmiS^ 
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was  not  officially  an  Exchange  in  the  meaning  of  the  law,  and  went  on  dealing 
in  grain  futures.  When  the  State  courts  ruled  that  this  new  market  was  an 
exchange,  the  brokers  moved  again  to  another  building  where  each  broker  had 
a  separate  office,  but  no  common  meeting  place  or  trading  floor  and  again 
claimed  that  this  was  not  an  exchange.  In  this  way,  the  original  organized 
and  centralized  produce  market  on  the  Exchange  was  forced  by  the  Exchange 
Law  to  reverse  the  previous  course  of  its  evolution  and  to  degenerate  into  a 
crude  "  over-the-counter  "  market  with  direct  settlements  and  less  actual  regu- 
lation than  had  been  in  force  during  the  days  when  the  market  was  more 
highly  organized. 

Even  though  the  Exchange  market  was  forced  back  in  its  development  from 
an  orderly  and  organized  institution  into  the  unorganized  chaos  out  of  which 
it  had  oi'iginally  developed,  speculation  was  not  in  point  of  fact  halted  and  was 
rendered  all  the  more  dangerous  because  of  the  lack  of  effective  regulation  in 
this  unorganized  market.  So  intolerable  did  this  situation  become  that  in 
1900,  the  produce  brokers  returned  to  the  old  Berlin  Exchange  building  and 
were  allowed  to  carry  on  their  old  si>eculative  business  by  crude  evasions  of 
the  law.  This  was  all  the  more  remarkable  because  it  occurred  in  the  State 
of  Prussia,  where  a  violation  of  law  was  regarded  as  a  shocking  matter. 

Meanwhile  the  agrarian  party  realizetl  that  their  own  business,  on  behalf  of 
which  this  legislative  crusade  against  the  Boerse  had  been  undertaken,  was 
being  seriously  impaired  by  the  very  law  upon  whose  enactment  they  had  so 
vigorously  insisted.  With  the  disorganization  of  the  Berlin  produce  market, 
there  was  no  longer  a  central  pi'ice  indicator  for  grain,  and  farmers  could  no 
longer  learn  the  value  of  their  crops.  The  agrarians  refused  to  admit  that 
they  were  wrong  at  first,  and  demanded  that  the  government  furnish  such  prices 
for  grain.  This  led  to  an  equally  surprising  discovery  on  the  part  of  the- 
government  as  to  the  value  of  organized  speculation.  For  the  government 
inevitably  found  it  impossible  to  establish  satisfactory  grain  prices  without  an 
organized  speculative  exchange  market  through  which  such  prices  could  be 
obtained.  The  farmers  wlio  no  longer  knew  the  price  of  their  own  crops  con- 
tinued, however,  to  demand  that  the  State  ixjrform  this  impossible  task. 
Accordingly  a  few  months  after  the  passage  of  the  Exchange  Law,  the  State 
establ.shed  a  central  bureau  to  determine  prices  for  the  information  of  farmers. 
Local  bureaus  were  established  in  various  parts  of  Germany  which  rei)ortod  to 
this  central  bureau.  x\ll  sui-h  prices,  however,  naturally  had  to  be  local  cash 
prices  and  reflected  simply  past  transactions,  but  not  present  and  future  condi- 
tions. It  was  also  found  that  the  elimination  of  short  selling  in  grain,  as  far 
as  its  effects  could  be  determined  statistically,  was  to  lower  grain  prices  and 
render  them  less  stable.  i 

In  respect  to  securities,  similar  evasions  of  the  Exchange  I>aw  occurred, 
attended  by  a  similar  disruption  of  the  former  highly  organized  and  highly 
regulated  market  for  securities.  Security  transactions,  instead  of  being  made 
openly  on  the  Exchange,  were  effected  secretly  over-the-counter,  without  the 
necessity  of  respecting  the  ordinary  regulations  which  formerly  were  inii)osed 
upon  Exchange  transactions.  In  these  over-the-coiuiter  dealings,  much  of  the 
business  flowed  to  the  great  German  incorporated  banks,  who  did  not  need  to 
borrow  money  as  did  the  smaller  brokerage  concerns.  Thus,  the  result  of  the 
Boerse  Act  was  to  build  up  between  the  large  financial  institutions  a  private 
<jver-the-connter  market  in  securities,  wholly  dominated  by  a  few  great  banks. 
This  unregulattMl  money  trust  squeezed  out  the  small  broker,  whose  living  came 
to  depend  almost  wholly  on  orders  given  him  for  execution  by  the  great  banks. 

Finally,  the  "  Exchange  Register  "  proved  a  failure.  The  theory  behind  this 
register  was  the  tlieory  that  large  Exchange  operators  would  register  willingly 
enough,  but  that  small  speculators  would  fear  the  publicity  of  registration  and 
therefore  give  up  speculating.  In  this  way,  it  had  been  hoped,  the  small  man 
could  be  forced  out  of  the  speculative  market.  Actually,  however,  almost  no 
one  registered  at  all.  This  placed  a  premium  upon  dishonesty,  since  the  penalty 
for  not  regi.stering  was  having  one's  contract  voided  as  a  gambling  wager.  On 
account  of  the  uncertain  legal  character  of  si>eculative  transactions,  conserva- 
tive men  kept  out  of  the  market  or  transferred  their  transactions  to  other 
countries.  Dishonest  men,  on  the  other  hand,  would  put  in  orders  to  buy  and 
to  .sell  the  same  security  at  the  same  piice,  and  then  repudiate  the  order  which 
showed  a  loss,  by  declaring  that  they  had  not  registered  and  in  consequence 
it  was  void.  Thus,  in.stead  of  eliminating  undesirable  si^eculators  and  allowing 
responsible  speculators  to  i>erform  a  necessary  economic  task,  the  register 
scheme  favored  the  reckless  and  hampered   the  conservative  siKiCulator,   and 
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■^      i* 


IV    f  • 


i'  >^  . 


fnTf^^nffi?-'^/'"''"'^  throughout  German  finance.    At  length  the  government  itself 

l>KRVEaiSION   OP  THE  EXCHANGE'S    NOKMAI.  FUNCTION 

Ready  security  markets  can  be  maintained  only  by  a  free  flow  of  essentiallv 
•■speculative  bids  and  offers.     By  interrupting  this  flow   and  Xc^ng  iS S^ 
'Obstacles  In  the  way  of  ready  speculation,  the  German  ExchangfAct  succS 
-in  largely  destroying  the  ready  market  for  German  securities  wMch  had  n>P 
^Yiously  -existed  on  the  Berlin  Boerse.     This  fact  was  cleaririec^Sed  1  l^tht 
•eminent  Dr.  Koch,  president  of  the  Reichsbank,  in  an  arcle  In  Ihe  Deutsche 
-Review  for  July,  1908,  in  the  following  words-    ''Experience  bartontv!r 
that  there  is  not  at  all  times  a  ready  market  for  pleged  securSes ''     i?  vv-f.' 
found  that  fluctuations  in  price  under  the  Exchange  Act  ina  eased  ^^thifiT 
•decreased.     Short  selling  having  been  restricted    thei^  was    i-i-eatif  tin./'" 
in   times   of  prosperity   to  develop  inflated   bull  movements   in   prLsw^^^^ 

t'a'fhS  TV^^  '^t"^"^'^  ^^^^'^"^"^  ^^h^"  business  aetivTy  "essenecf     Testiron 
to  this  effect  can  be  tound  in  the  authoritative  work,   "  The  German  rS 'I 
Banks, '  republished  in  English  as  one  of  the  Natioml   Monpfn,^  V^       •    ? 
■studies.     Speaking  of  the  results  of  the  Exclmngef  S^nS?nt'L,S„^^ 
ths  Exchange,  this  work   (p    771)   declares  •  toicing  business  from 

the  ability  of      e  SmX  to  reflert  ^^hS      ?'-*'''*  »>«'"«e'i  to  destroy 

BUSINESS    DRIVEN    ABROAD 

which  had  formerly  been  ionrnl^^^  ""^  ''",'''''  countries  much  businesi 

Emery,    in    his    Jv^ll  knowi?' bi oSre    ''  tT  f-'''''''''  ^enry  C. 

Exchange  in  Germany,"  declared  inlhisTSaid  ^^^"^^^^^^^    «f   ^^^    Stock 

to  ^ft:^:ft:'^:S^1^;:;i:^^r^  -«^-  -^  ^egal  uncertainty  was 
Exchange  in  the  field  o^  n  ei-nat  o  fi  aXp  T?''^  "'?  ^^^^  "^  "^^  ^^^"^ 
eign  houses  increased  four  oi  five  fod  and  mn.h  r  ""'"^^'  P^  asencien  of  for- 
centers,  especiallv  London  fo.  hi  1  /,,  T  ^^^^'^i"  capital  flowed  toother 
weakened  the  Pov^r  of  l^Berin  n  «;  ^v  !"^  ^^^  speculation.  This  in  turn 
has  at  times  felt  its  serious  hiflue^i.^ ''    '    ^"^'^'  '"  "^'"^  "^""  "^^  Reichsbank 

'J^tion'oTslSZZn^^^^^^  «P1-"^^-^   "^   1908  to  study  the 

in  its  report  bears  simnai^estTmonv-        '^  ^^^^^^^^^ty  exchanges  in  New  York, 

m,;S"?B;"Hn'S;Slis;Sr^' ;f  ^"^t^  «^^^-^  ^^  <^^--  -  Germany, 
in  London,  Paris,  An  sSla' S  New  Ym-?"'  ?'  ''T'''''''^  '^"^  '^^^  °^  'Stocks 
in  Berlin  within  one  yea?  afte  •  the  i^w^^  Seventy  such  oflSces  were  opened 
business.  German  canitalw^s  f  ,nl  to  ^  ^^^%  ^''^^^^'  '^^^^^  ^''^  a  flourishing 
lin  exchange  bee  ne  si Jn' fiSin  and  tbf  fi ''^  to  foreign  markets.  The  Bei? 
whole  was  impaired  "  *''^  financial  standing  of  Gennany  as  a 

coSsSis."  The  SatSntTDJ'  Waclde'"^  fully  confirms  these  American 
190S-]!i09  (also  ti4n slate,!  nnd  nnhKli  l^""  Vi  ^^^  German  Bank  Inquiry  of 
sion  stu.lies)   mak^fhe  ^oiroi^iy^commenj"  *^'  ""^"^""^  ''""^^^^"^  ^^«^^^«- 

^<^r^^^nS""'^"*"'l^^^:S'^^^   ^r-   'nju-ous   to   German   eco- 
ine  c^ennan  exchanges  have  evidently  lost  in  interna- 
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tional  influence  since  the  enactment  of  Boerse  legislation.  In  spite  of  the 
greatest  efforts  on  the  part  of  the  Boerse,  of  industry  and  commerce,  they 
have  certainly  not  gained  ground  in  international  business.  That  is  a  great 
loss  to  the  political  power  of  Germany.  The  advantages  gained  and  the  peace- 
ful victories  achieved  by  means  of  our  industry  and  commerce  are  the  best 
foundation  and  the  greatest,  to  the  extension  of  our  political  power ;  even  more- 
effective,  perhaps,  than  the  increase  of  the  army  and  navy.  But  it  is  precisely 
in  international  business  that  commerce  and  industry  require  the  support- 
of  the  German  banks  and  exchanges." 

Much  the  same  opinion  is  expressed  elsewhere  in  the  same  official  hearings 
by  Herr  Schinckel :  "  In  the  domain  of  practical  matters,  the  Boerse  law  has 
left  us  with  a  legacy  in  the  swarm  of  brokers  who  rejoice  our  heart  with 
foreign  speculative  securities,  and  who  bring  more  foreign  securities  into 
Germany  and  into  the  possession  of  Germ&ns  than  are  enumerated  in  the 
statistics  of  stock  and  bond  issues  published  by  the  Reichsbank."  As  a  con- 
clusion to  this  aspect  of  the  matter,  the  findings  of  the  Hughes  Commission 
Report  can  again  be  referred  to  as  follows : 

"  Germany  is  now  seeking  to  recover  the  legitimate  business  thrown  away 
twelve  years  ago.  She  still  prohibits  short  selling  of  grain  and  flour,  although 
the  effects  of  the  prohibition  have  been  quite  different  from  those  which  its 
supporters  anticipated.  As  there  are  no  open  markets  for  these  products  and 
no  continuous  quotations,  both  buyers  and  sellers  are  at  a  disadvantage; 
prices  are  more  fluctuating  than  they  were  before  the  passage  of  the  la\r 
against  short  selling," 

MANIPULATION    FACILITATED,    NOT    CURTAILED 

It  has  been  pointed  out  above  that  the  German  Exchange  Act  had  the- 
effect  of  forcing  business  from  the  open  organized  market  on  the  Exchange 
into  a  private  market  within  individiial  great  German  banks  or  between  these 
banks.  As  a  result,  only  odd  balances  of  stock  which  could  not  be  crossed 
on  the  books  of  a  single  bank  or  which  for  one  reason  or  another  it  was  not 
desirable  to  buy  or  sell  between  the  banks  over-the-counter,  were  sent  into  the 
market  on  the  Exchange.  This  resultetl  in  making  Exchange  transactions^ 
easy  to  manipulate,  and  to  provide  an  additional  motive  for  such  manipula- 
tion, in  order  that  the  larger  security  orders  executed  confidentially  outside 
of  the  Exchange  market  could  be  transacted  on  the  basis  of  published  Ex- 
change quotations  as  favorable  as  possible  to  those  executing  the  larger  orders- 
privately  outside.  Thus  the  Berlin  exchange  markets  in  securities  tended  to 
become  only  a  species  of  show-window  for  the  greater  volume  of  dealings 
occurring  privately  in  the  outside  market.  As  Professor  Emery  puts  the 
matter:  "The  advantages  of  a  broad,  open  market  were  lost.  The  object 
of  the  Act  had  been  to  lessen  the  speculation  influence  over  industrial  under- 
takings. Its  effect  was  to  increase  it."  Elsewhere  the  same  authority  has 
stated  on  this  point :  "  In  other  words,  the  result  of  this  experience  was  to 
prove  practically  what  I  have  mnintained  for  j'ears  from  my  theoretical  study 
of  this  subject,  that  the  most  easily  manipulated  market  is  the  limited  market. 
The  market  you  cannot  manipulate  is  the  big,  open,  easy,  facile  market 
where  everybody  can  trade  with  the  least  restriction." 

Authoritative  German  opinion  fully  corroborates  the  above  statements.  In  the 
German  Bank  Inquiry  Hearings  referred  to  above.  Herr  Schinckel  stated : 

"  Finally  it  is  to  the  Boerse  laws  that  we  are  indebted  for  the  excessive 
concentration  of  business  in  the  great  banks,  which  I  as  well  as  others  deplore. 
These  are  evils  which  when  once  introduced  could  not  be  removed  by  the 
amended  law,  being  evils  that  do  not  admit  of  a  remedy.  For  you  cannot  ask. 
for  instance,  that  the  great  banks  which  have  become  altogether  too  big  to 
.suit  my  taste — a  tendency  it  was  impossible  for  them  to  escape — shall  split  ui> 
again  into  smaller  ones." 

STRAIN    ON    THE    MONEY    MARKET 

For  a  variety  of  reasons  the  Exchange  Act  of  1896  strained  and,  on  occasion, 
demoralized  the  Berlin  money  market.  For  one  thing  the  purchase  of  foreign 
securities  caused  an  export  of  capital,  which  provided  a  considerable  drain 
upon  it.  For  another,  the  less  efficient  methods  of  clearing  and  settling  con- 
tracts made  in  the  demoralized  over-the-counter  market  which  the  Act  produced. 
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as  coutrasted  with  the  greater  efficiency  in  the  use  of  capital  bv  the  centralized 
stock  clearing  and  settling  system  attending  the  former  market  on  the  Berlin 
-Stock  Exchange,  required  a  gi-eater  proportionate  amount  of  bank  funds  This 
fact  IS  referred  to  frequently  in  the  German  economic  and  financial  literature 
of  the  time. 


»    V 


(  h  . 


fS  ;» 


OPPOSITION    TO    AND    GRADUAL   REPEAL   OF    THE   GERMAN    EXCHANGE    ACT 

The  Boerse  law  of  1896  was  widely  condemned  by  the  best  infornied  authori- 
ties within  Germany.  Even  at  the  expense  of  repetition,  it  is  worth  while  to 
-include  some  of  these  criticisms  by  Germans  here. 

The  report  of  the  Disconto-Gesellschaft  for  1902  states  that 
"The  unfortunate  Boerse  laws  continue  to  be  a  grave  obstacle  to  business 
activity," 
-fuid  again  in  1903, 

"  The  Boerse  will  not  be  able  to  resume  its  important  economic  functions 
■until  the  restrictions  upon  trading  for  future  delivery  have  been  removed  " 
The  report  of  the  Dresdener  Bank  for  1899  states : 

"" '^^^ .  *^'^"§^^"  which  lies  in  the  ban  put  on  speculation,  especially  in  the 
jn-uhibitioii  ot  trading  for  future  delivery  in  mining  and  industrial  securities 
•will  become  manifest  to  the  public  if,  with  a  change  of  economic  conditions  the 
mucVOKlable  selling  foilce  cannot  be  met  by  dealers  willing  and  able  to  buy 
it  will  then  be  too  late  to  recognize  the  harmful  effects  of  the  Boerse  Law  •'' 
The  rei)ort  of  the  Deutsche  Bank  for  1900  states : 

■•  The  prices  of  all  industrial  securities  have  fallen.  Tliis  decline  has  been 
lelt  all  tl.e  more  as,  by  reason  of  the  ill-conceived  Boerse  Law,  it  struck  the 
i:ublic  with  full  force  without  being  softened  through  covering  purchase'^  of 
speculative  interests."  "  -c.     , 

Again  in  1904 : 

-A  serious  political  surprise  would  cause  the  worst  panic,  because  there  are 
no  longer  any  dealers  to  take  up  the  securities  which,  at  such  times,  are  thrown 
upon  the  market  by  the  speculating  public." 
Again  in  1905: 

"  I"  our  last  report  we  referred  to  the  great  danger  which  may  be  brought 
about  througli  delaymg  the  revision  of  the  Boerse  Laws,  and  we  are  now 
j)Ointing  to  It  again  because  we  consider  it  our  duty  to  impress  again  and  again 
a  wider  circle  of  the  public  with  the  economic  value  of  the  Stock  Exchange 
and  Its  important  relation  to  our  financial  preparedness  in  times  of  war  " 
Again  in  1906 : 

"  K  it  had  still  been  necessary  to  furnish  proof  of  the  regrettable  fact 
rbat  tlie  German  exchanges  are  no  longer  able  to  accomplish  their  task— 
ifjually  important  to  the  welfare  of  the  people  as  to  the  standing  of  the  Em- 
fp  T,";;  f  .T"?  f  r^"t«  ^"^■i'^g  «^e  P^^t  financial  year  in  general,  and  the 
le.sult  of  the  las-t  German  Government  issues  in  particular,  would  have  fur- 
nisned  that  proof. 

Speaking  before  the  Third  German  Bankers'  Convention  at  Hamburg  in 
September,  1907.  Privat  Dozent  Doctor  Jaffe  said- 

"In  spite  of  the  fact  that  the  Boerse  Law,  which  is  now  recognized  e^en 
hy  Its  framers  as  a  complete  failure,  has  injured  German  economic  life  very 
deepl.y,  not  only  are  all  conceivable  hindrances  placed  in  tlie  way  of  improving 
1  but  new  means  are  sought  for  hindering  the  progress  of  our  induS 
life,  and  for  tHis  purpose  the  legal  regulation  of  deposit  banking  is  proposed  " 
In  similar  vein,  and  on  the  same  occasion,  Geheimer  Oberfinanzrat  Mueller 
director  in  the  Dresdener  Bank,  remarked:  xvxucuei, 

of"n^I"'of"'^^''^^i-*'*  ^^"^  ■^''•''■^?  ^''^'  '''"•''  ^^  designated  as  an  effective  paralvsis 
of  an  arm  of  our  economic  body.  Whether  the  course  recognized  by  our 
legislators  as  necessary  will  be  foHowed-that  of  repairing  the  injurv  and  of 
giving  back  to  a  paml.^  zed  arm  the  necessary  mobility  ^and  elasticin-rhe 
lutuie  will  show.  The  experiment  which  is  recommended  for  the  banking 
Ste\><^p<dlS:^"^  ""^^''''  ^"  '''''  ^^^^^^^  ^^  ^"  ^^-tion  on  the  vUaS 
German  financial  literature  of  the  period  abounds  with  just  such  criticism^  a^ 
the.se.  Sometimes,  the  attack  on  the  Boerse  Laws  were  of  sufiicient  iength  ^ 
mbish  m  book  torn.  Such  was  Struck's  "Die  Eftektenboerse  "  (The  Stock 
Lxchange),  wherein  the  author  advances  the  question.  "Will   it  be  easie     to 

fS^J^Io^Z^V^  ff"'"  V'  ^^^^^  ^^^^^'-^"^^  "^  the  pUent  eco- 
i^omic  system,  to  ha\e  Uie  latter  exi.st  as  a  free  and  independent  institution 
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enjoying  unrestricted  autonomy,  or  will  it  prove  more  advantageous  to  place  it 
under  Government  control  ? "  and  answers  it  by  concluding  that  the  former 
course  is  wiser,  that  severe  Government  investigations  accomplish  notliing,  be- 
yond the  point  of  satisfying  a  carelessly  speculating  public  for  the  time  being, 
and  that  Exchanges,  in  order  to  fulfill  their  mission,  must  be  left  pretty  much 
to  themselves. 

Tliese  pointed  expressions  of  public  opinion  had  their  counterpart  through 
this  jjeriod  of  legislative  attempts  to  revise  the  obnoxious  Boerse  Law  of  1896. 
Such  a  hill  was  vainly  proposed  in  1904,  two  more  followed  in  1906,  and  still 
another  in  1907.  These  early  attempts  at  revision,  though  in  themselves  unsuc- 
cessful, laid  the  waj'  open  for  eventual  repeal.  The  Committee  of  the  Federal 
Counsel  (which  was  hostile  to  speculation  and  which  had  originally  passed  the 
Act  of  1896)  stated  in  its  report  on  the  bill  proposed  in  1901 : 

'■  The  dangers  of  speculation  have  been  increased,  the  power  of  the  market 
to  resist  one-sided  movements  has  been  weakened,  and  the  possibilities  of  using 
inside  information  have  been  enlarged." 

Another  attack  by  the  agrarians  upon  grain  futures  brought  matters  to  a 
head.  The  much-enduring  produce  brokers  apparently  lost  their  equanimity, 
and  threatened  that  if  a  further  policy  of  legislative  harassment  was  to  ensue, 
they  would  "  strike "  and  close  the  produce  market  on  the  Boerse  entirely. 
The  prohibition  against  grain  futures  was  not  removed,  but  no  new  restric- 
tions were  placed  upon  the  produce  market.  On  the  other  hand,  after  a  lengthy 
discussion  and  vigorous  agitation,  the  Boerse  Law  of  1896  as  it  related  to 
security  dealings  was  considerably  modified  in  certain  stringent  provisions — 
so  much  so,  in  fact,  that  it  amounted  to  a  repeal  of  that  part  of  the  Act 
of  1896.  The  Exchange  register  provision  was  repealed  entirely.  This  action, 
as  the  Hughes  Commission  Report  states,  proves  conclusively  that 

"  Insofar  as  the  Reichstag  in  1896  had  aimed  to  prevent  small  speculators 
from  wasting  their  substance  on  the  Exchange,  it  not  only  failed,  but  *  *  * 
added  a  darker  hue  to  evils  previously  existing. 

"*  *  *  all  persons  whose  names  were  in  the  '  Handels-register "  (com- 
mercial directory)  and  all  iktsous  whose  business  was  that  of  dealing  in 
securities,  were  declared  legally  bound  by  contracts  made  by  them  on  tlie 
Exchange.  It  provhled  that  other  persons  were  not  legally  bound  by  such 
contracts,  but  if  such  persons  made  deposits  of  cash  or  collateral  security  for 
speculative  contracts,  they  could  not  reclaim  them  on  the  plea  that  the  contract 
was  illegal." 

The  previous  restriction  against  industrial  security  futures  was  also  with- 
drawn, although  these  contracts  were  still  made  subject  to  the  discretion  of 
the  State.  By  a  law  then  passed  (1908),  the  Government  might,  in  its  dis- 
cretion, authorize  speculative  transactions  in  industrial  and  mining  securities 
of  companies  capitalized  at  not  less  than  $5,000,000. 

The  Chairman.  Mr.  Sewall,  you  will  please  come  forward  to  the 
committee  table  if  you  wish  to  be  heard. 
Mr.  Sewall.  I  thank  you,  Mr.  Chairman. 

STATEMENT  OF  ARTHUR  W.   SEWALL,   PHILADELPHIA,  PA. 

The  Chairman.  Mr.  Sewall,  please  state  your  name,  place  of  resi- 
dence, and  occupation. 

Mr.  Sewall.  My  name  is  Arthur  W.  Sewall.  And  do  you  wish 
my  business  address? 

The  Chairman.  Yes. 

ISIr.  Sewall.  1600  Arch  Street,  Philadelphia,  Pa. 

The  Chairman.  What  is  your  occupation,  Mr.  Sewall. 

]Mr.  Sewall.  I  am  president  of  the  General  Asphalt  Co.  I  am  on 
the  board  of  the  Federal  Keserve  bank,  the  Baldwin  Locomotive 
Works,  the  Insurance  Co.  of  North  America,  and  so  on. 

The  Chairman.  If  you  wish  to  discuss  the  bill,  just  proceed  in 
your  own  way  and  we  will  be  very  glad  to  hear  your  views. 
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Mr.  Sewall.  That  is  very  kind  of  you.  I  should  like  to  mve  to 
the  committee  such  impressions  as  I  for  one  have,  which  I  mi  "ht  sav 
are  quite  spontaneous  They  are  not  the  offerings  of  a  m^n  who  i^ 
deeply  informed  on  the  technique  of  the  subjectrbut  a  man  who  ' 
responsible  for  the  business  affairs  of  certain  institutions;  or  per- 
haps I  should  say  the  impressions  of  men  who  are  responsible  for 
the  business  affairs  of  certain  institutions 

The  Chairman.  We  will  be  very  glad  to  have  them. 

fIv!;^,  'ot'^^'oS'^'"'''''^^^  speaking-,  I  might  say  that  on  Fridav 
February  23,  1934  there  was  a  gathering  of  upward  of  200  execu- 
wlfi  ^1  "^.^^"facturmg  concerns,  insurance  companies,  banks  as 
well  as  business  men.  My  impression  of  that  meeting,  which  I  'was 
able  to  survey  with  some  care  while  sitting  in  the  rear  row  of  that 
large  room,  was  that  they  were  all  brought  together  without  any 
attempt  to  provide  any  hard  and  fast  or  cut  and  dried  procTram  hA 
men  speaking  their  mmds  on  the  subject  put  up  to  them^  "  ' 
At  this  meeting  the  following  resolutions  were  adopted: 

Resolved,  That  it  is  the  sense  of  this  meetiuff  that  thp  "Nntim.m  Qor     ■.- 
ExohniiJTP  Apt  nf  10Q4  "  ;„  +i,„  j?  "jccliuj,  nitiL  me     i\ational  Securities 

detrimental  to  the  business  ^nt^^Z^f^  r.)  IJ-  United   States   Congress   is 

iil^l^iil^i 

Mr.  Joseph  Wayne,  Jr.,  president  of  the  Philadelphia  National 
Bank  and  president  of  the  Philadelphia  Clearing  Hmise  a'^^^^^^^ 
loZrTctt^^tV^%''''''^  '^  tllis  meeting,  a^^poS  tliff ot 
TNirtirWrln'p?  1  ?'',f''^.^"l^''   Pi-esident   Insurance   Co. 
General   vfXw^^^^^  ^^V  ^^^^^"^"  ^^-  S^^^'^"'  P^^^^dent 

SaLernl  SteP^  r^  ^^'^'  Harrison  Hoblitzelle,  presi- 

aent  ueneial  feteel  Castings  Corporation,  Eddystone   Pa  •  Mr   Wil 

Wa    Ml    F  i  ''''ft^'i  P-n.Mlitual  Life  InsTui^^ce  Co.,'  ^ladei: 
feddplla  '"         •  ^^^^^^^"^^'  Pr^-dent  Westmoreland  Coal  Co  , 

coSstislo^wr^r  TT^'  "^  ^PT^  ^''  recommendations  and 

OurstaL  nen^talV  -^^"^  ^'^^'^"^  '''''^  invaluable  attention  : 

vyui   biaiement  deals  Avith  our  appraisal  of  fhp  nvni^oKi^  ^^^^^ 
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the  mails  and  to  prevent  inequitable  and  unfair  practices  on  such 
exchanges,  and  for  other  purposes." 

The  title  in  no  way  suggests  the  full  intent  of  the  bill  and  this 
is  significant  inasmuch  as  many  business  men  believe  it  to  cover 
only  the  purposes  indicated  in  the  title  and  undoubtedly  do  not 
comprehend  the  extraordinary  authority  over  business  which  the 
bill  proposes  to  give  to  the  Federal  Trade  Commission. 

Throughout  the  bill  we  find  references  to  "  any  person  who  trans- 
acts business  in  securities."  This  clause  is  subject  to  wide  interpre- 
tation and  if  retained  should  be  clearly  defined  to  exclude  those  who 
buy  or  sell  securities  primarily  for  investment  or  for  legitimate  cor- 
porate purposes  as  distinguished  from  those  who  are  primarily 
engaged  in  the  transaction  of  a  security  business  as  such.  It  is 
assumed  that  this  is  the  intent  of  the  bill. 

8'ection  3,  definition  no.  9  contemplates  regulation  by  the  Federal 
Trade  Commission  of  all  types  of  corporations,  partnerships,  asso- 
ciations, and  so  forth,  including  railroads,  banks,  trust  companies, 
savings  funds,  insurance  and  utility  companies.  This  proposed  sup- 
plementary regulation  of  the  latter  groups,  even  though  modified  to. 
obviate  conflict  with  present  Federal,  State,  or  other  regulatory 
authorities,  would  at  least  render  administration  of  such  corpora- 
tions increasingly  difficult  and  add  to  their  cost  of  doing  business. 

Section  6,  in  prohibiting  the  customory  use  of  unlisted  securities 
as  collateral  and  materially  raising  the  marginal  requirements  on 
listed  securities  for  collateral  purposes,  would  seriously  restrict  the 
obtaining  of  credit  by  individuals  and  corporations.  Corporations 
would  be  handicapped  in  borrowing  for  legitimate  corporate  pur- 
poses on  collateral  consisting  of  their  own  marketable,  investment, 
or  treasury  securities.  Furthermore,  the  power  given  to  the  Com- 
mission to  prescribe  lower  loan  values  than  those  as  computed  by 
the  formula  described  in  section  6  would,  where  exercised,  have  an 
immediately  unfavorable  effect  on  the  corporation's  general  credit 
in  all  of  its  business  dealings.  At  a  time  when  every  effort  of  the 
Government  is  being  expended  in  fostering  the  extension  of  credit 
it  seems  anomalous  that  serious  consideration  should  be  given  to  cer- 
tain provisions  of  this  bill  which,  without  apparently  sound  reason, 
would  unduly  curtail  the  purchasing  power  of  the  individual  and 
corporation  by  diminishing  their  facilities  for  credit. 

Section  8,  subsection  (a)  (5)  reverses  the  usual  doctrine  of  one 
being  innocent  until  proven  guilty  by  unfairly,  in  our  opinion, 
placing  the  burden  of  proof  on  a  corporate  officer  in  the  event  "  an 
average  investor  "  sues  him  for  damages  on  the  grounds  that  he  was 
misled  with  respect  to  any  of  various  items  on  the  published  balance 
sheet  or  other  statements. 

Section  8,  subsection  (a)  (7)  as  it  now  stands  would  deny  a  cor- 
])oration  the  right,  except  under  such  rules  and  regulations  as  the 
Commission  may  prescribe,  to  either  buy  or  sell  its  stoclis  or  bonds 
in  any  appreciable  volume  as  this  would  necessariW  to  a  greater  or 
less  extent  have  the  "  effect  of  pegging,  fixing,  or  stabilizing  the 
price  of  such  securities."  This  might  prove  disadvantageous  to  cor- 
porations purchasing  bonds  or  preference  stocks  for  sinking  funds 
or  retirement  or  selling  Treasury  bonds  or  stocks  for  purposes  of 
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raising  working  capital.     This  subsection  would  be  improved  bv 
striking  out  the  words  "  or  effect." 

Section  8,  subsection  9  denies  a  corporation  the  privilege  of 
acquiring  an  option  to  purchase,  through  the  means  of  securities 
control  or  ownership  of  another  corporation.  We  believe  the  privi- 
lege referred  to  is  a  legitimate  one  and  should  not  be  prohibited 

With  respect  to  section  10  referring  to  the  segregation  and  limita- 
tion or  the  functions  of  broker,  specialist,  and  dealer,  we  wish  to 
raise  the  question,  without  endeavoring  to  answer  it.  as  to  whether 
or  not  the  segregation  provided  for  would  have  the  effect  of  increas- 
ing the  hnancmg  costs  to  corporations  in  general  at  such  time  as 
they  endeavored  to  raise  capital  through  the  issuance  of  new  secur- 
ities. It  IS  suggested  that  this  matter  be  given  careful  consideration 
to  make  sure  that  it  does  not  work  a  hardship  on  business  particu- 
larly with  ree:ard  to  the  security  flotations  of  small  enterprises 
Section  11,  subsection  (c)  (I)  grants  the  Federal  Trade  Commis- 
sion broad  powers  to  enforce  compliance  by  corporation  officers,  di- 
lectors,  and  stockholders,  not  only  with  the  act  but  also  with  anv 
amendments  thereto  and  with  any  rules  and  regulations  which  theV 
may  make  thereunder.     This  omnibus  authority  is  in  addition  t'o 

H^TtTU!^  ?Tt'A  "/?^'.^/  "'/\'^  }"'  Periodically  furnished  under 
il  (11)  and  (HI)  and  further  blanket  authority  under  11  (c)  (III) 
to  call  for  any  files  of  the  corporation  or  its\affiliates  which  the 
Commission  may  desire. 

We  bpWp^!/f  ^1''  """h  ""^  ^'''  ^'^^  "''^^^^^'  ^^  b"^^"e««  i«  concerned. 
We  believe  it  to^be  neither  necessary  nor  desirable  to  put  American 
business  under  Government  control.  With  a  full  recognition  of  the 
desirability  of  eliminating  the  unethical  and  destructive  practices 
of  the  few,  we  do  not  wish  to  see  the  vast  majoritv  of  business  men 
whom  we  must  concede  are  honestly  motivated,  fettered  bv  a  nX' 
phcity  of  rules,  regulations,  and  authorities,  nor  do  we^believe    t 

obio-el  roTvor'"'-'"  '^"-  '''''''''  -t---t  to  have  managemin 
obliged  to  devote  an  increasing  percentage  of  their  time  to  collab- 

The  cost  of  making  the  reports  required  by  sections  11  and  12 

rr.Sr""'^^%  *"i  't'^"^'?  ^^^^^  ^^''^^^"^^^^  in  advance  for  several 
leasons  one  of  which  is  that  only  the  minimum  number  of  reports 
required  are  stated  and  the  nun.ber  of  additional  reports  which  the 
Commission  may  further  require  is  left  entirelv  to  their  discretion 
Nevertheless  we  believe  that  such  costs  as  would  be  ex  er  enced 
upon  the  application  of  these  provisions  would  be  a  ser  ous  burde 

would  be'entb^'^^''  '^"  "''  ^^"^^^^'  ^^  '^"^^'  '^  ^e  derived  Sierefiw 
would  be  entirely  incommensurate  with  the  costs;  furthermore  it  is 

harmfufoL  /fbv""'\^   '^  ,''^t   "^^--^^^ion   filed   would   result   i^^ 

larmlul  eiiects  by  virtue  of  its  aj^propriation  by  competitors  botli 

n  this  and  foi-eign  countries.    We  believe  that  the  rules  with  respect 

o  publicity  of  informat  o.i  as  made  mandatorv  in  thTs  b   1  ai?  mi 

necessary  for  the  education  of  the  stockholder  inasmuch  as  Tstoc 

hokler  today  can  m  almost  any  case  secure  from  t le  officer^  of  lit 

corporation    any    legitimate    information    he    desires^S   is   not 

"i'l'no   ';-u^;h.;l":T|-^  '''  ''''^'^  stockholders.     mI  m  .tr  o1  fa 
IS  It  not  tiue  that      the  nv(>rage  investor"  or  stockholder  will  not 
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today  even  take  the  time  to  read,  much  less  study,  the  report  of  the 
hoard  of  directors  and  the  financial  statement  which  is  mailed  to 
him  once  a  year? 

The  mailing  of  a  complete  stockholders'  list  to  each  stockholder 
each  time  he  was  solicited  for  a  proxy,  as  required  under  section  13 
(a),  woidd  be  obviously  burdensome  and  expensive  and  an  undesir- 
;able  procedure.  Stockholders'  lists  widely  distributed  would  fall  into 
the  hands  of  unscrupulous  persons  who  might  use  them  for  an  end- 
less number  of  extraneous  and  even  nefarious  purposes. 

Section  14  would  destroy  the  market  and  therefore  the  liquidity 
of  securities  of  any  corporation  which  did  not  subject  itself  to  the 
rules  and  regulations  of  the  Commission.  This  would  have  the 
effect  of  forcing  the  many  small  companies  throughout  the  country, 
whose  securities  are  unlisted,  to  abide  by  the  same  Commission  regu- 
lations and  subject  them  proportionately  to  the  same  additional  ex- 
pense burdens  as  would  be  imposed  upon  the  larger  corporations. 
The  so-called  family  or  closed  corporations,  whose  stockholders  were 
so  fortunate  as  to  not  requii-e  the  securities  thereof  as  collateral, 
would  enjoy  exemption. 

Section  17  (a),  as  is  the  case  with  section  8,  subsection  (a)  (7), 
reiterates  the  un-American  principle  of  placing  the  burden  on  the 
accused  to  jn-ove  he  is  iimocent. 

While  the  penalties  specified  throughout  the  act  are  severe,  we  do 
not  object  to  them  as  such,  except  for  the  all-important  fact  that  tlie 
wording  of  many  of  the  prohibitions  and  regulations  are  so  indefi- 
nite as  to  put  even  the  most  honest  and  conscientious  business  official 
in  jeopardy  of  the  unscrupulous  litigating  stockholder  and  the  vaga- 
ries of  court  interpretations. 

In  conclusion,  we  believe,  for  the  reasons  pointed  out  above,  that 
the  burdens  and  the  additional  expense  incident  thereto  imposed 
upon  corporation  officers,  directors  and  stockholders,  and  business 
generally,  by  virtue  of  the  placing  of  American  business  under  Gov- 
ernment control,  as  contemplated  in  certain  sections  of  the  bill  in 
question,  would  not  be  in  the  public  interest,  and  under  any  circum- 
stances we  believe  that  any  legislation  with  respect  to  business 
should  be  entirely  divorced  from  legislation  dealing  with  the  control 
of  security  exchanges, 

Mr.  Chairman,  the  uKMuorandum  which  I  have  presented  to  you 
is  signed  by  the  names  of  those  whom  I  first  read.  All  of  those  con- 
cerned in  this  report  are  engaged  in  some  branch  of  industrial 
activity. 

I  may.  if  j^ou  will  permit  me  a  minute  or  two  longer,  express  this 
one  feature  as  an  experience  we  have  been  observing  during  the 
last  2  or  3  years:  We  have  all  sorts  of  accounts  made  up,  currently 
and  at  periods  during  each  year;  but  since  some  laws  of  States,  coun- 
ties, and  the  Federal  Government  have  come  into  existence  I  have 
found,  after  counting  them  up  the  other  day.  that  we  have  to  put 
out  now  176  statements  of  various  kinds  in  the  way  of  accounts,  of 
various  lengths  and  on  various  subjects,  in  addition  to  those  we  used 
to  find  desirable  to  get  from  our  staff  in  an  attempt  to  run  our 
businesses  profitably. 

Now,  it  is  not  merely  that  we  have  to  go  to  the  expense  of  print- 
ing 176  reports,  which  is  an  average  of  about  two  reports  a  week, 
but  it  takes  the  time  of  those  responsible,  as  well  as  of  those  who 
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are  carrying  out  orders  And  with  the  difficulties  of  conductin^r- 
no.S  .r^^'I'^y  "^  these  days,  any  economies  that  might  b? 
]3ossib]e  through  an  avoidance  of  additional  orders  which  Vould 
make  more  and  more  reports  necessary,  certainly  would  be  some  . 
tlimgthat^ would  mean  a  great  deal  to  business,  generally  spea W 
And  if  I  might  add  one  more  word ^  speaiang. 

nowt  ^""-''^"'^'^^    (interposing).  How  often  do  you  make  reports 
Mr.  Sewall.  Well,  they  run  a  little  in  blocks,  but  they  avera-e 

Irs:  :ri  iirnth.^^^'-  '^^^^^^  ^^  ^  '^'^'  ^' '''  repo^ i:^?hi. 

The  Chairman.  By  one  corporation? 

Mr.  Sewall  Yes,  sir;  of  the  corporation  of  which  I  am  president 
Do  not  understand  if  you  please,  that  I  am  speaking  onirof  pTd- 
eral  reports,  but  of  various  reports  which  have  come'to  be  required 
of  us  by  States,  counties,  cities,  and  other  bodies  politic  whiX  are 
tTe  SSsr  "'"'^  "'^^  "^  '^^  ""*  «"^  internal^work'intan^^^^^^^^^^ 

«n?nf /•''f''i'''^'  ''^^t  ^^^'t  ^  th^^^  I  can  see,  that  if  this  bill  were 
enacted  mto  law  as  drawn,  we  should  have  to  put  in  a  lot  more  chvs" 
work,  provide  more  room  space  for  offices,  more  men  ?oTook  affer 
those  doing  the  work,  more  men  to  digest  it,  and  wh?le  it  micrht 
be  a  great  work  for  the.Nation,  and  if  s%  the  Nation  ha  a  riX^to 
It,  whatever  it  thinks  it  ouo-ht  to  have  hnf  if  fi.of  •  J  ^^^'^l^^ 
already  provided  is  clear  eno.l^h,  then  SneS  slLt  be'spSl  a'y 
additional  imposts  I  mean  any  others  than  those  under  wS  it  k 

be'^pTrthieS  S^tttJi^llii^""  ^"^  P^"''  ^  -'"^out  seeming  t„, 
iJr'you.'""""*''    (interposing).  The   coimnittee   is  very  glad   to^ 

Ai^e^ic!r,rp,e'  it  :re^e?ga*^'i°^P5ittrl\';t°'?hft  f'^S*? 

backbone     And  the  w.v  T  *^'f  uTJ''^'    ^^^  ^^'-^"^  "^^^  ^^o  have 
an.  J;^thi;^?e^n  -^^^  P-ple  work 

Mr'  Sew/t^  V  ^^'^-^  ^^a^T  ^''y'  '^""'^  self-reliance,  is  that  it? 

ipiiiiiiifi 
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take  away  the  responsibility  and  the  administrative  necessities  of 
their  work,  why,  you  will  in  that  way,  as  has  been  done  many  times 
since  Caesar's  time,  and  was  attempted  also  as  Capt.  Lemuel  Gul- 
liver says  in  "  Gulliver's  Travels  "  in  the  land  of  the  Lilliputians, 
.and  you  surround  people  with  strings  and  ties  and  other  elements 
^that  will  busily  engage  a  bureau;  yes;  perhaps  a  hundred  bureaus 
that  go  to  make  up  bureaucracy,  you  will  undermine  the  life  and  the 
strength  and  the  health  and  the  glory  of  the  people  all  the  time  you 
.are  doing  it. 

Now,  may  I  thank  you  gentlemen  for  your  very  courteous  hearing. 

The  Chairman.  We  are  very  glad  to  have  heard  you. 

The  Chairman.  May  I  ask  you  just  one  question? 

Mr.  Sewall.  Yes,  sir. 

The  Chairman.  A  great  deal  of  what  you  have  said  has  been  an 
economic  discussion,  and  some  very  helpful  philosophy  about  it; 
but  coming  right  down  to  the  purpose  of  this  bill,  do  you  feel,  from 
your  knowledge  of  business  and  your  experience  and  observation, 
that  there  is  or  is  not  any  real  need  for  some  kind  of  governmental 
supervision  or  regulation  of  securit}'^  exchanges  in  this  country  ? 

Mr.  Sewall.  I  think.  Mr.  Chairman,  that,  judging  by  what  I  have 
read  and  what  little  I  have  thought  from  intimate  contact,  the 
subject  which  we  now  cover  under  the  stock  exchange  act  title  cer- 
tainly needs  some  intelligent  rebuilding  and  refraining,  but  I  think 
that  that  should  be  done  as  a  step  by  itself,  and  perhaps  you  might 
•call  it  as  a  preliminary  step.  But  there  will  be  some  shock  in  that, 
I  mean  in  the  readjustments,  and  I  do  not  see  the  present  necessity 
•of  going  further  than  that. 

I  would  advocate,  as  one  who  is  in  business,  that  his  business  be 
nurtured  to  the  extent  of  developing  the  correction  and  the  appli- 
cation of  the  remedy  for  the  stock  exchange  situation,  without  in  the 
same  act  pushing  out  into  the  unknown  and  perhaps  creating  some- 
thing that  will  so  stagger  the  people  who  try  to  live  up  to  it  that 
it  would  be  inexpedient  to  do  it  at  the  same  time  that  you  are  doing 
the  other  thing  or  on  so  little  investigation  and  study. 

I  should  not  say  a  thing  like  that,  because  I  do  not  know  how 
much  you  have  given  to  it  and  how  much  study  has  been  applied, 
but  I  for  one,  as  a  business  man,  feel  very  much  without  a  chart 
which  can  show  me  Avhere  we  can  go  in  doing  tliese  different  things 
that  are  apparently  latent  in  the  bill  so  far  as  outside  work  is  con- 
cerned; I  mean  other  than  the  stock  exchange  matters.  If  those 
per  se  can  be  handled,  you  might  say  that  we  are  saying,  "  Let  John 
do  it ",  but  I  do  not  mean  it  that  way;  I  mean  that  it  is  all  right  to 
build,  but  perhaps  we  might  build  too  fast  in  legislation.  The  United 
States  Senate  will  be  here  next  year  and  the  year  after  and  inter- 
minably. Let  it  take  one  step  at  a  time,  because  business  certainly 
is  a  sensitive  thing. 

The  Chairman.  Are  there  any  questions.  Senator? 

Senator  Kean.  Mr.  Sewall,  you  have  presented  here  a  list  of 
names,  and,  simply  for  the  purpose  of  the  record,  I  would  like  to 
have  you  give  us  a  short  description.  The  Insurance  Company  of 
North  America — how  big  is  that?    Is  that  a  mutual  company? 

Mr.  Sewall.  No,  sir;  that  is  a  stock  company.  It  is  the  oldest 
insurance  company  in  America.    It  was  started  by  Benjamin  Frank- 
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lin.  They  have  90,000,000  assets,  and  they  do  an  all-around  general 
insurance  business.  It  has  never  side  stepped  any  poHcy.  It  has 
never  gone  through  a  receiver's  hands.  It  is  140  years  old,  in  round 
figures. 

Senator  Keax.  The  General  Asphalt  Co.? 

Mr.  Sew  ALL.  The  General  Asphalt  Co.  is  an  umbrella  company 
under  which  the  Barbour  Asphalt  Co.  who,  as  vou  know,  is  in  the 
paving  business,  and  the  Burmudas  Co.  and  other  companies  who 
refine  crude  oil,  of  which  we  get  some,  and  who  work  up  different 
products  of  a  considerably  large  variation  for  the  application  and 
use  of  goods  m  roofings  and  floorings  and  things  of  that  sort. 
Senator  Iveax.  And  the  General  Steel  Castings  Co.  ? 
Mr.  Sewall.  They  are  the  corporation  owned  one  third  by  the 
American  Locomotive  Works,  one  third  by  the  Baldwin  Locoinotive 
Works,  and  I  have  forgotten  who  owns  the  other  third.    They  have 
patents  on  equipment  by  which  they  can  cast  in  one  casting  a  steel 
underbody  to  a  railroad  car  or  a  pullman  car  or  a  locomotive    and 
instead  of  having  a  dozen  units  entering  into  the  runnino-  Tear  of  a 
locomotive    here  you  have  a  thing  that  is  like  this  table'' the  full 
length  ot  the  locomotive,  and  there  is  no  chance  for  givino-  and  wear- 
ing and  working,  and  that  today  is  the  onlv  apparatus  under  which 
gigantic  cars  and  locomotives  can  be  sustained  and  propelled 
Senator  Keax.  And  the  Penn  Mutual  Life  Insurance  Co.'« 
Mr.  Sewall.  Well,  there  is  a  great  life  insurance  company.     I 
think  they  have  300,000,000  of  policies  out.    They  rank  not  up  with 
the  Prudential  and  the  Equitable  and  those  three  or  four  o-iants— 
Metropolitan— but  there  are  somewhere  between  three  and  five  hun- 
dred million  policies  out. 

Senator  Kean.  And  they  are  a  mutual  company? 
Mr.  Sewall.  They  are  a  mutual  company,  and  they  are  very  solid 
imancially.  "  -^ 

Senator  Keax.  And  they  are  very  much  interested  in  securities? 
^Ur.  feEWALL.   \  ery  much ;  yes,  sir. 

Senator  KEAX^  And  now  we  come  to  the  Westmoreland  Coal  Co. 
Mr.  feEWALL.   Ihat  is  an  anthracite  coal  mine. 
Senator  Iveax.  No;  it  is  also  soft  coal,  perhaps  more  soft  coal 
than  anthracite.  '  r         x 

about  i?^^^'^^^"  ^^^^^^'  ''^^  ^'^^^^  "^'''"^  "^^"""^  '^'     ^  ^''"''''^'  ^''^^'^'  ^^^^^® 

ass' dat^T  wTt5;  them!  '"^  ^''^  '^  '^"'  ''''''■    ^  ™^^^^  ^^^^  '^  ^^ 

..hnTt^''\  ^^^''-  ^  -^''-^^  ^^^'^^^"^  *^  ^^^  ^^^'^^  into  the  record  to  show 
^^nat  Kind  ot  companies  you  represent 

.J^nr.^mT''^'"'-  ^^'''  ^^""^^h  ^^  the" reference  that  you  made  to 
fr^HTpn  .1  f""^.?  '''''  ^^  '""'^-K^^  criticism  of  the  sectioA  based  upon 
the  idea  that  the  section  niight  increase  the  financing  costs  to  cor- 
porations of  new  issues  Now,  section  10  treats  with  the  segrega- 
tion and  limitation  of  the  functions  of  the  broker,  specialist  and 

^  '  v7l'  f    r//  ^"'P^^^  ^H^  '^^^  «f  •^^^"^•^  ^''^  «^i«^v  us  in  what 

^'-'^  tlie  costs  of  the  issuance  of  securities  of  corporations  would  be 
increased  or  might  be  increased  by  virtue  of  section  10  ? 
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Mr.  Seavall.  In  my  desire  to  answer  you  successfully,  may  I  call 
uj)on  Mr.  Hoblitzelle,  who  will  perhaps  give  you  a  clearer  exposi- 
tion of  it  than  I  can. 

Mr.  Saperstein.  With  the  chairman's  permission  I  should  be  very 
glad  to  hear  from  him;  yes. 

STATEMENT   OF  HARRISON  HOBLITZELLE,   PRESIDENT   OF   THE 
GENERAL  STEEL  CASTINGS  CORPORATION,  EDDYSTONE,  PA. 

The  Chairman.  Very  well  Mr.  Hoblitzelle.  State  your  name  and 
residence  and  occupation. 

Mr.  Hoblitzelle.  Harrison  Hoblitzelle,  president  of  the  General 
Steel  Castings  Corporation,  Eddystone,  Pa. 

The  Chairman.  Very  well,  Mr.  Hoblitzelle;  you  have  heard  the 
question.    You  can  answer  it  in  your  own  wa}'. 

Mr.  Hoblitzelle.  Gentlemen,  in  the  report  you  will  notice  that  we 
have  suggested  that  the  question  be  raised,  but  we  are  not  endeavor- 
ing to  answer  that  question  for  the  reason  that  it  is  a  little  out  of 
our  bailiwick.  Being  business  men  and  not  in  the  financial  busi- 
ness, we  cannot  speak  with  authority  on  that,  or  experience,  on  that 
particular  section.  But  we  think  there  is  a  possibility  that  invest- 
ment houses  which  are  segregated  as  to  their  purposes  may  have  to 
charge  larger  spreads,  large  brokerages,  if  you  will,  where  they  are 
confined  to  a  single  line  of  business.  As  I  say,  that  is  out  of  our 
bailiwick.  We  simply  wish  to  raise  that  question,  as  we  said,  with- 
out endeavoring  to  answer  it.  It  is  a  question  which  the  bankers 
are  equipped  to  testify  about.  We  are  not.  But  we  are  under  the 
impression  that  there  is  a  possibility  at  least  that,  by  splitting  up 
those  functions,  it  may  be  that  we  will  be  required  as  business  men 
who  may  ultimately  have  to  refund  or  seek  additional  loans,  to  pay 
larger  brokerages,  which,  of  course,  we  do  not  want.  If  we  get  out 
an  issue  of  bonds,  we  do  not  want  the  underwriter  to  say,  "  Well,  our 
costs  have  gone  up.  We  haven't  the  same  possibilities  of  distrib- 
uting overheads  that  we  had  before.  Instead  of  requiring  three  or 
four  points  spread,  we  may  require  more." 

Senator  Keax.  I  would  like  to  call  your  attention  to  the  situation 
in  Paris,  where  to  float  any  issue  of  bonds  you  have  to  allow  a  spread 
of  over  6  percent. 

Senator  Tov/nsexd.  For  what  reason? 

Senator  Ivean.  For  the  reason  that  the  market  there  is  not  so 
broad  and  that  people  do  business  in  a  different  way ;  they  go  around 
from  house  to  house  and  the  people  have  a  day  that  they  wish  to  do 
their  investments,  and  the  broker  has  to  go,  instead  of  having  a 
broad  market  on  the  exchange,  he  has  to  go  and  visit  people,  and  you 
have  got  to  call  on  them,  and  the  consequence  is  you  cannot  float 
an  issue  in  Paris  for  less  than  6  percent.  Whereas  here  we  float 
lots  of  issues  of  the  same  kind  that  pay  6  percent  in  Paris,  and 
they  have  been  floated  in  the  United  States,  for  1  percent. 

Mr.  Sewall.  Did  I  get  the  drift  of  your  question,  or  perhaps  we 
haven't  heard  it  right  yet? 

Mr.  Saperstein.  What  I  was  driving  at  was  that  I  merely  wanted 
to  get  your  point  of  view. 

Mr.  Sewall.  Yes,  sir. 
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Mr.  Saperstein.  We  have  a  great  deal  of  testimony  by  dealers  and 

,.^f  section  10.     Now,  I  want  to  get  the  viewpoint  of  people  like 
yourself  as  to  why  this  section  should  increase  the  costs  of  the  issu 
ance  of  new  securities.     We  have  also,  during  the  course  of  our 
investigation  before  the  subcommittee,  had  a  -rJat  deal  of  test^Lnv 
by  investment  bankers,  who  said  that  their  interLls  Id    he  S 
ests  of  the  corporations  which  they  represent,  as  well  as  the  interests 
of  the  public,  were  identical,  and  that  in  ascertaining  the  S  at 
which  a  security  was  to  be  brought  out  they  had  to  take  into  con 
sideration  on  the  one  hand  what  the  public  would  pay  for  that 
secunty  and  on  the  other  what  the  corporation  could  aSd  to  take 
for  that  security   and  the  difference  would  be  their  spread      Those 
conditions  would  remain  the  same.     They  would  c,tni  Wo  f/1  T 
into  account  what  the  public  would  pay  o^nlhe  le  tnl^'nd  w£ 
he  corporation  could  afford  to  take  on  the  other.     And  ?f  there  we?e 

br'oS^ouT  K^rr ''""'  s^  '''T'^  «*  ^-"-  would  nor^' 

sS\o"were'4'eSrni^  ^^^'^'^  "^"^'  ^^  ^^^  ^^^^  ^^-^h- 
Mr.  HoBLiTZELLE.  Howcver,  is  it  not  true  that  your  costs  of  doincr 
business  provide  the  fundamental  basis  for  the  prfcewS  you  must 
ask  either  for  your  goods  or  your  services «  ^ 

Now,  the  question  here  is  one  of  diversity  factor,  which  is  recoo- 
nized  in  almost  any  business.    In  other  words,  if  you  Ire  in  the  busf 
ness  of  making  farm  machinery  and  you  are'also^^n  ?he  bu  iness  of 
making  perhaps  railroad  equipment,  you  have  a  chance  of  dTstribut- 

bul/e'ss  marbe'duil  '"  ''""'^  "^^•^^'-  "^^^  ^^^  f ann  mtMne'ry 
md  eouipment  Th  J?  T^'^i^  '^^^^'^^  ^  ^'^^^  ^^^^'^^^  for  rail- 
fi.!^„  T^  ?  T  ■  .  ^^  l^ardly  a  direct  analogy,  but  it  brino-s  im 
the  factor  we  had  in  mind  there;  that  is,  the  divers  ty  factor      ^    ^ 

cos^s  a    a  nr^Tl/''  '"""f-^  "^^^^^'^  clive.sified  ^ifs  low-average 
average  cosL  '  '"  ^"'  "  '  P'"'^^"  "^^^^'^  ^^^^  ^^  ^^^  !«-- 

wrfte^'i^rav  ITtSlh'^'  ^T''T-  «f«^^.  dealer  and  the  under- 

•   t!; V        ^  ,      *"^*  ^'^^  underwriting  business  in  a  certain  vpqv 

might  be  very  lean,  and  consequently  when  the  time  di^come^for 

pas'co^trwhTh'^^^^  'uT  ^h^^--!^  have  an  a'ccumulaSon  o 

not  prevailed  during  the  past  few  profitless^veS    buUn  jW  in 
stances  your  costs  form-the  fundamental,  the  iie'duc  b  e  basfs  for" 
determining  your  selhng  price.  ^^^t^uuciuie  oasis  tor 

That  was  the  main  point  we  had  in  mind  there      It  was  i,mt  n 

mTtt  e'to   w  fhT  ;"'"l'^  *°  '''''  '^^^  '^''  *he  atJeLtion  ofTliJ  com 
whether  kwo^^^^^^^  encleavoring  to  testify  as  to  whether  it  would  or 

Tswer  it.  *  ^'''"''  ""'  ""'^  "«^'  '^^  I  ««y'  equipped  to 

bet^we'en^rCkt^wIo'l'rn'''"^^-^''  ^  ^""''^^^  ^^^^^^^  of  interest 

a  broker  it  might  be  to  his  interest  to  consunimate  the  Iransactionl 
t'ha^tme  sttr  Vh^^'^  ''  f^^^l  ""■'  '^  ^^  interest  to  biyoV  -I 
be  ofTnsetuence  "^''^  "  '  '^"^'^^'"^  '''^^'^  ^^^^^-^  ^^Jt  might 
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Mr.  HoblitzelLlE.  Yes,  sir;  we  appreciate  the  motives  which  are 
undoubtedly  behind  the  provision. 

Senator  Kean.  But  I  think  that  was  pretty  well  covered,  Mr. 
Chairman,  under  the  rules  of  the  stock  exchange. 

The  Chairman.  Well,  they  have  not  been  able  to  do  very  much 
about  it  yet.    But  that  might  help  some. 

Senator  Kean.  You  can  see,  of  course,  that  if  a  broker  and  an. 
underwriter  and  a  dealer  in  various  bonds,  at  one  time  wdiere  there 
was  a  bond  market  to  deal  in  bonds,  another  time  there  is  ai  stocic 
market  to  deal  in  stocks,  another  time  there  is  a  municipal  market  to- 
deal  in  municipalities,  another  time  it  may  be  that  there  is  under- 
writing and  you  can  go  into  that;  so  that  you  can  keep  j^our  office 
going.  While  in  the  last  few  years  I  tliink  everj'^body  has  lost  money ,. 
they  might  have  lost  a  good  deal  more  if  that  had  not  been  true — 
isn't  that  right  ? 

Mr.  HoBLiTZELLE.  Ycs,  sir. 

Mr.  Sewaix.  Yes,  sir ;  that  certainly  is  true. 

The  Chairman.  Anything  else?  That  is  all,  Mr.  Hoblitzelle^ 
Thank  you  very  much. 

Mr.  Sewall.  May  I  thank  you,  Mr.  Chairman,  and  the  committee^ 
for  the  privilege  of  appearing  before  you?  I  appreciate  it  very 
much. 

Mr.  HoBLiTZELLE.  Thank  you  very  much,  gentlemen. 

The  Chairman.  We  are  very  glad  to  have  you.    Xow  Mr.  May. 

STATEMENT  OF  GEORGE  0.  MAY,  SOTJTHPORT,  CONN.,  A  MEMBER 
OF  PRICE,  WATERHOUSE  &  CO.,  CERTIFIED  PUBLIC  ACCOUNT- 
ANTS, NEW  YORK  CITY 

The  Chairman.  Mr.  May,  state  your  name  and  place  of  residence 
and  business. 

Mr.  May.  My  name  is  George  O.  May;  residence,  Southport^ 
Conn.;  business,  Price,  Waterhoube  &  Co.,  certified  public  account- 
ants, 56  Pine  Street,  New  York. 

The  Chairman.  Mr.  May,  you  have  seen  this  bill  and  examined 
it.  If  you  wish  to  be  heard  on  it,  we  will  be  very  glad  to  have 
your  views  in  your  own  wa}'. 

Mr.  May.  Thank  you,  sir.  I  do  not  wish  to  deal  with  the  strictly 
stock-exchange  regulation  features  of  the  bill.  That  is  outside  my 
province.  I  wish  to  limit  myself  to  a  subsidiary  but  still  important 
part  of  the  bill,  the  provisions  regarding  accounts  and  reports.  That 
is  principally  sections  12,  17,  and  18  (b). 

Practically  my  whole  point  of  view  is  based  on  this  fact,  that 
accounts  are  necessarily  the  result  of  the  application  of  accounting 
conventions  and  judgments  to  facts  and  are  not  pure  statements 
of  fact,  and  I  think  any  sound  legislation  on  these  points  must  give 
more  weight  to  those  considerations. 

The  Chairman.  Do  you  favor  the  idea  of  providing  for  a  uniform 
system  of  accounting? 

Mr.  May.  I  do  not,  Senator;  as  I  will  come  to  later.  Not  at  the 
present  time,  certainly. 

For  some  years  I  have  been  chairman  of  the  committee  of  the 
American  Institute  of  Accountants  that  was  appointed  to  cooperate 
with  stock  exchanges  in  improving  matters  of  that  kind. 
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In  1932  the  New  York  Stock  Exchange  asked  that  committee  to 
study  and  report  to  it  on  the  general  form  of  development  of  the 
stock  exchange  activities  which  the  accountants  thought  would  be 
most  beneficial  to  the  public  interest.  My  committee  made  a  report 
which  was  put  in  evidence  before  the  subcommittee  by  Mr  Frank 
Altschul,  the  chairman  of  the  listing  committee  of  the  stock  ex 
<'hange  in  December  1932.  If  I  might,  I  would  like  to  read  iust 
two  sentences  from  that  report  as  indicating  what  I  have  in  mind 
and  what  impels  me  to  come  here.  The  committee,  after  a  lone- 
study,  began  its  report  in  this  way  [reading]  :  ^ 

It  believes  that  there  are  two  major  tasks  to  be  accomplished  One  is  to 
educate  the  public  in  regard  to  the  significance  of  accounts  their  va^ne  nnrt 
their  una.vo  dable  limitations;  and  the  other  is  to  ma1^^Zaceoim[spu  fished 
■by  corporations  more  informative  and  more  authoritative.      '^''''''""^^  puniished 

And  after  discussing  that  at  some  length  they  concluded  in  this 
way  [reading] :  ^  j  yi.        luis 

But  even  when  all  has  been  done  that  can  be  done,  the  limitations  nn  tha 

t;5TeSrcove?eTl.v'n  ''%''  ^^"°""*^  ^"^^  '''  reco^iVaXTZ"  ZZt 
uie  peiiod  coveied  by  them  the  more  pronounced  usually  are  these  limitations 
Accounts  are  essentially  continuous  historical  records,  and  II  irtiLThisto"  v 
be  rT^T\  ^«"-^ct  interpretations  and  sound  forecasts  fo?tfe  future  cannot 
be  reached  upon  a  hurried  survey  of  temporary  conditions  but  onlv  bv  lon"er 
retrospective  and  a  careful  distinction  between  permTn  J  tenc Lcies^^^^^^^ 
o  se'eur7.ntr"''f  ^""^  ''''''''''  ^^'^°  ^^  ""'^ble"^  to  or  unwiinng  to  ma£e 
ficiaf  oiil       '"'^^^"^^^  ^"^"^^^y  ^^-^^  ^'^  ^^^^e  not  to  rely  on  the  results  Sf  a  su^S-! 

The  point  that  I  wanted  to  bring  home  to  the  committee,  or 
emphasize  to  the  committee,  is  that  accounts  for  a  short  period,  while 
they  are  useful  to  people  who  deal  in  securities,  may  easily  be  oiven 

h!;.^'IP''*''^'fP?l!'^'^'''^''y  people  and  thereb/  result  in  more 
liaim  than  good  to  the  small  man,  with  whom  I  imagine  you  are 
particularly  concerned.  ^ 

My  feeling  on  this  question,  I  think,  must  be  verv  much  that  which 
the  committee  feels  m  regard  to  the  larger  subject!     You  want  to  do 

X/,  l!''".i  ^^'''n  "^^'^  ^"^  '""/^^  buying  and  selling  securities,  partic- 
ulaily  by  the  small  man,  safer  and  surrounded  with  more  iAforma- 

rf.h.  fW  /°"  T""^  w^'^'  ^^'^^  ""^^  y«"  ^^^^  d°  ^ill  i^ot  reduce  the 
Hnnlt  ?!  ^2V'i  "'^'l-*''  '""''  ''"'"^  g^^^^^^'  ^'^'^  there  is  always  the 
danger  that  by  legislating  you  create  a  feeling  of  confidence  in  the 
securities  that  are  offered  which  legislation  cannot  possibly  impTrt  to 

.  Now,  that  is  the  thought  that  is  in  my  mind.  I  attach  crreat 
importance  to  accounts,  but  I  think  there  is  always  a  daiic.er"that 
people  will  attach  too  much  importance  to  them,  and  I  think  m- 
doubted  y  a  large  part  of  the  stock  markets  of  1929.  the  out rateous 
prices  tha  were  reached  then,  was  attributable  to  people  bas?n^ 
values  on  large  eanimgs  for  short  periods  of  time,  which  were  not 

X  St  I  thrnk1h'^'%^'''"Jf"r^'  '''r'-  capacity' of  the  business 
Whilst  I  think,  therefore,  that  you  should  do  what  you  can  to  o-ive 
investors  ample  mlonnation,  you  should  not  do  it  in  a  way  that'can 

^:;^;:^s^:t'^  ^^  ^^^^^^  -^^^-^  "^^^^^^^--  ^^  ^'--  ^^ 

The  specific  suggestions  that  grow  out  of  that,  first  of  all  are  in 
the  section  12  which  provides  for  audited  quarterly  statements  and 
personally  I  have  never  favored  the  suggestion  that  has  been  made 
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that  the  stock  exchange  should  uniformly  require  quarterly  state- 
ments. In  a  great  many  cases  they  are  helpful.  In  some  cases  they 
are  more  apt  to  be  misleading  than  helpful.  That  is  particularly 
true  in  the  case  of  companies  where  inventories  play  a  very  large 
part  in  a  determination  of  their  results.  The  difference  in  the  inven- 
tory  valuation  at  the  beginning  or  the  end  of  a  quarter  may  make  all 
the  diiference  between  a  profit  and  a  loss.  That  is  true,  for  instance, 
of  packing  houses  and  leather  companies  and  the  like. 

So  that  I  would  suggest  that  a  provision  should  be  left  in  the 
ibill  so  that  the  regulating  body  could  dispense  with  the  quarterly 
statements  in  any  case  where  they  thought  that  the  publication 
would  not  be  in  the  public  interest. 

Senator  Townsend.  Would  you  suggest  semiannual  statements 
or  yearly  statements? 

Mr.  May.  Personally,  I  was  going  to  suggest  the  second  point, 
Senator,  if  I  may  go  on,  is  that  I  would  strongly  oppose  audited 
quarterly  statements,  although  it  may  seem  to  be  against  my  in- 
terest as  an  accountant  to  take  that  position.  But  my  opposition  is 
not  because  of  the  expense,  although  that  would  be  considerable.  It 
is  not  because  it  would  delay  the  publication  of  the  quarterly  state- 
ments— and  if  they  are  to  be  published  at  all  they  ought  to  be 
published  promptly.  It  is  because  of  the  thing  that  I  have  just 
been  emphasizing,  that  if  you  certif}'  them  people  will  think  that 
they  are  something  absolute  and  accurate,  that  they  can  rely  on 
implicity;  whereas,  being  for  a  short  period,  they  must  necessarily  be 
arbitrary  and  estimates. 

Therefore,  my  suggestions  on  that  would  be  to  eliminate  the  pro- 
visions for  quarterly  audits  and  to  provide  a  power  in  the  regu- 
lating body  to  dispense  with  quarterly  statements,  particularly  in 
any  case  which  they  might  think  it  was  expedient. 

Now,  I  think  myself,  as  far  as  audits  are  concerned,  an  audited 
statement  once  a  year  ought  to  be  sufficient.  But  there  is  one  very 
practical  consideration  which  I  would  like  to  bring  to  your  atten- 
tion. I  think  the  committee  lias  an  opportunity  to  do  a  verj^  useful 
thing  by  a  very  simple  measure,  quite  apart  from  the  general 
purposes  of  the  bill. 

If  the  amount  of  auditing  required  were  expanded  as  this  bill 
would  necessitate,  it  would  tax  the  resources  of  the  accounting 
profession.  The  great  difficulty  of  the  present  position  is  that  nearly 
all  companies  end  their  j^ear  at  December  31,  and  if  the  amount  of 
work  to  be  done  at  December  31  were  so  enormoush'  increased  as 
this  bill  would  increase  it,  then  I  do  not  think  it  would  be  within 
the  capacity  of  the  accounting  profession,  by  any  reasonable  expan- 
sion, to  take  care  of  that  work  within  a  reasonable  period  after  the 
end  of  the  year. 

And  to  meet  that  situation  I  would  like  to  suggest  that  there 
should  be  a  discretionary  power  so  that  not  all  auditing  statements 
would  have  to  be  at  the  end  of  the  calendar  year.  I  suppose  con- 
venience for  tax  purposes  and  so  on  has  led  a  lot  of  companies  that 
used  to  close  their  year  at  other  periods  to  turn  to  the  calendar  year, 
A  few  still  stick  to  some  other  period.  The  large  packing  houses 
close  their  accounts  at  the  end  of  October.  Well,  September  and 
October  would  be  a  much  more  natural  time  for  the  automobile 
companies  and  the  tire  companies  to  close  than  December  31.    The 
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i>»ecember  -31  June  30  is  a  much  more  natural  time 

1  would  like  to  see  introduced  into  the  bill  a  provision  which 
would  help  to  distribute  the  work  of  auditing  over  the  year-  I  tS 
It  would  enormouslv  increase  the  value  of  the  audit  to  the  h^ 
^estor  It  would  increase  the  efficiency  of  the  audit.  It  would 
reduce  the  cost,  and  it  would  be  indefinitely  more  convenient  to  all 
the  regulating  bodies  and  statistical  people  who  have  to  study- 
audUed  accounts  when  they  come  in,  and  iinder  present  condS 

w|t?^-^^;:;? -1^;^^^  i  think: 

in  on"/l!rw''7T  f  «"H^^^  '^  ^  J"'^^  ""'  ^'^11  to  havethem  all  come- 
in  on  the  1st  of  July  as  June  30? 

Mr.  May    If  you  could  get  them  distributed.    Of  course  the  ide-il 

onXTo'Jh^of'/'  ""T^  ^"'^^*^^'  ^"  '^'^  ''''  of  MaJch  'a  quarte 
von  IpV  a'^^'m'  ^"^  ^-^.^  "^'^^^'  ^o"ld  get  that.    But  I  think  if 

wo  ^k    f    T'  ^'''- ^^  Pi-ovision  in  so  that  the  regulating  body  could 

v^^  heln?nl''  "''^^''  'TV''  '^''  ^^"^^'^^  "^t^^^^^t,  that%voufd  be  a 
veiy  helpful  measure  which  would  have  a  genera  advantage  quite 
apart  from  the  provisions  of  this  particular  bill.  ^^'^^^^-^  ^^"te 

1  f  ^-  ^^^KSTi^N.  As  the  section  now  stands,  Mr.  May   there  is  no- 

^I'J^^tl-  ^   understood   that   it   was    fixed    as    far   as   ouarterlv 
audited  statments  were  concerned  quarterly 

•  ^\  ?f ^f«/™iN-  It  does  not  indicate  upon  what  day  It  savs 
simply  that  they  shall  file  with  the  exchange  or  the  cSni  on  in 
accordance  with  rules  and  regulations  to  be  prescr  Ld  by  he  cU 
mission  and  in  such  form  and  in  such  degree  as  tie  Conmiissi^; 
may  by  rules  and  regulations  prescribe  in  the  public  i^te^^esr  Thai 
more  or  less  leaves  it  for  the  Commission  to^  indicate  upon  w  at 
dates  these  shall  be  filed,  does  it  not?  iimicate  upon  what 

to^lhe  rese^Va^LTin'TV^"  ''^"^"'  quarterly  statements  subject 

snnple  matter  of  draftsmanship.     Th\t  is  th^  pdnt"  hid  on'secdon 

My  point  on  section  17  is  on  exactly  the  same  o-round  Ouirterlv 
statements  particularly  are  very  largely  matterf  S  Wl™  T> 
the  investor  is  to  get  the  benefit  of1lu4  at  a^he  s  S<^Lt  the 
reports  promptly;  and,  tliat  being  so,  I  think  t  is  not  ri"]  nr  Jtt 
to  impose  a  penalty  for  errors,  l^ither  of  ^Llfent  or  f  fac^^^^^^^ 
statements  prepared  under  those  conditicms  ' 

.eiJtSl'in'^t^:^:;!:;:  ^TtiT  t  Tt"  n  ''"^''f  ^^  ^^^^^•^^^^^- 

policy,  it  is  not  wis'u/inipas  "    abOiti^s  o^le'^^^^^^^  ^^"'^^J 

^S^i:^igm:;^t^-:^^ 

a  conclusion.     That  is  the  Suggestion  d.atTl^t  o"n  section  n"'' 
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The  Chairman.  Most  of  these  corporations  make  at  least  annual 
reports  for  their  own  benefit,  do  they  not  ? 

Mr.  May.  There  should  be  an  annual  report,  of  course,  sir.  But 
I  think,  as  a  matter  of  fact,  if  I  am  not  going  too  far  afield,  that  a 
■quarterly  statement  really  is  a  part  of  what  I  may  call  the  "  para- 
phernalia of  speculaticm  "  rather  than  the  machinery  of  investment. 
It  is  a  very  striking  thing.  I  do  not  think  that  there  is  any  doubt 
that  in  Europe  there  are  relatively  more  investors  in  securities  and 
fewer  speculators.  The  speculators  do  their  speculating  on  the  race 
track,  and  they  have  lotteries  to  a  greater  extent.  It  is  a  very  sig- 
nificant thing  that  statements  more  frequently  than  annual  are 
practically  unknown  in  Europe. 

When  this  question  came  up  I  cabled  to  my  associates  in  London 
on  this  question  and  asked  them  how  far  quarterly  statements  were 
known  in  London.  They  said  they  did  not  know  of  any  company 
that  ever  j)ublished  a  quarterly  statement.  One  or  two  published 
half-yearly  statements,  but  the  great  majority  published  them  only 
annually. 

I  telegraphed  to  my  associates  on  the  continent  of  Europe  and 
they  said,  "  Neither  we  nor  any  of  our  friends  whom  we  have  con- 
sulted know  anything  of  any  corporations  on  the  continent  that 
publish  statements  more  often  than  annually." 

I  do  not  think  that  is  a  mere  coincidence.  I  think,  as  a  matter 
of  fact,  a  quarterly  statement  serves  a  useful  purpose  to  the  in- 
telligent investors,  and  it  is  useful  to  the  person  who  is  stirring  up 
speculation.  I  think,  particularly,  if  3'ou  had  audited  quarterly 
statements  you  would  be  imposing  a  very  heavy  financial  burden. 
The  cost  would  be  quite  considerable.  It  would  be  practically  on 
the  investors  in  corporations  for  the  benefit  of  speculators  in  se- 
curities, if  it  benefited  anybody  at  all — which  I  do  not  imagine  is 
quite  the  line  that  you  are  endeavoring  to  follow. 

The  English  income  tax  is  framed  on  a  different  theory  from 
ours.  Companies  are  taxed  on  the  basis  of  the  year  ending  within 
any  calendar  year.  They  choose  their  own  most  convenient  dates; 
say,  March,  April,  June,  September,  and  October.  Quite  a  lot  stick 
to  March. 

Senator  Kean.  Michaelmas  is  the  usual  date,  is  it  not? 

Mr.  May.  The  25th  of  Marcli  used  to  be  the  beginning  of  the  year 
in  England. 

Senator  Kean.  A  great  many  of  them  have  Michaelmas. 

Mr.  Saperstein.  It  was  suggested  by  the  previous  witness  that 
one  of  the  dangers  inherent  in  section  12  was  that  the  information 
contained  in  these  statements  might  be  appropriated  by  competitors 
in  this  country  or  in  foreign  countries.  Is  there  anything  in  your 
experience  that  would  lend  color  to  that  sugrgestion? 

Mr.  May.  Of  course  there  is  a  certain  weight  in  that  always,  but 
I  think,  generally  speaking,  that  is  a  little  too  much  weight  attached 
to  that.  That  has  been  a  ground  of  opposition  in  England  to  the 
publication  of  any  results.  I  think  business  men  are  naturally  secre- 
tive. Of  course  the  point  has  merit.  I  do  not  think  you  should 
require  information  in  too  great  detail.  I  would  not  attach  very 
great  importance  to  it,  and  I  do  think  that  when  a  corporation  tries 
to  get  the  benefit  of  greater  liquidity  for  its  securities  by  creating  a 
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n^S^l^"  *^''T'  '^^^^'  ^-^  *^  P^y  '^"^^  1^^'^^^  f«^'  it  5  and  reasonabk 
publicity  IS  part  of  the  price. 

acc^omit^if^^r''"''''  ^^^'""^  ''"''  ^?'''"  ^^J^'*i«"^  t«  '''  ""ifo™^  system  oi 

H.o,^'lw^  Vh^l\^  '/^r^t  *^!f  I  have  given  a  great  deal  ol 
tLought  to.     The  fact  of  the  matter  is  that  accounting,  especially 
ndustrial  accounting,  is  essentially  a  matter  of  judgment,  and  you 
cannot  put  judgment  m  strait- jackets  '  ^ 

not'l^xkr"  TnV  ^Ir^  ^.Vif«;;^^ity' if  I  ^^ay  say  so,  is  illusory;  it  does 
not  exist,  lake  the  railroads  and  regulated  corporations  generally 
and  you  will  see  a  manual  an  inch  thick,  containing  detailed  specifica- 
tions as  to  where  everything  from  a  toothpick  to  a  locomotive  shall 
be  charged;  but  then  you  will  find  that  the  large  maintenance  ac- 
counts and  the  large  loss  and  damage  accounts.  ?nd  so  on,  are  dis- 

esiw!  Tnri  !h  ^T  ''^"'°''  ^^^"^  ''  ^^^''  ""''  ^^'^  b^«i«  of  a  budget 
estimate,  and  they  do  not  represent  actual  expenditures  at  all      So 

fc^^lZ  fh.f  ^'^  *^'  ^^n^fonnity  and  you  do  not  get  the  detailed^ 
accuiacy  that  you  think  you  do. 

Take  a  large  matter  like  depreciation.     The  variation  in  practice 
under  a  unifwm  classification  is  notoriously  wide.     The  only  safe- 

to'bp^^tt    T  l^r  ^'"^"  ^'i^?-  ''^^  ^^  judgment,  and  judgmentLgS 
to  be  attended  by  responsibility  for  the  consequences  that  ensue.     If 
you  have  uniform  accounting  it  has  got  to  be  prescribed  by  some^ 
body  on  the  basis  of  general  principles,  and  without  any  ImLledge- 
of  the  specific  cases  to  which  it  will  be  applied.     Rules  are  laid  dow^i, 
by  people   who   have  no   responsibility   for  the   conseauences  that 
ensue  either  legal  or  moral.    That  is  one  of  my  grearob^eTt  ons  to  it 
My  other  objection  is  that  uniformity  means  a  u^niformriow  Itlnt 
ard.     That  is  necessarily  so.     You  cannot  compel  anybody  to  be- 
conservative.     Laws  can  only  lay  down  minimum  standards      ll 
requires  recognition  of  moral  and  ethical  responsibilities  to  get  any- 
tl%  ^f^.f  th'^^,th?t;  and  I  have  no  doubt  in  the  world  fhat  ?he. 
ff    V    .i!^'  "-^^""^^['P^  ?f  railroads  and  public  utilities  has  been- 
to  make  their  accounting  less  conservative  than  that  of  business  coi- 
porations  generally.     I  think  any  accountant  who  has  studied  the- 
subject  would  agree  with  that  view.    Certainly  that  is  true   n  my  own 
experience  with  railroad  accounts  and  business  corporations  wh  c 
I  audit.    I  think  It  IS  bound  to  be  so.    You  would  get  a  sunerfichl 
uniformity  which  is  not  real.    People  are  misled;  thf generaf pubHc 
are  misled  into  thinking  that  accounts  are  uniform  ^andtha^tte 

r  r  tt^i^  "rrthTy  reTor  ^^  ^^ ''-'  -''-''^  -^^^^^, 

The  Chairman.  I  would  like  to  have  you  illustrate  that     I  can 

iTttle' dea?eT"l  Zl'Jn'^  T  "1"  ''4''^^''  ^^'  ''  -^^^'-^0  Ha 
illustrate  it  "^""'^^  understand  it  unless  you  can 

YoHc'  nl'nvlv  ^n'''  ^  ^"''^  '*''*'^  i''  th^  P^-^^^ti^^  «f  accounting  in  New 
Ymk,  nearly  40  years  ago,  nearly  all  the  railroads,  when  tliey  laid 
down  heavier  rails  in  the  place  of  lighter  ones,  charge  the  wl  oil  cost 
of  the  rails  into  operating  expenses."  Now  they  are^eqi^red  to  sh^^^^ 

iud^ient  fl  ff -^  defensible,  but  it  is  practically  unwise,  iA  my 
judgment.     All  the  way  through  the  distinction  of  what  shall  be 
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charged  to  capital  and  what  shall  be  charged  to  expenses,  which  is 
the  fundamental  question  of  all  accounting,  the  whole  tendency  of 
regulated  accounting  has  been  to  throw  things  into  capital  instead 
of  throwing  them  into  expenses. 

Senator  Kean.  Would  you  not  think  that  charging  the  difference 
between  a  light  rail  and  a  heavy  rail  to  capital,  since  the  rates  of  the 
railroads  are  based  on  their  capital,  is  against  the  public  interest? 

Mr.  May,  You  touch  the  point.  In  the  case  of  regulating  bodies,, 
of  course,  it  ties  into  the  whole  question  of  regulation,  and  I  agree 
with  you.  Senator,  that  it  is  an  indispensable  adjunct  of  the  system 
of  regulation,  but  nevertheless  that  particular  effect  of  it  I  think  is 
unfortunate,  even  if  it  is  inevitable.  When  you  get  into  general 
business  you  do  not  have  the  same  considerations  of  rates  based  on 
capital  structure,  and  I  think  Only  the  unfortunate  consequences 
would  persist  and  the  benefits  would  not  be  derived.  That  is  my 
view  of  it.    I  have  given  the  subject  a  great  many  years  of  thought. 

Senator  Kean.  In  other  words,  the  piling  up  of  capital  in  public 
utilities  and  in  the  railroads  makes  the  capital  so  high  that  they  can 
go  to  the  commissions  and  demand  higher  rates  than  they  otherwise 
would  be  able  to  charge  ? 

Mr.  May.  That  is  one  phase  of  it,  Senator.  But  of  course  the 
elements  on  which  the  rates  are  based  are  (1)  return  on  capital, 
and  (2)  the  actual  expenses  incurred.  At  the  same  time  it  increases 
the  amount  they  get  by  way  of  return  on  capital,  it  decreases  the 
amount  they  get  as  operating  expenses. 

I  think  it  is  getting  rather  far  afield,  but  I  would  be  glad  to  pur- 
sue it,  if  it  would  be  of  interest. 

Senator  Kean.  I  think  it  would  be  interesting. 

The  Chairman.  Very  well. 

Mr.  May.  The  system  of  regulation  has  inevitably  tended  to  bring 
about  that  result,  coupled  with  the  theory  of  valuation  which  has 
practically  prevailed  in  the  Supreme  Court  decisions.  The  position 
has  been  like  this.  When  a  public  utility  or  a  railroad,  or  whatever 
it  might  be,  put  in  its  claim  for  its  rate  base  it  added  a  whole  lot 
of  expenses,  like  overhead  expenses,  which  in  ordinary  practice 
are  charged  off  into  expenses,  and  it  took  off  only  what  was  called 
observed  depreciation.  Now,  regulating  bodies  were  in  this  position, 
that  being  forced  to  accept  that  by  the  Supreme  Court  decisions, 
if  they  at  the  same  time  allowed  these  companies  to  charge  the 
same  kind  of  expense  into  operating  expenses  and  to  charge  off 
larger  depreciation,  the^^  would  be  making  the  public  pay  twice, 
and  therefore,  as  they  could  not  prevent  them  from  going  into 
capital,  because  of  the  Supreme  Court  decisions,  they  said,  "All 
right,  you  must  take  it  out  of  expenses  " — which  was  the  only  al- 
ternative left  to  them,  and  the  result  has  been,  as  I  say  quite  confi- 
dently, that  the  accounting  of  public  utilities  and  regulated  cor- 
porations generally  is  less  conservative  than  that  of  business  corpo- 
rations; and  it  is  because  I  am  not  convinced  of  the  benefit  of  regula- 
tion, and  uniform  accounting  would  bring  everybody  down  to  the 
standard  of  the  lowest,  which  is  the  standard  which  can  be  logically 
established  to  be  the  minimum — the  fear  of  that  is  why  I  am  opposed 
to  uniform  accounting.  Of  course  it  would  make  things  much 
simi^ler  for  us. 
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Senator  Kean.  If  they  charge  it  off  in  operating  expenses,  that 
IS  one  charge-off  for  that  year.  When  they  put  it  into  capital 
account  it  goes  on  forever? 

Mr.  May.  That  is  true. 

mi'cT''  ^^^^^^'  ^^'^''®*'*''^   '^  ^^   ^   continual  charge   against  the 

Mr.  May.  That  is  true 

The  Chairman.  Are  you  discussing  section  18  ? 

Mr.  May.  That  is  the  section  that  gives  the  power  to  prescribe 
uniform  accounting.    That  is  what  I  was  coming  to  next 

}  i.  ^^^®^  ^'"^  *^^  Po^^ts  ^J^-'^t  I  wished  to  deal  with,  and  I 
wanted  to  come  down  rather  than  to  make  a  prepared  statement 
because  this  is  a  subject  that  is  much  better  developed  bv  questions 
and  i  thought  if  there  were  any  questions  that  you  wished  to  ask 
i  would  like  to  answer  them,  because  my  only  object  is  to  be  helpful 
I  am  not  here  m  the  interest  of  anybody.  So  far  as  the  accounting 
profession  is  concerned,  your  bill  would  apparently  create  a  lot  of 
additional  work,  so  I  would  not  be  popular  in  the  profession  if  I 

inated  ^rgXn  ''  ''  '""'  '"^^'"'^^^  '''''  ^^^^^^^  ''  (b)  b^  ^li- 
Mr.  May.  I  think  so  As  I  understand,  the  Department  of  Com- 
merce IS  at  this  time,  through  a  very  able  committee,  studying  the 
whole  question  of  umform  accounting.  It  is  a  very  large  subiect 
and  It  does  not  seem  to  me  to  be  directfy  relevant  to  the  mafn  purpose 
of  this  bill.  I  think  It  is  a  sub  ect  that  would  be  better  studied  on 
Its  merits  and  deiilt  with,  if  at  all,  in  that  way,  on  the  basis  of  the 

S  f/Vh  f"•^'."?  ''  '^^'  Department  If  Commerce  is  now 
^V"^^  That  would  be  my  view  of  the  matter. 
Ihe  Chairman.  If  we  had  a  uniform  system,  it  would  bp  much 
simpler  for  the  accountants,  would  it  not? 

•  V""'  ^"^'^-  J^^N^"^  *^^^  ^"^'^i  value  of  accounting  is  a  matter  of 
informed  and  independent  objective  judgment.  If  von  Tre  'oino 
to  just  follow  mechanical  rules  you  can  get  into  very,  very  disasirul 
^^^^^Zi'S:^^^'  ''-'  -^^^^^  -^o  h-  hid  an^/p?ac\Tca? 

it^nT  w'ifP^''-  ^^  Tlt^  ^^  physically  impossible,  almost,  would 
^  not,  with  many  of  these  large  companies  dealing  all  oVer  the 
world,  to  make  inventories  every  quarter? 

Mr.  May.  No  ;  we  do  not. 

ff^'^i^^  Kean.  Do  you  audit  the  Steel  Co.? 

Mr.  May.  les.     That  is  not  so  difficult.     We  happen  to  be  dis 
cussing  the  question  with  the  Standard  Oil  Co   nf  vi      t  •     I 

now  in  regard  to  what  an  annual  audit  mVgL  cost        '"  '^'"'^  ''''' 
may  askT  '"""  '''"''  ''''''  ''  '^'  ^.ur^aiatn  give  them,  if  I 

nnfco,mnItmln?^'^R^rT  'l  '' n'^  '^^"^'^"^"^  ^^'^^  '^^  ^«"ld  not  make 
.in>  commitment.    But  I  should  say  an  annual  audit  of  the  Standard 
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Oil  of  New  Jersey  would  probably  cost,  with  all  its  several  hundred 
companies  included,  certainly  a  quarter  of  a  million,  possible  more. 

Senator  Kean.  A  quarter  of  a  million  dollars  each  time  ^ 

Mr.  May.  Yes.  That  would  be  doing  it  the  quickest  possible  way. 
It  would  be  doing  it  at  the  end  of  the  year  and  not  working  on  it 
all  the  way  through.  I  should  say  the  cost  of  quarterly  audits  would 
probably  be  at  least  three  times  that  of  an  annual  audit.  I  think 
$750,000  for  the  Standard  of  New  Jersey  would  be  a  very  low  figure 
for  quarterly  audits.  The  consequence  would  be  that  of  course  the 
interval  required  after  the  statements  are  prepared  by  the  company, 
for  the  completion  of  the  audit,  would  make  the  quarterly  state- 
ments almost  out  of  date.  They  would  be  merely  able  to  get  the 
June  statement  out  unaudited  by  the  time  they  could  get  the  March 
statement  out  audited. 

Senator  Kean.  That  is  one  of  the  things  I  wanted  to  get  at,  that 
with  many  of  these  companies  a  public  audit  would  probably  not 
be  finished  much  before  the  next  audit  began. 

Mr.  May.  There  is  an  old  Latin  statement  which  applies  very 
well  to  quarterly  statements.  A  quarterly  statement  that  comes  out 
promptly  is  valuable,  but  if  they  come  out  too  late 

The  Chairman.  If  it  is  convenient  to  you,  the  committee  would 
be  very  glad  to  have  j^ou  submit  a  memorandum  on  this  subject. 

Mr.  May.  I  would  be  very  glad  to  do  so,  Mr.  Chairman. 

The  Chairman.  We  will  put  it  into  the  record, 

Mr.  May.  I  have  got  some  notes  prepared.  I  have  got  the  draft 
of  a  statement  here,  but  I  thought  I  could  handle  it  better  in  this 
way  in  the  first  instance. 

The  Chairman.  We  will  be  very  glad  to  have  a  further  memo- 
randum. 

Mr.  May.  I  will  discuss  it  at  length. 

The  Chairman.  I  believe  that  is  all,  Mr.  May,  unless  somebody 
wants  to  ask  you  some  questions. 

Senator  Kean.  I  have  nothing  hiore. 

Senator  Townsend.  I  have  no  questions. 

The  Chairman.  Do  you  want  to  ask  any  questions,  Mr,  Redmond? 

Mr.  Redmond.  No,  sir. 

The  Chairman.  Thank  you  ver}'  much,  Mr.  May. 

The  National  Secubities  Exchange  Bilx,   (Sknate  2693) 
memorandum  sttr  mitted  to  the  senate  committee}  on  banking  and  cuerency 

In  response  to  the  request  of  the  chairman  made  at  the  conclusion  of  my 
testimony  before  the  Committee  on  March  8,  I  submit  a  memorandum  regarding 
the  suggestions  \Ahich  I  then  respectfully  offered.  These  suggestions  were 
briefly  as  follows : 

Section  12: 

(a)  Insert  a  provision  enabling  the  regulating  body  to  dispense  with  the 
^ling  of  quarterly  statements  in  any  case  or  class  of  cases  in  wliich  it  mig'it 
deem  such  statement  likely  to  be  misleading  or  the  filing  thereof  undesirable 
for  any  other  cause. 

(ft)  Limit  the  requirement  of  certified  statements  to  the  filing  annually  of 
one  balance  sheet  and  one  statement  of  income  and  profit  and  loss  for  a  full 
year. 

(c)   Make  the  provision  regarding  certified  statements  suflSciently  flexible  to 
permit  of  the  distribution  of  the  auditing  required  so  far  as  possible  over  the 
year  in  such  way  as  may  be  most  desirable  in  the  general  interest. 
175541— 34— PT  15 io 
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Section  17: 

Limit  the  liability  under  this  section  to  cases  in  which  the  issue  of  false  or 
misleading  statements  Is  shown  to  have  been  wilful. 

Note. — The  provisions  in  this  section  regarding  the  measure  of  damage  seem 
open  to  criticism,  but  if  the  liability  is  limited  to  wilful  misstatement  this  point 
becomes  of  minor  importance. 
Section  18: 

Strike  out  section  18  (b),  or  amend  it  so  as  to  limit  the  authority  of  the 
commission  to  the  power  to  prescribe  what  information  shall  be  set  forth  in 
balance  sheets  and  earnings  statements. 

Of  these  suggestions,  that  looking  to  the  distribution  of  audit  work  more 
evenly  over  the  year  is  put  forward  because  on  the  basis  of  a  long  and  wide 
experience  I  am  convinced  that  the  adoption  of  this  simple  proposal  would 
add  very  greatly  to  the  efficiency  of  audits  and  enable  them  to  be  conducted  at 
lower  cost  and  prove  generally  convenient  to  all  those  who  are  concerned  with 
the  study  of  audited  accounts  after  they  have  been  issued.  All  the  other 
suggestions  are  inspired  by  a  profound  conviction  of  the  importance  of  recog- 
nizing in  any  such  legislation  that  accounts  are  not  statements  of  fact,  but 
necessarily  represent  the  results  of  the  application  of  accounting  principles  and 
judgment  to  facts. 

The  misconceptions  on  this  point  have  been  so  widespread  that  it  may  be 
worth  while  to  present  an  illustration  which  will  emphasize  the  point  I  have 
made.  I  take  one  from  the  field  of  motion  pictures,  which  has  now  become  an 
important  branch  of  industry.  The  income  of  a  motion  picture  producer  is,  of 
course,  derived  mainly  from  rentals,  and  is  largely  dependent  on  the  cost  of 
the  picture  and  the  length  of  its  run.  In  connection  with  the  production  of 
the  picture  many  stage  properties  are  required  which  may  or  may  not  be  useful 
in  other  productions,  so  that  the  cost  may  or  may  not  be  chargeable  in  total 
against  the  picture  for  use  in  which  they  are  purchased  in  the  first  instance. 
The  studio  will  naturally  have  large  overhead  expenses  which  must  be  appor- 
tioned  between  the  pictures  which  have  been  or  are  expected  to  be  produced 
during  the  year.  Some  principles  have  to  be  adopted  for  apportioning  this 
overhead  expense,  and  there  is  need  for  the  exercise  of  a  considerable  amount 
of  judgment  in  applying  the  principles  and  dealing  with  such  expenditures  as 
those  for  stage  properties.  Supposing  the  cost  of  the  picture  to  be  satisfac- 
torily determined— what  proportion  of  this  cost  is  to  be  charged  against  each 
dollar  of  rental  received? 

In  the  early  days,  the  simple  rule  was  adopted  that  all  rentals  were  applied 
against  the  cost  until  tlie  cost  was  recovered,  and  thereafter  all  rentals  were 
profits.  Obviously,  such  a  result  was  conservative  but  quite  unscientific. 
If  the  picture  as  a  whole  produced  a  profit,  some  part  of  each  dollar  of  rental 
received  should  be  deemed  to  be  profit.  After  careful  research  it  was  dis- 
covered that  the  earnings  of  the  ordinary  picture  followed  a  more  or  less 
well-defined  curve,  being  naturally  greatest  in  the  early  davs  of  presentation 
and  gradually  tapering  off  to  zero  at  the  end  of,  perhaps,  two  vears.  Conse- 
quently the  practice  became  general  (and  has  been  recognized  by  the  Bureau 
of  Internal  Revenue)  of  computing  the  income  on  the  basis  of  writing  off 
the  cost  of  the  picture  against  the  rentals  on  the  basis  of  such  curves.  Clearly, 
however,  there  is  even  greater  need  for  the  exercise  of  judgment  in  deter- 
mining the  precise  shape  of  the  curves  to  be  used,  and  naturally  when  this 
has  been  done  the  experience  of  every  picture  will  not  conform  to  anv  such 
curve,  so  that  constant  watchfulness  and  the  exercise  of  constant  judgment  is 
necessary  to  insure  proper  statements  of  income. 

The  need  for  judgment  in  selecting  and  applying  accounting  principles  or 
conventions  which  I  have  shown  to  be  necessary  in  tliis  case  is  necessary 
in  greator  or  less  degree  in  almost  every  biisiness— certainlv  in  every  case 
in  which  either  the  exhaustion  of  fixed  property  or  the  carrying  of  "inven- 
tories is  an  incident  of  tlie  business.  It  is  not  true  only  of  comiilex  businesses. 
I  chose  for  illustration  on  another  occasion  the  ca?e  of  one  of  the  unemployed 
who  engaged  in  the  Itusiness  of  selling  a])ples  on  the  street  corner  and  con- 
tinued in  it  for  only  four  days,  and  showed  that  the  same  situation  (of 
course,  on  a  snmll  scale)  existed  in  that  case. 

There  is  no  (lisprnsi^fi  vith  jud<nuvnt  in  the  preparation  of  accounts. 
Obviously,  those  most  intimately  associated  with  the  bushiess  possess  in  the 
highest  degree  the  knowledge  whicli  is  necessary  for  the  exercise  of  judirment. 
But  they  are  not  disinterested.     The  method  "of  audited  accounts  which  in- 
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volves  in  the  first  instauce  tlie  preparation  of  accounts  by  the  officers  of  the 
company  wlio  are  most  familiar  with  its  operations,  and  the  examination 
thereof  by  qualified  independent  accountants  possessing  a  wide  general  knowl- 
edge of  business  and  able  to  take  a  distinterested  and  objective  view  of  the 
liositiou  is,  I  believe,  now  generally  recognized  as  the  best  combination  that 
lias  been  evolved  for  producing  satisfactory  accounts. 

In  so  far  as  principles  of  accounting  are  necessary  for  the  purpose,  I  think 
corporations  should  be  allowed  to  exercise  judgment  provided  that  they  recog- 
nize certain  fundamental  principles  which  are  so  well  established  that  they 
may  fairly  be  given  general  application,  and  provided,  also,  that  these  princi- 
ples are  definitely  laid  down  and  consistently  followed.  This  method  of  deal- 
ing with  tiie  problem,  I  note,  has  recently  been  recommended  by  the  Twentieth 
Century  Fund  as  a  result  of  its  survey  of  the  Stock  Market  ('"  Stock  Market 
Control"  by  Evans  Clark  and  others,  page  174).  Care  must,  however,  be 
taken  to  limit  the  requirements  of  auditing  so  as  to  avoid  making  them 
unduly  burdensome  on  the  corporations  and  the  investors  therein. 

With  these  general  observations,  I  will  proceed  to  a  discussion  of  the  specific 
suggestions  which  I  have  made. 

Section  12 :  It  follows  from  what  I  have  said  that  there  is  room  for  error  or 
difference  of  opinion  in  regard  to  the  earnings  of  a  business  corporation  for 
any  period,  and,  broadly  speaking,  the  shorter  the  period  the  greater  relatively 
'b€<;amcs  the  possiWe  margin  of  error.  The  extent  thereof  will  vary  with  dif- 
ferent businesses;  it  will  be  wide  in  any  case  in  which  inventories  are  large 
in  proportion  to  profits,  particularly  if  the  inventory  consists  mainly  of  com- 
modities which  fluctuate  in  value.  Thus  monthly  or  quarterly  statements  of 
earnings  of  a  packing  house  or  a  leather  company  are  of  little  value  and 
probably  as  likely  as  not  to  be  misleading  unless  accompanied  by  very  full 
explanations. 

**  It  is  sometimes  urged  that  such  statements  are  at  least  valuable  because 
comiuuison  with  the  corresponding  period  of  a  preceding  year  can  usefully  be 
made.  But  unless  much  more  than  the  bare  results  are  published,  this  will  not 
necessarily  be  true.  Innumerable  illustrations  could  be  cited  to  demonstrate 
this  point.  I  will  take  only  one — a  comparison  of  the  earnings  of  a  corpora- 
tion engaged  in  the  sale  at  retail  of  winter  clothing  for  quarters  ending  in 
December  and  March  respectively  with  the  corresponding  figures  for  the  pre- 
ceding year  may  be  quite  misleading  if  in  one  year  winter  has  come  early  and 
in  the  other,  late,  so  that  in  one  case  business  was  delaye<l  until  after  January 
1  which  in  the  other  case  matured  in  December. 

I  have  always  been  opposed  to  the  suggestion  that  the  New  York  Stock 
Exchange  should  make  the  publication  of  quarterly  statements  a  uniform 
requirement  for  listing,  and  therefore  I  urge  that  power  at  least  should  be 
given  to  the  regulating  body  to  waive  such  a  re(iuirement  in  any  case  in  which 
it  believes  that  to  do  so  would  best  serve  the  public  interest. 

If  quarterly  statements  are  to  be  published,  I  feel  strongly  that  it  is  the 
duty  of  those  who  are  seeking  to  help  the  public  to  emphasize  the  fact  that 
while  such  statements  may  have  value,  that  value  is  distinctly  limited.  This, 
for  two  reasons — first,  that  as  I  liave  already  pointed  out,  allocations  of  profits 
to  short  periods  of  time  can  only  bo  approximate  and  arbitrary  ;  and,  secondly, 
that  the  value  of  securities  depends  on  the  future,  and  that  slatements  of  past 
results  are  valuable  mainly  as  tboy  afford  an  indication  of  the  reasonable 
expectations  for  the  future,  and  profits  for  a  quarter  or  other  short  period  are 
an  entirely  unsafe  basis  on  which  to  rest  an  estimate  for  the  future. 

The  Committee  is  naturally  anxious  to  do  what  it  can  to  put  those  possessing 
inside  information  and  the  members  of  the  general  public  as  nearly  as  possible 
on  an  equality  in  dealing  in  securities,  but  it  is  faced  with  the  insuperable 
obstacle  that  the  advantage  of  the  insider  rests  upon  the  fact  that  he  has 
knowledge  and  qualifications  for  estimating  the  future  which  are  not  possessed 
by  and  cannot  possibly  be  extended  to  the  general  public.  His  advantage  is 
not  that  he  knows  what  the  past  earnings  have  been,  but  that  he  can  judge 
what  future  earnings  are  likely  to  be — and  no  one  would  suggest  that  cor- 
poration executives  should  be  compelled  by  statute  to  prophesy. 

To  require  that  quarterly  statements  should  be  certified  by  accountants 
would  be  to  ascribe  to  them  an  importance  which  they  cannot  possibly  merit. 
This  is  the  principal  reason  which  leads  me  to  suggest  the  elimination  of  this 
requirement  from  Section  12.  Other  reasons  are  that  to  require  that  quarterly 
statement  should  be  audited  before  being  published  would  involve  a  substantial 
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delay  in  the  presentation  of  figures  which  owe  a  large  part  of  any  valiio  thev 
possess  to  their  timeliness,  and  that  it  would  involve  a  verv  heavy  burden  of 
expense.  I  have  no  means  of  estimating  how  great  this  burden"  of  expense 
would  be,  but  It  would  certainly  run  to  very  large  figures.  I  should  not  regard 
this  as  a  fatal  objection,  but  I  should  regard  the  expenditure  as  not  merely 
wasted,  but  as  actually  being  devoted  to  an  undesirable  end 

I  believe,  however,  that  in  this  matter  Congress  has  an  opportunitv  to  take 
a  very  simple  but  very  eftective  step  to  improve  present  audit  practice  The 
most  serious  problem  which  the  auditors  of  the  accounts  of  listed  corporations 
have  to  face  is  that  audits  are  required  at  the  close  of  the  fiscal  year  and  that 
the  great  majority  of  corporations  end  their  fiscal  year  with  the  calendar  year, 
with  the  result  that  there  is  an  enormous  congestion  of  work  in  a  few  mouths 
The  existence  of  this  condition  adds  to  the  cost  and  detracts  from  the  efliciencv 
^jro'^wsed '  ^^  ^^"^^  ^^^^^^  ^^  avoided  by  a  simple  provision  such  as  I  have 

In  inany  industries,  December  31  is  a  most  unnatural  time  for  closing  the 
accounts  In  a  few  instances,  this  fact  has  been  recognized  and  another 
closing  date  hasi  been  selected— thus  the  packing  houses  generally  close  their 
accounts  at  the  end  of  October.  But  assumed  convenience  in  income-tax  affairs 
and  sinnlar  considerations  have  led  many  corporations  to  adopt  the  calendar 
year  as  their  fiscal  year,  although  accounts  for  a  period  euding  at  some  other 
date  would  be  more  informative.  The  natural  closing  date  for  automobile  and 
tire  companies  would  be  September  30  or  October  31.  Formerly  all  the  fail- 
roads  closed  tlieir  accounts  at  June  30.  A  discretionary  provision  such  as  I 
have  suggested  would  achnit  of  the  work  of  auditing  being  distributed  more 
equally  over  the  entire  year,  thus  not  only  reducing  the  cost  and  increasing  the 
efliciency  ot  audits,  but  contributing  to  the  convenience  of  the  exchanges  and 
regulating  bodies,  and  others  who  are  called  upon  to  scrutinize  audited  accounts 
when  issued.  _  I  recognize  that  in  the  past  audits  of  corporations  other  than  ' 
financial  institutions  have  usually  been  made  at  the  close  of  the  calendar  year 
but  any  inconvenience  that  might  result  from  a  change  in  this  respect  would 
be  trivial  m  comparison  with  the  advantages  to  be  derived  from  a  better 
distribution  of  the  work  of  auditing  over  the  entire  vear.  Of  course  the 
requirement  of  quarterly  audits  as  proposed  in  the  bill  would  itself  result  in 
the  equal  distribution  of  work  over  the  year  which  I  regard  as  so  desirable 
but  only  at  an  undue  expense  to  the  corporation  and  the  investors  therein 
Section  17 : 

I  urge  that  the  liabilities  imposed  by  Section  17  should  be  limited  to  cases 
in  which  the  issue  of  false  or  misleading  statements  is  shown  to  be  wilful 
because  I  am  convinced  that  it  is  contrary  to  the  public  interest  to  impose 
such  liabilities  for  honest  error,  either  of  fact  or  of  judgment.  Particularly  is 
this  true  in  respect  of  statements  which  are  so  largelv  matters  of  jud<-ment  as 
quarterly  statements  of  profits.  It  is  notorious  that  sometimes  the  most  truth- 
ful statement  may  be  the  most  misleading  because  of  the  unwarranted  infer- 
ences to  which  it  gives  rise. 

In  the  h.iig  run,  the  main  part  of  the  financial  burden  imposed  by  this  section 
will  fall  upon  the  corporation— that  is  upon  the  investors,  whereas  the  benefits 
thereof  would  accrue  mainly  to  speculators,  and  I  do  not  believe  it  is  wise  to 
place  burdens  on  investors  for  the  benefit  of  speculators 

The  provisions  of  the  section  relating  to  the  measure  of  damages  seem  to  me 
to  lie  open  to  serious  objection  because,  as  has  already  been  pointed  out  to  vour 
Committee,  the.v  would  enable  damages  to  be  recovered  which  would  bear  no 
relation  to  the  damage  actually  suffered,  and  this  seems  to  me  to  be  a  vicious 
principle  particularly  if  it  is  to  be  applied  to  cases  of  honest  erroi-  eitlS  o? 
fac  or  of  judgment.  If  the  section  is  limited  to  cases  of  wilful  misrepresenta- 
tion, I  do  not  suppose  anyone  would  be  concerned  over  a  possible  undue  liber- 
ality in  the  measure  of  damages  ""uuc  nuei 
Section  IS: 
I  now  turn  to  Section  18  (b),  which  confers  on  the  regulating  bodv  not  only 

;rX'"s;„frr™™!;r,,'<;r  '-^ '"  "■"=■■  »^=°""'^  ^■"""^^  ^-™'^'i. "« "- 
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resulting  accounts.  Sound  judgment  can  be  based  only  on  intimate  knowledge 
and  ample  experience,  and  its  exercise  should  be  attended  with  responsibility. 
I  believe  the  provision  is  unwise  in  so  far  as  the  sub-section  would  vest  the 
right  to  exercise  this  judgment  in  a  commission  which  would  have  no  respon- 
sibility, legal  or  moral,  for  the  consequences  that  miglit  ensue,  and  would  neces- 
sarily lay  down  general  rules  which  might  or  might  not  fit  the  specific  cases  to 
which  they  would  have  to  be  applied.  I  recognize  that  similar  powers  have  been 
vested  in  the  Interstate  Commerce  Commission  and  other  bodies ;  but  while  our 
theories  of  rate  regulation  probably  necessitated  some  such  procedure  in  the 
case  of  railroads  and  other  public  utilities,  the  results  are  to  my  mind  none  the 
less  unfortunate  because  they  may  have  been  inevitable. 

In  the  first  place,  the  idea  that  uniformity  can  be  attained  and  the  exercise 
of  discretion  rendered  unnecessary  by  rules,  however  detailed,  is  entirely 
illusory.  Today,  after  more  than  a  quarter  of  a  century  of  intensive  develop- 
ment of  the  accounting  classifications  of  the  Interstate  Commerce  Commission, 
it  is  still  possible  to  produce  widely  different  accounting  i-esults  from  a  slight 
difference  in  the  form  of  treatment  of  substantially  identical  transactions. 
Moreover,  under  those  classifications,  while  manuals  running  to  hundreds  of 
pages  exist  in  which  the  treatment  of  innumerable  items  large  and  small  is 
prescribed  in  meticulous  detail,  it  is  still  necessary  to  allow  the  railroads  to 
determine  the  monthly  charges  to  many  important  operating  accounts  on  the 
basis  of  budget  estimates  of  future  expenditures.  In  respect  of  other  im- 
portant elements,  such  as  depreciation,  the  practice  of  regulated  companies 
still  varies  widely.  Meantime,  the  uninformed  public  assumes  a  uniformity  and 
a  comparability  between  accounts  of  different  railroads  and  utilities  which 
does  not  exist  and  can  never  be  attained. 

In  the  second  place,  uniformity  necessarily  means  a  uniformly  low  standard — 
indeed,  laws  can  do  no  more  than  lay  down  minimum  standards ;  higher  stand- 
ards can  come  only  as  the  result  of  the  recognition  of  ethical  and  moral  obliga- 
tions. The  accounting  standards  of  the  majority  of  industrial  corporations 
with  which  I  am  acquainted  are  distinctly  more  conservative  than  those  of 
regulated  corporations. 

In  1932,  a  committee  of  the  American  Institute  of  Accountants,  as  a  result 
of  a  study  of  the  general  question,  rendered  a  report,  a  copy  of  which  was  put 
in  evidence  before  the  Senate  Committee  by  the  chairman  of  the  Committee 
on  Stock  List  of  The  New  York  Stock  Exchange  on  January  12,  1933.  In  that 
report,  the  Committee  recommended  to  the  Exchange,  inter  alia,  to  u.se  its 
influence — 

"  To  make  universal  the  acceptance  by  listed  corporations  of  certain  broad 
principles  of  accounting  which  have  won  fairly  general  acceptance,  and  within 
the  limits  of  such  broad  principles  to  make  no  attempt  to  restrict  the  right 
of  corporations  to  select  detailed  methods  of  accounting  deemed  by  them  to  be 
best  adapted  to  the  requirements  of  their  business ;  but — 

(a)  To  ask  each  listed  corporation  to  cause  a  statement  of  the  methods  of 
accounting  and  reporting  employed  by  it  to  bo  formulated  in  sufi!icient  detail 
to  be  a  guide  to  its  accounting  department;  to  have  such  statement  adopted 
by  its  board  so  as  to  be  binding  on  its  accounting  officers ;  and  to  furnish  such 
statement  to  the  Exchange  and  make  it  available  to  any  stockholder  on  request 
and  upfjn  payment,  if  desired,  of  a  reasonable  fee. 

(b)  To  secure  assurances  that  the  methods  so  formulated  will  be  followed 
consistently  from  year  to  year  and  that  if  any  change  is  made  in  the  principles 
or  any  material  change  in  the  manner  of  application,  the  stockholders  and  the 
Exchangtt  shall  be  advised  when  the  first  accounts  are  presented  in  which  effect 
is  given  to  such  change. 

(c)  To  endeavor  to  bring  about  a  change  in  the  form  of  audit  certificate 
so  that  the  auditors  would  specifically  report  to  the  shareholders  whether  the 
accounts  as  presented  were  properly  prepared  in  accordance  with  the  methods 
of  accounting  regularly  employed  by  the  company,  defined  as  already  indicated." 

I  believe  that  this  method  of  approach  to  the  problem  would  prove  more 
practically  effective  than  an  attempt  to  institute  uniform  accountuig.  I  under- 
stand, however,  that  the  Department  of  Commerce  is  at  the  present  time 
conducting  a  study  into  the  whole  question  of  uniform  accounting  and  uniform 
.statistics.  Legislation  on  the  subject  does  not  seem  to  ma  to  form  an  essential 
part  of  a  law  the  primary  purpose  of  which  is  the  regulation  of  stock  exchanges 
and  stock  exchange  practices,  and  I  would  urge  that  Sub-section  18  (b)  should 
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be  elimiiiatetl  and  the  whole  question  dealt  with  on  its  merits  in  the  light  of 
fnll  iiilormation  such  as  I  trust  will  be  developetl  through  the  inquiry  to  which 
I  have  referred. 

Respectfully  submitted. 

Geoege  O.  May, 
Price,  Watekhouse  &  Co., 
,,  ^^  56  Pine  Street,  Neiv  York,  N.Y. 

Makch  10,  1934. 

STATEMENT  OF  WOODLIEF  THOMAS,  DIVISION  OF  RESEAECH  AND 
STATISTICS,  FEDERAL  RESERVE  BOARD,  WASHINGTON,  D.C.— 
Resumed 

The  Chairman.  Mr.  Thomas,  you  have  been  before  the  committee 
before.  I  think  Mr.  Kedmond  desires  to  ask  you  to  elaborate  some- 
what on  the  London  situation. 

Mr.  Eedmond.  Mr.  Thomas,  when  you  appeared  before  the  com- 
mittee the  other  day  you  described  very  briefly  the  British  system  of 
the  fortnightly  settlement,  and  you  mentioned  the  carry-over  sys- 
tem. Would  you  describe  that  a  little  more  in  detail  *^as  to  how 
^^A^^'^^S^  ^^'^  carried  over  from  one  settlement  period  to  the  next« 

Mr.  Thomas.  That,  I  think,  is  a  practice  in  London.  It  varies  in 
so  many  espects  from  that  in  New  York  that  it  is  almost  necessary  to 
at  least  mention  some  other  differences  before  one  can  very  accurately 
describe  or  indicate  the  matter  of  the  carry-over  svstem,  or,  perhaps 
the  reasons  why  such  a  system  can  work  better  or  would  work  dif- 
ferently there  than  it  would  here,  for  example.  I  think  it  is  hard 
to  know  which  is  cause  and  which  is  effect;  so  I  should  like  simply 
hrst  to  enumerate  some  of  the  important  differences  between  the 
London  market  and  the  New  York  market  in  ways  which  are  con- 
cerned with  the  carry-over  system. 

The  first  is  the  relationship  between  the  client  and  the  broker  or 
the  manner  m  which  a  client  may  arrange  his  accounts.  ' 

I  tliink  It  IS  more  customary  in  England  for  a  client  or  a  pur- 
chaser of  stock  who  wishes  to  cany  it  on  credit  to  go  through  a  bank 
than  It  IS  to  go  through  a  broker.  They  have  an  elaborate  system 
of  branch  banking,  so  that  outside  of  London  one  can  simply  go  to 
his  bank  and  have  the  transaction  carried  throucrh 

T  ^^^*  -^o?'"]^'^  ^^  "^^  *^''^^  ''^^^o  influenced  by  the  fact  that  the 
London  Stock  Exchange  does  not  allow  its  members  to  have  any 
oflices  except  in  the  city  of  London,  i.e.,  in  the  financial  district  of 
JLondon  proper? 

Mr.  Thomas.  Yes;  I  should  think  it  would  be  influenced  by  that. 
1  was  not  aw^are  of  that  ruling.  ^ 

_  Mr.  Redmond.  There  was  a  combination,  then,  of  the  branch  bank- 
ing system  which  covers  the  whole  of  England,  plus  the  restriction 
of  the  London  Stock  Exchange  on  its  own  members  having  branches 
outside  of  London,  which  results  in  concentrating  a  lar^re  measure  of 
security  transactions  that  normally  reach  the  market'' through  the 
banlvs  (  ° 

Mr.  Thomas    Yes;  I  think  that  would  be  correct.     Brokers  are 
also  not  permitted   under  the  rules  of  the  London  Stock  Exchano-e 
^^,^'^';^r*''^  or  solicit  business.     The  members  of  the  exchange  are 
rot.     Ihere  are  some  outside  brokers  who  are  not  members  Sf  the 
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exchange  that  do  that,  but  nothing  like  the  extent  to  which  it  is  done 
in  this  country. 

Also  the  brokers  are  somewhat  more  careful  about  the  selection 
of  their  clients.  They  demand  references  in  regard  to  character  and 
credit  ratings,  and  they  are  not  permitted  to  deal  with  anyone  except 
a  principal,  as  it  is  called;  that  is,  someone  who  has  in  his  official 
capacity  the  right  to  sign  his  own  name. 

The  Chairman.  What  is  the  reason  for  prohibiting  brokers  from 
advertising  and  soliciting  business? 

Mr.  Thomas.  I  can  think  of  several  of  them.  I  do  not  know  what 
reason  they  would  give  you  in  London.  It  is  probably  a  matter  of 
professional  ethics  and  custom. 

Senator  Kean.  I  think  that  is  it.    It  is  just  like  a  doctor. 

The  Chairman.  Or  a  lawyer. 

Mr.  Thomas,  They  consider  themselves  rather  professional. 

Then,  the  institution  of  the  jobber  is  very  important  in  connection 
with  the  various  systems  of  settlement  that  exercise  in  London. 
At  least,  I  think  it  is  a  very  direct  relationship.  Brokers  deal  with 
the  public,  and  are  not  permitted  to  trade  for  their  own  account, 
while  jobbers,  who  are  also  called  "  dealers ",  can  deal  only  with 
members  of  the  exchange.  Jobbers  do  not  deal  with  the  public. 
Individual  jobbers  specialize  in  individual  securities  or  groups  of 
securities. 

Quoting  from  a  book  by  Charles  Duguid  on  The  Stock  Exchange 
[reading]  : 

The  jobber  is  strictly  forbidden  to  receive  orders  direct  from  the  public  or 
provincial  brokers,  and  the  broker  must  not  receive  a  commission  from  more 
than  one  party  on  one  transaction,  and  he  must  not  execute  an  order  with  any 
nonmember  unless  he  can  thereby  deal  to  greater  advantage  than  with  a 
member. 

Senator  Kean.  What  is  the  title  of  that  book? 

Mr.  Thomas.  It  is  called  "  The  Stock  Exchange,  London." 

Mr.  Redmond.  Is  it  also  true  that  brokers  having  orders  to  exe- 
cute must,  in  the  first  instance,  deal  with  jobbers? 

Mr.  Thomas.  Yes;  I  think  that  is  true.  That  is  my  understand- 
ing. 

Mr.  Redmond.  And  that  is  the  great  difference  between  the  spe- 
cialist system  in  this  country  and  the  jobber  system,  in  that  the 
jobber  who  is  solely  a  dealer  has  a  monopoly,  so  to  speak,  and  other 
Brokers  cannot  make  transactions  between  themselves;  they  must 
deal  through  a  jobber? 

Mr.  Thomas.  Yes;  that  is  my  understanding. 

Senator  Kean.  In  other  words,  if  you  wanted  to  buy  10,000  shares 
of  stock  at  the  market  or  near  the  market,  j'ou  would  have  to  go  to 
the  jobbers  in  that  stock  and  ask  them  what  they  would  sell  it  to 
you  for? 

Mr.  Thomas.  Yes. 

Senator  Gore.  I  thought  you  went  to  a  broker. 

Senator  Kean.  You  would  go  to  a  broker,  and  the  broker  goes  to 
a  jobber,  and  the  jobber  makes  a  price  on  10,000  shares. 

Senator  Gore.  And  the  brokers  themselves  do  not  deal  direct  on 
the  exchange? 

Mr.  Thomas.  That  is  my  understanding.  They  do  not  deal  with 
each  other. 
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Mr.  Eedmond.  If  one  customer  gave  his  broker  an  order  to  buy 
a  hundred  shares  of  stock  and  another  member  of  the  public  o-ave 
another  broker  a  like  order  to  buy,  those  two  brokers  would  c1)m& 
to  the  jobber  and  one  of  them  would  have  to  buy  at  the  price  at 
which  he  was  offering  the  securities  and  the  other  to  sell  at  the 
price  at  which  the  jobber  was  buying,  and  the  two  brokers  could 
not  make  a  direct  transaction  between  themselves? 

Mr.  Thomas.  In  dealing  the  broker  will  ask  the  jobber  for  quota- 
tions on  a  given  stock,  and  tlie  jobber  will  reply  with  two  quotations, 
the  lower  lor  buying  and  the  higher  for  selling.  Usually  jobbers 
stand  ready  to  fill  all  orders  of  reasonable  size,  whether  for  buyino-  or 
selling.  In  order  to  keep  their  books  in  balance,  that  is,  to  avoid 
taking  too  active  a  position,  either  for  a  rise  or  a  fall,  jobbers  ad- 
just their  prices  in  accordance  with  the  relative  volume  of  buying 
and  selling  orders,  and  they  make  their  profit  on  the  turn,  as  thev 
call  it;  that  is,  on  the  range  between  their  buying  and  selling  quota- 
tions. Jobbers  do,  however,  at  times  take  definite  positions,  either 
trom  choice  or  necessity,  and  they  thus  serve  in  the  capacity  of  pro- 
fessional speculators.    That  is,  they  provide  a  market  always 

Ihe  institution  of  the  jobber,  in  such  an  official  and  limited  ca- 
pacity, is  peuchar  to  the  London  Stock  Exchange.  It  is  oenerally 
considered  that  jobbers  assure  an  open  market  for  stocks  and  operate 
toward  stability  of  prices  by  standing  prepared  to  fill  all  demands 
and  also  by  opposing  movements  in  individual  stocks  unjustified  by 
their  mtrmsic  merits.  It  is  considered  an  advantage  that  brokers 
representing  the  public,  and  jobbers,  supplying,  and  taking  stocks,' 
are  separate  and  distinct.  Jobbers  cannot,  ofcourse,  prevent  fluctua- 
tions and  at  times  they  may  even  intesify  them.  It  is  always  neces- 
sary, however,  for  jobbers  eventually  to  reverse  their  positions  in 
order  to  balance  their  books.  Jobbers  also  have  a  distinctive  task 
stockT""^    ^°^  carrying  and  financing  the  floating  supply  of 

The  Chairman.  Are  jobbers  members  of  the  exchange? 

Mr.  Thomas    Yes,  sir.     There  are  about  4,000  members  of  the 

fmn  T'l  ',  ^''''^^'''  ""'/^  ^.^^^^■«'  ^^^^  i"  addition  there  are  about 
2,000  clerks  who  are  authorized  to  deal  on  the  floor;  so  that  alto- 
gether tliere  is  a  much  larger  exchange.  You  have  more  of  a  market 
on  tne  floor. 

Senator  Gore    What  is  the  proportion  of  jobbers  to  brokers? 

r..i^^''''^'^^'  ^^rM'^r^-  ^  ^^^^^  ^^^^^^  been  able  to  find  that 
out.     Do  you  know,  Mr.  Redmond « 

th^'n'.^nTT''' r  -1'^"^'^^  ''  ^''^^-y  ^''^''^y  ^^^^^^^^  depending  upon 
the  period  of  activity.  In  an  active  period,  I  think,  there  S-e  ant 
to  be  more  jobbers  than  brokers.  '  ^ 

ii.^'\  Thomas.  I  have  a  statement  here  that  there  are  more  jobbers 
than  brokers.  I  do  not  Imow  where  I  got  it.  I  have  a  note  but  I 
have  not  been  able  to  check  it  up.  -l  naie  a  note,  but  1 

Senator  Cxore.  They  turn  in  the  order  to  buy  or  sell  to  a  jobber? 
in ^k  n.T^tn\^'- 'It ^'  ""'i?  ^^'  -i^^^^^ •     The  broker  does'  not  turn 
called  •'  '*  ^"^^  ^"^  *^'^  ^''^^^''  ^°  bargain,  as  it  is 

Senator  Gore.  That  is  what  I  understand. 
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Mr.  Thomas.  And  the  jobber  tries  to  balance  his  books  so  that 
he  will  have  as  many  buying  as  selling  orders;  but  if  he  gets  more 
buying  orders  than  he  gets  selling  orders  he  lowers  his  price. 

Senator  Gore.  He  is  an  intermediary  between  the  selling  broker 
and  the  buying  broker  ? 

Mr.  Thomas.  Yes,  sir. 

Senator  Kean.  And  he  makes  the  difference? 

Mr.  Thomas.  He  does  that  himself.  He  does  not  bring  them 
together. 

The  Chairman.  He  buys  at  one  price  and  sells  at  the  other  ? 

Senator  Gore.  That  is  a  little  different  from  the  specialist,  is  it 
not? 

Mr.  Redmond.  Entirely  different;  and  the  size  of  the  differential 
depends,  does  it  not,  upon  the  activity  of  the  stock  ? 

Mr.  Thomas.  Yes;  and  the  nature  of  the  market.  I  am  not  sure 
about  this,  but  I  think  the  jobber  is  always  required  to  quote  the 
price. 

Mr.  Redmond.  He  is  always  required  to  make  a  market  in  the 
securities  in  which  he  specializes. 

Mr.  Thomas.  And  sometimes  when  the  market  is  in  very  bad  con- 
dition you  will  find  all  the  jobbers  out  to  lunch. 

Mr.  Redmond.  They  have  informal  ways  of  avoiding  rules. 

It  is  also  common,  is  it  not,  for  brokers  with  large  contracts,  with 
contracts  at  a  fixed  price  away  from  the  market,  to  leave  those  orders 
with  the  jobber  just  the  way  orders  are  left  with  the  American 
specialist? 

Mr.  Thomas.  I  was  not  aware  of  that.     I  think  it  is  quite  possible. 

Mr.  Redmond.  I  understand  that  was  the  system  where  you  had  a 
large  order  away  from  the  market,  and  the  jobber  filled  it  as  his 
position  permitted  him  to  do  so,  but  he  was  not  under  any  agency 
duty  about  that.  He  did  it  whenever  he  wished,  because  he  was  the 
dealer. 

Mr.  Thomas.  That  brings  us  up  to  the  question  of  term  settle- 
ments.   Most  of  these  transactions 

Senator  Gore.  Let  me  ask  another  question,  if  I  may.  Suppose 
one  broker  has  an  order  to  sell  a  given  stock  at  50.  Another  turns 
in  an  order  to  buy  at  51.    "What  would  the  jobber  do  in  that  case? 

Mr.  Thomas.  I  do  not  Imow  what  they  do  with  orders  at  fixed 
prices.    Perhaps  Mr,  Redmond  knows. 

Mr.  Redmond.  Is  it  not  true,  Mr.  Thomas,  as  your  memorandum 
stated,  that  it  is  the  duty  of  the  jobber  to  quote  a  market? 

Mr.  Thomas.  He  will  quote  a  market. 

Mr.  Redmond.  Therefore  the  broker  in  the  example  you  use.  Sen- 
ator, would  go  to  the  jobber  and  say,  "What  is  the  market?"  and 
the  jobber  would  quote  the  market,  sslj,  50,  or  501/2,  and  if  the  man 
had  a  selling  order  at  50  he  would  sell  it  at  50,  whereas  the  man 
who  wished  to  buy  would  have  to  pay  501/2,  and  the  jobber  would 
make  the  half  point  profit. 

Mr.  Thomas.  I  suppose  if  they  had  an  order  at  a  price  and  the 
market  was  not  at  that  price,  the  broker  would  have  to  wait  until 
the  market  came  at  that  price.  Or  could  he  leave  it  with  the  jobber 
to  transact? 

Mr.  Redmond.  He  could  leave  it  if  it  is  above  or  below  the  mar- 
ket, but  the  example  Senator  Gore  gave  was  where  the  man  had  an 
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order  to  buy  at  51  and  to  sell  at  50.     That  automatically  would 
nave  to  create  a  market,  would  it  not  ? 

Mr.  Thomas.  Yes ;  that  is  true. 

Mr.  Kedmond.  But  if  you  take  a  case  the  reverse  of  that,  and  said 
that  a  man  wished  to  buy  at  50  and  sell  at  51,  the  jobber  could  quote 
a  market  m  between  those  two,  just  the  way  the  specialist  does,  and 
continue  trading  with  other  persons. 

Mr.  Thomas.  Most  of  the  transactions  that  are  made  on  the  Lon- 
don Stock  Exchange  are  made  on  a  term  basis,  and  deliveries  and 
payments  are  not  effected  until  the  end  of  the  term.  There  are  24 
ternis  m  the  year.  Twenty  of  them  are  2  weeks'  duration,  and  4 
of  them  are  of  3  weeks'  duration,  mostly  fortnightly.  That  is  the 
reason  we  have  the  term  "  fortnightly  settlements." 

A  trader  dealing  through  a  broker  may  buy  or  sell  any  number 
of  times  within  the  course  of  an  account,  as  they  call  it.  But  at 
the  end  of  the  account  these  transactions  are,  in  theory,  all  settled, 
feellers  deliver  the  stocks  and  receive  payment,  and  buyers  take 
delivery  and  pay  the  purchase  prices,  and  many  clients  who  wish 
to  take  up  the  stock  purchased,  or  dispose  of  stock  previously  held, 
will  settle  their  deals  m  this  manner  and  have  the  stocks  transferred 
either  in  their  own  names  or  to  the  names  of  the  new  purchasers. 
But  speculative  traders  who  may  not  wish  to  pay  for  their  stocks 
yet  can  cover  by  selling  before  the  end  of  the  term,  so  that  the  com- 
mitments balance;  that  is,  commitments  for  stocks  balance  The 
prices  may  differ— that  is,  they  may  have  sold  for  more  than  they 
bought  the  stock  for— so  that  they  will  have  a  cash  balance  comincr  to 
them,  or  they  may  have  a  loss.  So  that  in  this  manner  you  can  o-et 
a  large  volume  of  transactions  effected  within  the  2  Aveeks'  period 
without  having  to  make  any  transfers  of  money  or  of  stocks  at  all 
because  they  are  balanced  out  before  the  end  of  the  period  That 
permits  quite  a  lot  of  trading  without  any  transfers. 

The  Chairman.  Does  the  jobber  have  to  have  considerable 
cajDital  ? 

Mr.  Thomas.  Yes,  sir.  I  am  coming  to  that  later.  A  client  may, 
however,  not  have  sold  out.  He  may  have  entered  into  a  contract 
to  purchase  a  stock  and  not  have  sold  it  at  the  end  of  the  term, 
but  he  does  not  wish  to  take  it  up  and  have  it  transferred  in  his 
name  and  pay  for  it.  He  can  then  carry  over,  as  it  is  called.  That 
is,  he  can  carry  it  over  to  another  term. 

Senator  Kean.  That  is,  another  14  days. 

Mr.  Thomas.  Another  14  days.  In  principle,  this  transaction  in- 
volves  a  new  and  double  bargain.  That  is,  a  buyer,  for  example, 
wishing  to  carry  over  will  arrange  for  his  broker  to  cover  his  pre- 
vious purchase  by  a  sale  for  current  account,  and  at  the  same  time 
bu;;^  again  for  the  next  settlement  account. 

Senator  Gore  It  is  like  transferring  from  one  month  to  another, 
cotton  or  wheat?  ' 

Mr.  Thomas.  Exactly  the  same  type  of  transaction. 

Mr.  Redmond.  That  is  the  closest  analogy,  I  think.  Senator  Gore, 
to  American  practice.  ' 

Mr.  Thomas.  In  effect,  of  course,  those  purchases  and  sales  are 

not  actually  made.     The  broker  will  go  to  a  jobber  and  will  say 

i  want  to  arrange  a  carry-over  "  and  the  jobber,  having  already 
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sold  more  stock  than  he  has  purchased,  will  be  perfectly  willing  to 
do  that,  or  another  jobber  may  have  bought  more  than  he  sold, 
and  will  be  willing  to  arrange  a  carry-over.  In  that  way  not  only  is 
a  large  volume  of  transactions  effected  for  which  no  payment 
is  made  and  no  credit  is  extended  within  the  term,  but  you  may 
get  a  considerable  volume  carried  over  by  simply  having  credits 
and  debits  exchanged  between  members  of  the  stock  exchange. 

In  effect,  to  do  that,  if  every  transaction  is  carried  over,  that 
means  that  there  are  as  many  short  accounts  as  there  are  long  ac- 
counts, but  with  the  institution  of  the  jobber  that  is  quite  possible, 
because  the  jobber  may  be  perfectly  willing  to  be  short  or  long  for  a 
period,  or  different  jobbers  may  balance  their  accounts  in  different 
ways. 

Both  these  transactions  are  effected  at  a  fixed  price.  That  is,  I 
may  have  purchased  a  stock  at  100.  At  the  end  of  the  term  I  wish 
to  carry  it  over,  and  the  stock  exchange  authorities  will  fix  a  price. 
They  may  say  99,  in  which  case  I  have  lost  one  point,  but  I  have 
bought  it  for  the  next  account  at  99,  so  that  I  have  a  chance  of 
gaining  that  point  back  in  the  next  account,  if  I  again  sell  it  at  100. 

The  carry-over  transactions  do  not  have  to  be  effected  between 
the  same  parties  involved  in  the  original  purchases,  although  they 
may  be. 

In  the  final  analysis,  most  of  the  burden  of  carry-over  falls  upon 
the  jobbers.  Not  only  do  they  need  to  arrange  for  the  carry-over 
of  their  own  net  positions,  but  also  brokers  acting  for  their  clients 
will  request  jobbers  to  continue  bargains  that  have  been  made  dur- 
ing the  term.  The  result  of  this  is  that  to  a  large  extent  opposing 
transactions  might  be  canceled  among  the  jobbers,  but  there  is  usu- 
ally some  margin  that  needs  to  be  carried  over. 

There  is  a  lot  of  detail  here  with  regard  to  the  details  of  the 
settlement. 

Senator  Kean.  A  broker  chargep  his  client  a  commission  on  each 
transaction  ? 

Mr.  Thomas.  No.  As  I  understand  he  charges  only  on  the  initial 
transaction. 

Senator  Kjian.  What  does  he  charge  for  a  carry-over? 

Mr.  Thomas.  I  do  not  know. 

Senator  Kean.  There  is  a  regular  fixed  carry-over  fee,  fixed  by 
the  stock  exchange. 

Mr.  Redmond.  I  so  understand.  Senator,  that  there  is  a  different 
fee  applicable  to  a  contango.  Mr.  Thomas,  this  method  of  trading 
for  a  term,  with  open  contracts,  and  then  carrying  the  balances  of 
those  contracts  forward  into  another  term,  has  quite  a  different  effect 
upon  the  British  banking  system  than  our  American  practice  of 
practically  dailj'^ — it  is  now  every  second  day — settlement,  isn't  that 
true  ? 

Mr.  Thomas.  You  still  have  daily  settlements. 

Mr.  Redmond.  Yes.  We  have  daily  settlements,  delayed  by  one 
da3\ 

Mr.  Thomas.  Yes. 

Mr.  Redmond.  But  under  our  daily  settlements  the  full  weight  of 
speculation  is  carried  into  the  banking  system. 

Mr.  Thomas.  Yes. 
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Mr.  Redmond.  Whereas  in  the  English  system  these  open  con- 
tracts, although  potentially  a  danger  to  the  banking  system,  do  not 
have  to  be  settled,  do  they? 

Mr.  Thomas.  No  ;  they  do  not  have  to  be  settled. 
Senator  Gore.  They  have  a  sort  of  clearing  arrangement. 
Mr.  Thomas.  Although,  in  effect,  let  me  develop  that  point  a 
litle,  if  I  may. 

Mr.  Redmond.  Surely. 

Mr.  Thomas.  In  discussing  the  question  of  financing  the  stock 
market,  which  is  the  point  in  which  I  was  primarily  interested,  one 
of  the  principal  features  of  term  settlements  is  that  short  term,  in 
and  out  trading  in  securities,  may  be  engaged  in  at  will,  without 
result  to  the  money  market.  It  cannot  be  said  that  such  trading  is 
done  witout  credit.  It  is,  in  effect,  entirely  carried  out  upon  the 
basis  of  a  distinctive  type  of  credit  which  is  confined  to  the  stock 
market.  For  the  period  between  settlements  buyers  receive  and 
sellers  grant  credit.  A  broker  transacting  a  purchasing  order  for  a 
client  grants  credit  to  the  client  and  receives  it  from  the  jobber 
making  the  sale.  The  postponement  of  delivery  of  securities  pur- 
chased gives  the  seller  the  collateral.  He  still  has  his  collateral  or 
his  securities. 

It  is  significant,  however,  that  in  a  transaction  between  members 
of  the  stock  exchange  no  additional  collateral  is  required.  That  is, 
there  IS  no  margin  at  all,  and,  in  fact,  most  brokers  do  not  require 
margins  from  their  clients  during  the  term.  Some  houses,  especially 
those  of  outside  brokers  who  have  a  wide  and  varied  clientele  of 
active  stock  traders,  may  demand  a  margin  deposit  upon  the  openino- 
or  an  account.  The  practice  in  this  regard  depends  largely  upon 
the  customer,  and  most  of  the  houses  are  exceedingly  careful  about 
accepting  only  customers  with  the  highest  credit  rating. 

Senator  Gore.  That  is  what  protects  them  against  tlfese  little  fel- 
lows we  are  perplexed  by  over  here,  is  it  not  ? 

Mr.  Thomas.  Yes.  In  fact,  the  stock  exchange  ruling  about  deal- 
ing only  with  principals  insures  a  higher  type  of  customer.  I  think 
there  is  a  similar  ruling  in  our  stock  exchange. 

^  When  settlement  days  arrive  and  payments  must  be  made,  more 
important  financing  requirements  arise.  Brokers  will  receive  funds 
from  clients  who  have  purchased  stock  that  they  wish  to  take  up— 
that  IS,  stock  that  they  wish  to  have  transferred  to  their  own  names— 
and  from  those  who  have  suffered  losses  on  covered  or  continued 
bargains.  If  they  have  lost,  the  client  has  to  put  up  the  difference 
on  settlement  c  ay,  and  they  will  need  to  pay  out  money  to  clients  that 
have  sold  stock  holdings,  and  those  with  profits  on  their  accounts. 
Ihese  receipts  and  payments  should  be  approximately  balanced  bv 
reverse  transactions  with  jobbers.  That  is,  brokers  pretty  generally 
come  out  even.  f       j  ^     ^  "-^v 

In  the  case  of  clients  who  wish  to  carry  over  their  bargains 
brokers  will  arrange  carry-overs  with  jobbers  and  will  need  neither 
to  receive  nor  to  pay  out  any  money,  except  the  differences.  Thus 
the  burden  of  financing  falling  upon  the  brokers  is  relatively  small. 
Most  of  It  falls  upon  the  jobbers.  If  a  jobber,  in  the  course  of  an 
account,  has  bought  securities  of  a  value  exceeding  that  of  securities 
sold,  he  will  need  to  pay  out  more  than  he  gets  in.     Since  from 
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every  purchase  there  has  been  a  sale,  and  since  jobbers  specializing 
in  individual  stocks  have  close  relations  with  each  other,  it  might 
be  thought  that  a  complete  offset  would  be  possible,  sellers  lending 
to  the  buyers.  This,  in  fact,  is  the  end  aimed  at  by  the  carryover 
system,  and  is  to  an  appreciable  extent  accomplished.  A  perfect 
balance,  however,  is  possible  only  when  all  transactions  not  covered 
during  the  course  of  the  account  are  continued  or  when  cash  sales 
equal  cash  purchases.  Also  there  are  a  number  of  other  things  that 
may  affect  this  balance,  so  that  j'ou  do  not  get  a  perfect  balance 
there,  such  as  payments  of  costs,  interest,  taxes,  profits,  losses,  and  so 
forth.  In  times  of  rising  prices  withdrawal  of  profits  may  be  an 
important  element  in  increasing  members'  borrowings,  and  in  times 
of  falling  prices  payments  for  losses.  Also,  on  registered  securities 
10  days  are  permitted  for  deliveries,  and  sometimes  that  will  delay 
the  settlement  and  make  it  necessary  to  pay  out  more  money  than 
tliey  get  in,  or  to  receive  more  than  they  pay  out. 

Mr.  REDMO^^).  Is  it  not  true  that  it  is  these  offsetting  factors 
which  make  the  total  volume  of  jobbers'  loans  that  you  referred  to 
the  other  day  so  insignificant  as  compared  to  the  American  call 
loans  ? 

Mr.  Thomas.  Yes ;  I  think  that  is  in  general  true,  although  in  the 
final  analysis  the  floating  supply  of  stocks,  that  is,  the  amount  of 
stocks  in  the  jobbers'  hands — all  jobbers  taken  together — less  the 
capital  held  by  the  jobbers,  determines  the  amount  that  the  jobbers 
have  to  borrow.  The  floating  supph?^  may  be  much  smaller  in  Lon- 
don than  it  is  in  New  York,  relative  to  the  amount  of  transactions 
that  remain  outstanding.  That  is,  there  may  be  offers  to  buy  and 
sell  Avhich  balance  each  other,  and  it  is  not  necessary  for  the  jobbers 
to  hold  as  many  securities  behind  thein.  That  is,  our  brokers  have 
to  hold  securities  representing  all  the  long  accounts,  and  it  is  only 
to  the  extent  to  which  they  have  been  able  to  borrow  from  other 
brokers  on  short  accounts  that  tl^ere  is  any  offsetting  in  our  case, 
but  in  the  end  it  amounts  to  the  same  thing.  The  floating  supply 
determines  the  amount  of  borrowing  that  needs  to  be  done,  I  think. 

Mr.  Redmond.  But  the  floating  suppl}'  in  the  Ameriian  market 
actually  consists  of  tlie  open  commitments  that  have  been  taken  up 
by  customers  and  paid  for. 

Mr.  Thomas.  Yes. 

Mr.  Redmond.  Whereas  in  England  the  floating  supply  represents 
simply  this  residual  balance 

Mr.  Thomas.  That  the  jobbers  hold. 

Mr.  Redmond.  That  the  jobbers  hold,  because  the  open  commit- 
ments of  customers  have  not  yet  been  settled. 

Mr.  Thomas.  That,  I  think,  is  the  important  difference. 

Mr.  Redmond.  So  that  a  comparison  of  the  amount  of  brokers' 
loans  in  England  and  brokers'  loans  in  this  country  would  not  give 
3'ou  a  fair  picture  of  the  comparative  size  of  the  speculative  markets. 

Mr.  Thomas.  No  ;  I  think  that  is  correct. 

Mr.  Redmond.  There  was  some  comment  the  other  day  as  to  the 
very  small  amount  of  loans  in  the  English  market  to  brokers  as 
compared  to  the  American  total,  and  I  wished  to  bring  that  point  out 
through  Mr.  Thomas. 

Mr.  Thomas.  The  difference  is  that  in  effect  the  jobbers  carry  that 
burden  in  Eno^land. 
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Mr,  Redmond.  Yes ;  the  jobbers  carry  it,  as  you  say. 

The  Chairman.  What  about  puts  and  calls  ^ 

Mr.  Thomas.  I  do  not  know. 

Mr.  Eedmond.  They  do  trade  in  options,  do  they  not? 

Mr.  Thomas.  Yes. 

Mr.  Redmond.  Which  are  very  analogous  to  our  puts  and  calls 
Mr.  Chairman.  ' 

Senator  Kean.  Are  you  familiar  at  all  with  puts  and  calls  in 
London  ? 

Mr.  Thomas.  I  am  not  familiar,  because  I  did  not  go  into  that 
at  all. 

Senator  I^an.  My  advices  are  that  there  is  a  perfectly  tremendous 
business  in  puts  and  calls. 

Mr.  Thomas.  I  think  there  is  more  option  trading  there,  as  I  un- 
derstand it,  than  there  is  here;  also  more  trading  in  options  on  new 
issues.  There  is  a  tremendous  amount  of  speculation  there;  but, 
again,  that  does  not  involve  credit.    It  is  all  extended. 

Mr.  Redmond.  That  is  really  the  essential  difference  between  the 
two  systems,  that  the  British  keep  open  contracts  instead  of  settling 
the  open  contracts  and  putting  the  weight  on  the  banking  system. 

Mr.  Thomas.  I  would  like  to  answer  one  question,  which  Senator 
Fletcher  raised,  and  that  is  with  regard  to  the  jobbers'  capital.  I 
think  it  probably  is  true  that  in  London  the  jobbers  contribute  rela- 
tively more  capital  to  the  business  than  they 'do  in  New  York.  The 
jobbers  are  generally  grouped  into  substantial  and  very  wealthy 
firms,  which  carry  their  own  resources,  not  only  with  a  considerable 
volume  of  the  securities  in  which  they  specialize— that  is,  they  hold 
a  stock  and  inventory  of  s_ecurities— but  sometimes  in  addition  they 
carry  a  supply  of  the  so-called  "  gilt-edged  stocks  ",  that  is,  govern- 
ments, municipals,  and  the  like,  to  be  used  for  collateral  purposes 
and  all  requirements  not  covered  by  capital  are  borrowed  by  jobbers 
from  banks,  from  other  members,  directly  from  private  corporations 
or  individuals,  or  from  money  brokers. 

Mr.  Redmond.  Mr.  Thomas,  do  you  think  that  the  total  capital 
ot  the  jobbers  m  England  exceeds  the  capital  of  the  brokers,  let  us 
say,  in  New  York? 

Mr.  Thomas.  I  should  say,  relative  to  their  commitments,  it  does. 
Don't  you  think  so? 

Mr.  Redmond.  That  might  be  true  if  you  disregarded  the  fact 
that 

_    Mr.  Thomas.  I  mean  an  individual  jobber  as  compared  with  an 
individual  brokerage  house  here. 

Mr.  Redmond.  Yes;  but  is  not  that  due  to  the  fact  that  the  broker- 
age house  in  this  country  has  its  contracts  settled,  and  therefore  his 
obhgations  represent  the  total  that  is  due,  whereas  in  England  your 
jobber,  being  separated  from  the  broker,  is  not  carrying  forward  the 
customers'  accounts? 

Mr.  Thomas.  I  would  have  to  think  about  that. 

Mr.  Redmond.  One  other  question  with  regard  to  the  size  of  specu- 
lation in  England  and  the  figures  you  gave  the  other  day.  As  I 
understand  it,  you  made  a  study  relatively  recently  in  England. 

Mr.  Thomas.  At  the  time  that  I  was  in  England  the  sto'ck  market 
was,  in  effect,  closed.  That  is,  there  were  no  term  settlements. 
That  was  2  3'ears  ago. 
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Mr.  Eedmond,  Isn't  it  true  that  the  volume  of  speculation  in 
England  since  the  war  has  been  very  much  less  than  it  was  before 
the  war? 

Mr.  Thomas.  So  I  am  told.  Both  contango  business  and  margin 
business  has  declined  considerably  from  what  it  used  to  be. 

Mr.  Eedmond.  That  might  be  due  to  the  fact  that  their  former 
market  in  American  securities  has  now  been  transferred  to  our 
American  markets  in  very  large  degree. 

Mr.  Thomas.  That  might  be. 

Mr.  Redmond.  And  then,  too,  English  industry,  of  course,  has 
been  at  a  very  low  ebb  since  the  war.  It  is  only  recently,  within  the 
last  year,  that  it  has  shown  signs  of  increased  production.  Are  you 
familiar  at  all  with  the  time  that  it  took  the  London  stock  exchange 
to  settle  the  fortnightly  settlement  of  July  1914? 

Mr.  Thomas.  It  was  not  settled  until  after  the  war,  was  it  ? 

Mr.  Redmond.  I  am  under  the  impression  that  it  was  not  settled 
until  the  early  part  of  1922. 

Mr.  Thomas.  I  think  it  was  something  like  that.  It  was  rather 
remarkable. 

Mr.  Redmoih).  That,  of  course 

Senator  Kean.  In  other  words,  outstanding  contracts  were  made 
from  1914  to  1922;  is  that  right? 

Mr.  Redmond.  I  understand.  Senator,  that  they  were  settled  grad- 
ually, as  it  was  possible,  piecemeal,  but  that  the  completion  of  the 
settlement  required  close  to  8  years. 

Senator  Kean.  We  settle  every  day. 

Mr.  Redmond.  We  settle  every  day. 

Senator  Kean.  It  took  England  from  1914  to  1922. 

Mr.  Redmond.  1922  is  my  advice. 

Senator  Kean.  Before  they  settled  their  outstanding  contracts? 

Mr.  Redmond.  And  that  was  commonly  considered  to  be  due  not 
only  to  the  advent  of  the  war,  but  to  the  fact  that  during  the  war 
they  had  no  continued  term  settlements  into  which  open  contracts 
could  be  carried  forward,  and  therefore  the  full  weight  of  that 
settlement  ultimately  fell  upon  the  banking  system. 

Mr.  Thomas.  Yes. 

Senator  Gore.  Wa.s  it  because  of  a  break  in  prices? 

Mr.  Redmond.  No.  They  declared  a  moratorium.  Senator  Gore, 
so  it  Avas  not  so  much  a  break  in  prices,  but  the  fact  that  the  bank- 
ing sj'stem,  which  normally  had  not  this  weight  of  settlement  on 
it,  suddenly  was  faced  with  carrying  the  entire  weight  of  the  open 
contracts. 

Senator  Gore.  The  moratorium  lasted  how  long? 

Mr.  Redmond.  The  moratorium  lasted  practically  through  the 
war,  as  I  remember  it. 

Mr,  Thomas.  In  eifect,  3^ou  could  build  up  a  sj^stem  of  commit- 
ments under  term  settlements  which  would  correspond  to  the  sys- 
tem of  brokers  loans  for  others  that  we  had  in  the  third  quarter 
of  1929,  where  investment  trusts  and  corporations  were  floating  new 
securities  and  selling  them  to  speculators  and  taking  the  profits  and 
lending  them  to  speculators  to  buy  the  securities  with.  Then,  when 
the  market  broke  in  October  of  1929,  they  took  the  money  out  and 
threw  the  burden  on  the  banks,  of  lending  funds  to  traders. 
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Mr.  RED310ND.  Of  course,  it  is  true,  Mr.  Thomas,  that  very  few 
investment  trusts  were  intelligent  enough  to  do  that,  but  as  soon 
as  they  sold  their  securities  they  proceeded  themselves  to  try  to  buv 
them.  "^  -^ 

Mr.  Thomas.  Yes;  they  did. 

Mr.  Redmond.  With  rather  disastrous  results  to  our  investment 
trust  structure. 

Senator  Gore.  State  that  again.    I  did  not  get  it. 

Mr.  Redmond.  As  soon  as  they  sold  their  own  securities  they  then 
went  into  the  market  and  bought  other  securities. 

Mr.  Thomas.  As  I  understand,  most  investment  trusts  did  not 
lose  on  what  they  bought  in  1929,  or  what  they  bought  before  Octo- 
-.nol^-  rJ^^y  ^^^^  ^^  ^^^*  *l^^y  bought  after  October  1929  and 
m  1930.  They  came  into  the  market  after  the  big  collapse  and 
purchased.  &  i-  ^ 

Mr.  Redmond.  Some  of  them  did  buy  heavily,  particularly  those 
that  were  set  up  in  the  early  part  of  1929.  They  bought  securities 
m  large  measure  and  suifered  very  bi^  losses. 

Mr.  Thomas.  Yes. 

Mr.  Redmond.  May  I  ask  just  one  set  of  questions  in  regard  to 
tlie  control  of  credit  m  this  country  as  it  existed  in  the  1929  period? 
The  Federal  Reserve  System,  theoretically  at  least,  has  various 
method^  of  influencing  the  volume  of  credit,  has  it  not? 

Mr.  Thomas.  Yes ;  the  volume  of  reserve  funds 

Mr.  Redmond.  Which,  in  the  last  analysis,  would  represent  the 
volume  of  credit  which  might  be  used.  i  ^  ^'^^ 

Mr.  Thomas.  Not  necessarily. 

Mr.  Redmond.  I  said  in  the  last  analysis. 

Mr.  Thomas.  In  the  last  analysis  it  might  represent  it,  if  the 
banks  used  the  reserve  funds.     It  depends  upon  the  extent  to  which 
the  banks  are  using  the  reserve  funds. 
.21'^'  ^^^fo^^-  "-t^i^e;  but  if  the  banks  were  not  leaning  on  the 

s^TImoYftTf  credll:  ''''''  ^^^^'^'^'^  '^^  ^^'''^  ^^  ^^^  ^  ^ ' 

Mr.  Redmond.  The  various  methods  of  control  are,  first  of  all, 
your  open  market  transactions,  are  they  not,  which  cail  influence  to 
some  degree  the  current  price  of  credit  ^  mnuence  to 

Mr.  Thomas.  Yes;  other  things  being  equal. 

Mr.  Redmond.  Other  things  being  equal.  Of  course,  we  have  to 
discuss  this  question  in  a  vacuum  ' 

Mr.  Thomas.  Yes. 

Mr.  Redmond.  The  second,  and  a  much  more  potent  weapon  of 
^^?f  ""'r^^  ""  "^^'^"-^  ^^  yo"i'  discount  rate  weapon,  ot 

Mr.  Thomas.  That  is  one  of  the  factors 

Mr.  Redmond.  That  factor  has  a  direct  influence  to  the  extent  that 
banks  ai-e  borrowing  from  the  Reserve  System 

Mr.  Thomas.  Yes,  sir. 

Theil"  tm^T  "i'^  ""^-^^^'^  *^  ^""y  *«  ^hat  extent  that  is  true. 

TVT  dinerence  of  opinion  on  that 

Mr.  Redmond    But,  is  it  not  true  that,  taking  the  experience  of 

England,  it  has  been  the  control  of  the  discount  T-atewMSiS  nor 
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mally  allowed  the  Bank  of  England  to  prevent  excessive  movements 
in  the  use  of  credit? 

Mr.  Thomas.  Not  in  stock-exchange  credit  in  England;  no. 

Mr.  Kedmond.  It  has  had  a  great  influence. 

Mr.  Thomas.  I  think  that  has  had  very  little  influence  on  the 
volume  of  stock-exchange  credit  in  England.  I  think  a  more  im- 
portant factor  in  the  stock-exchange  credit  in  England  are  the  tra- 
ditional practices  of  the  joint-stock  banks  themselves.  Customarily 
they  attempt  to  maintain  only  a  very  limited  amount  of  funds  in  the 
stock  exchange,  and  to  keep  that  as  a  rather  fixed  proportion  to  their 
total  deposits. 

Mr.  Redmond.  But,  is  it  not  true  that  the  English  have  still  an- 
other method  of  influencing  the  volume  of  speculative  credit  in  the 
securities  market,  and  that  is  their  Lombard  loans,  which  is  a  thing 
unknown  to  the  Reserve  System  here? 

Mr.  Thomas.  You  mean  the  Bank  of  Enoland? 

Mr.  Redmond.  Yes.  In  other  words,  their  loans  against  security 
collateral  other  than  governments. 

Mr.  Thomas.  Yes;  against  gilt-edge  securities. 

Mr.  Redmond.  And  by  increasing  the  rate  on  security  loans  they 
could  increase  the  amount  of  credit  available,  or  rather,  influence 
the  amount  of  credit  available  for  security  speculation. 

Mr.  Thomas.  If  funds  were  being  borrowed  from  the  Bank  of 
England  for  the  purpose  of  security  speculation,  yes. 

Senator  Kean.  Is  it  not  true  that  if  the  Bank  of  England  puts  up 
its  rates  the  stock  market  goes  down  in  London  ? 

Mr.  Thomas.  I  do  not  know. 

Senator  Kean.  If  you  had  watched  it,  you  would  see  it. 

Mr.  Redmond.  You  would  not  subscribe  to  Bagehot's  famous  state- 
ment that  a  6-percent  rate  would  draAv  gold  from  the  ground,  would 
you  ? 

Mr.  Thomas.  Yes ;  I  think  that  is  true. 

Mr.  Redmond.  I  think  we  all  admit  that  the  method  of  controlling 
credit  by  discount  rates,  or  the  rate  charged  for  Lombard  loans  is 
an  influence  that  can  work  only  when  other  factors  are  more  or  less 
in  balance. 

Mr.  Thomas.  They  work  differently  at  different  times.  A  6-per- 
cent rate  at  the  present  time  would  he  very  detrimental  to  stock- 
market  trading,  I  suppose. 

Senator  Gore.  What  is  the  rate  now? 

Mr.  Thomas.  The  discount  rate  in  New  York,  in  the  Federal 
Reserve  bank,  is  li/^  percent. 

Senator  Gore.  I  mean  in  the  Bank  of  Engliind. 

Mr.  Thomas.  I  do  not  know. 

Mr.  Redmond.  I  do  not  know  whether  I  have  it  here  or  not. 

Mr.  Thomas.  About  2  percent,  I  should  say.  Not  in  London.  I 
do  not  know  to  what  extent  the  bank  rate  in  London  would  affect 
the  stock  market,  except  psychologically.  It  certainly  does  not  oper- 
ate through  any  restriction  on  credit. 

Senator  Gore.  The  Bank  of  England  is  a  sort  of  bankers  bank. 
To  what  extent  do  they  make  these  loans  ? 

Mr.  Thomas.  The  Bank  of  England  can  make  loans  to  the  market, 
but  generally  does  not.     Their  loans  mostly  go  to  bill  dealers,  but 
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there  is  some  relationship  between  the  bill  market  and  the  stock 
market. 

Senator  Kean.  In  other  words,  there  are  people  that  draw  on 
JLondon  to  hnance  bills,  and  they  are  discounted  by  the  discount 
houses,  and  the  discount  houses  in  turn  have  access  to  the  Bank  of 
England,  is  that  right  ? 

Mr.  Thomas.  Yes;  that  is  right.  So  far  as  the  supply  of  basic 
reserves  is  concerned,  the  Bank  of  England  and  the  Federal  Eeserve 
bank  have  considerable  influence,  and  also  indirectly  upon  rates  •  but 
there  are  two  sides,  of  course.  The  other  side  is  the  demand  for  the 
particular  credits.  The  tremendous  volume  of  excess  reserves  at  the 
present  time  receives  very  little  response  from  the  market,  whereas 
m  1929  even  at  the  risk  of  borrowing  from  the  Federal  Keserve 
banks,  the  member  bante  were  still  lending-that  is  not  putting  it 
u^Y'  1.  i  }^^^  ^i'^':?  was  such  a  demand  for  funds  that  meinber 
banks  had  to^  go  to  the  Federal  Reserve  banks  in  order  to  meet  the 
demand ;  so  that  we  cannot  entirely  ignore  the  demand  factor 
iqoq''*  i^^^JJ^^,^-  f^l^  you  thinking  particularly  of  the  period  in 
1929  when  the  banks  took  over  the  loans  for  the  account  of  others? 

Mr.  Thomas.  Ihroiighout  1928  and  1929  the  banks  were  borrow- 
ing from  the  Federal  Reserve  banks. 

Mr.  Redmond.  Yes. 

Mr.  Thomas.  They  did  not  increase  their  brokerage  loans.  Thev 
maintained  them  at  a  fairly  stable  amount— decreased  them  some 

Mr.  Redmond.  Is  it  not  true  that  in  the  fall  of  1927  the  discount 
rate  ot  the  reserve  banks  was  reduced  ? 

Mr.  Thomas.  That  is  true. 

Mr.  Redmond.  That  was  in  the  face  of  a  rising  volume  of  security 
or  speculative  loans?  ^ 

Mr.  Thomas.  Yes. 

Mr.  Redmond.  From  the  fall  of  1927  on  there  was  a  more  and 
more  rapid  increase  in  the  volume  of  brokers'  loans  but  as  I  re- 
member it,  through  1928  no  change  in  the  discount  rate. 

Mr.  Thomas^  In  1928  the  Federal  Reserve  banks  raised  their  dis- 
?rZ  W  f-  J^'  Federal  Reserve  Bank  in  New  York  raised  its  nite 
from  31^  to  5  percent.  The  Federal  Reserve  bank  sold  a  lar-e  vol- 
ume of  Government  securities  in  the  open  market  and  borrowmcrg  of 
^eT^u^^J^ViTets'''  ^^^^  ^I'^^WOOO  for  the  first  timein  a 

192tanroXby  glXarm^fsr  ''''''''''  ^^  ^'^  ^^^  '^'^  ^ 
•f  ¥^- Thomas.  No;  there  was  one  increase  in  the  rate,  as  I  remember 
It,  in  February,  another  in  April,  and  another  in  August.  '''^''^^'' 
cent  ^'^°''''''''-  ^"^  ^^''y  ^^^"^^  as  I  remember  it,  by  halves  of  1  per- 
Mr.  Thomas.  Yes. 

Mv  T.'oM«  Vn/''!,"""  r'  •''"y  '^""■■"g"""^  ■■'•ising  of  the  rate, 
is  more  tlZ  h.f^  evf/T™'  '""■<'''"'  ',"  ?^  '•''"'  '"^'^e  of  7  months 
Reserve  System  neeessary  before  in  the  history  of  the 

de&w^sTnltr  '"'"  "'  "^^^^  -^""'■-  "-  -Pl-«'  to  be 
Mr.  Thomas.  That  is  the  theory. 
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Senator  Gore.  Those  little  levers  will  not  control  when  the  weight 
gets  so  heavy. 

Mr.  Thomas.  When  the  demand  is  so  great  simple  pressure  on  the 
supply  of  credit  alone  is  hardly  sufficient. 

Mr.  Redmond.  Yet  when  the  Federal  Reserve  Bank  did  raise  its 
discount  rate  by  a  full  1  percent  in  1929,  as  I  remember  it,  the  panic 
followed  within  a  period  of  a  relatively  few  weeks. 

Mr.  Thomas.  Do  you  think  the  panic  would  have  followed  in  the 
same  period  if  the  Federal  Reserve  Bank  had  raised  its  discount 
rate  by  1  percent  in  1928  ? 

Mr.  Redmond.  I  do  not  think  the  panic  would  necessarily  have  fol- 
lowed, but  I  am  wondering  whether  Bagehot,  whom  I  am  quoting 
rather  freely,  was  not  right  when  he  said  that  as  a  basis  of  policy, 
the  discount  rate  should  be  lowered  gradually  and  raised  courage- 
ously, never  less  than  by  1  percent. 

Mr.  Thomas.  All  these  are  important  questions  of  policy  that  I 
do  not  feel  qualified  to  pass  upon. 

Mr.  Redmond.  I  do  not  want  to  ask  you  questions  that  you  feel 
you  cannot  answer.  The  facts  are  simply  for  the  basis  of  the  record. 
The  sequence  of  the  facts  is  such  that  the  rates  were  raised  gradually 
until  1929. 

The  Chairman.  What  was  the  discount  rate  in  October  1929;  do 
you  remember? 

Mr.  Thomas.  Six  percent. 

The  Chairman,  When  was  it  fixed  at  6  percent? 

Mr.  Thomas.  August  1929. 

Senator  Gore.  Did  they  raise  it  in  the  spring?  There  was  a  good 
deal  of  discussion  about  it,  I  know. 

Mr.  Thomas.  No. 

Senator  Kean.  They  ought  to  have  raised  it  before. 

Mr.  Redmond.  The  French  and  German  systems,  which  you  have 
referred  to,  are  somewhat  similar  to  the  English,  in  trading  for  a 
term  settlement,  are  they  not? 

Mr.  Thomas.  Yes. 

Mr.  Redmond.  And  are  they  likewise  similar  in  tlie  fact  that  they 
have  highly  organized  branch  banks. 

Mr.  Thomas.  That  is  right. 

Mr.  Redmond.  Which  concentrate  the  security  business  in  the 
market  much  more  than  our  system  here  does. 

Mr.  Thomas.  The  German  banks  are  both  banks  and  brokers. 

Mr.  Redmond.  They  are  a  little  of  everything,  are  they  not  ? 

Mr.  Thomas.  Yes. 

Mr.  Redmond.  They  run  industry  and  own  industry,  very  largely. 

Senator  Gore.  They  are  the  principal  brokers,  are  they  not? 

Mr.  Redmond.  I  think  so. 

The  Ch.mrman,  Is  there  anything  else? 

Mr.  Redmond.  No,  Mr.  Chairman.  I  want  personally  to  thank 
you  and  Mr.  Thomas  for  giving  me  this  opportunity. 

Senator  Kean.  I  would  like  to  ask  him  two  or  three  questions. 

The  Chairman.  Proceed,  Senator. 

Senator  Kean.  From  1914  to  1921  England  was  unable  to  settle 
its  accounts.  That  is,  they  could  not  settle  their  day-to-day  accounts 
in  all  that  period.    Is  that  right  ? 
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Mr.   Thomas.    I   do  not  know.     I  have   just  been  told  bv  Mr 

Redmond 

Mr.  Redmond.    I  think,  Senator,  the  fact  was  that  they  ceased 
trading  for  tlie  term  settlement  during  the  war  and  had  to  carry 
over  the  settlement  of  July  1914,  and  settled  it  gradually,  as  business 
revived,  after  1919,  and  did  not  start  trading  for  the  term  settlement 
again  for  a  considerable  period  after  the  war;  but  I  do  not  think  it 
IS  fair  to  say  that  they  could  not  settle  it.    They  did  not  settle  it. 
Mr.  Thomas.  They  settled  accounts  in  the  interim. 
Mr.  Redmond.  Yes.    They  were  on  a  cash  basis. 
Mr.  Thomas.  They  ran  on  a  cash  basis  at  that  time. 
Senator  Kean.   Do  you  know   of  any  other  period  in   English 
history  where  they  did  not  settle  the  accounts  ? 

Mr.  Thomas.  No.    I  am  not  familiar  with  that  history. 
Senator  Kean.  Are  you  familiar  with  the  settlements  in  London? 
Mr.  Thomas.  I  am  as  familiar  with  the  mechanism  of  settlements 
:n  London  as  I  have  indicated  here.    I  do  not  know  much  more. 

Senator  I^j^an.  That  only  means  that  you  have  looked  in  the  book 
and  seen  that  they  call  for  a  settlement  every  2  weeks. 

Mr.  Thomas.  I  have  talked  to  a  great  many  people  who  have 
engaged  m  it. 

Senator  Kean.  But  you  have  not  asked  them  about  the  failures  of 
tlieir  system.     You  have  asked  them  about  the  custom. 
Mr.  Thomas.  As  a  matter  of  fact,  when  I  was  there, 
they  were  not  using  the  system  of  term  settlements, 
ceased  to  use  it  at  that  time. 

Senator  Kean.  I  think  I  have  nothing  further 

The  Chairman.  That  is  all  then.     Thank  you,  Mr.  Thomas 

in   QA    ^^^^^^^^^^^6   ^1^1   now    adjourn   until   tomorrow  morning   at 
lu  I  so. 

(Whereupon,  at  4:50  p.m.,  Thursday,  Mar.  8,  1934,  an  adiourn- 
ment  was  taken  until  tomorrow,  Friday,  Mar.  9,  1934,  at  10:30  a.m.) 


at  that  time 
They  had 
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FRIDAY,   MARCH  9,  1934 

United  States  Senate, 
Committee  on  Banking  and  Currency, 

Washington^  D.C. 

The  committee  met  at  10 :  30  a.m.,  pursuant  to  adjournment  on 
yesterday,  in  room  301  of  the  Senate  Office  Building,  Senator  Duncan 
U.  Fletcher  presidino;. 

Present:  Senators  Fletcher  (chairman),  Adams,  Bulkley,  Town- 
send,  Kean,  and  Couzens. 

Present  also :  Ferdinand  Pecora,  counsel  to  the  committee ;  Julius 
Silver  and  David  Saperstein,  associate  counsel  to  the  committee ;  and 
Frank  J.  Meehan,  chief  statistician  to  the  committee;  and  Roland 
L.  Redmond,  counsel  to  the  New  York  Stock  Exchange. 

The  Chairman.  The  committee  will  come  to  order,  please.  There 
were  three  persons  expected  to  aj)pear  this  morning,  but  one  of  them 
is  ill,  and  another  one  is  detained  in  some  other  way,  and  the  third 
one  is  unable  to  be  here  today.  We  will  have  at  least  one  of  them 
present  on  Monday,  and  we  will  have  other  persons  to  appear  or 
matters  to  consider  on  Monday. 

Senator  Townsend.  Mr.  Chairman,  I  wish  to  offer  for  the  record 
a  telegram  sent  to  me  by  Mr.  Leland  Lyon,  president  of  the  Atlas 
Powder  Co.,  Wilmington,  Del,  I  should  like  the  telegram  made  a 
part  of  the  record  and  returned  t,o  me  for  my  file. 

The  Chairman.  The  committee  reporter  will  make  the  telegram  a 
part  of  the  record  and  return  it  to  you  for  your  files  as  requested. 

[Telegram] 

Wilmington,  Del.,  March  9,  193/f. 
Hon.  John  G.  Townsend,  Jr., 

Washington,  D.C: 
While  fully  in  accord  with  the  President's  recommendation  for  proper  legis- 
lation for  the  protection  of  investors  for  the  safeguarding  of  values  and  so  far 
as  it  may  be  possible  for  the  elimination  of  unnecessary  and  unwise  specula- 
tion, we  consider  that  the  Fletcher-Rayburn  National  Securities  Exchange  bill 
if  enacted  would  be  thoroughly  harmful  to  the  industrial  life  of  the  country  and 
would  adversely  affect  the  interests  of  all  citizens.  This  bill  in  our  opinion  is 
unnecessarily  and  dangerously  harsh  in  the  restrictions  it  would  impose  in  regu- 
lation the  legitimate  conduct  of  exchanges  and  would  result  in  depriving  indus- 
try of  access  to  private  capital.  Further,  we  believe  the  attempt  to  place  in 
the  hand  of  a  Federal  Commission  control  of  the  essential  functions  of  cor- 
porate management  goes  immeasurably  beyond  anything  contemplated  by  the 
President's  statement  and  would  seriously  endanger  the  interests  of  all  em- 
ployees and  stockholders  of  every  corporation.  Other  measures  have  been  sug- 
gested by  competent  and  disinterested  authorities  which  in  our  opinion  would 
accomplish  the  purpose  advocated  by  the  President  without  the  destructive 
effects  on  industry  which  would  undoubtedly  result  from  the  passage  of  this 
bill. 

Lexand  Lyon,  President  Atlas  Powder  Co. 
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Senator  Townsend.  Also,  Mr.  Chairman,  I  have  a  copy  of  a  letter 
wntten  by  J.  P  Morgan  &  Co.  to  you,  as  chairman  of  the  committee, 
copies  of  which  were  sent  to  each  member  of  the  committee    as  I 

re'iord  '  ^  '^'''''^'^  ^'^'^  ^'^  ^^''^  '"^'^^  ^  P''^^'^  ^^  ^^^^ 

The  Chairman.  That  will  be  done. 
(The  letter  above  referred  to  is  as  follows:) 

Hon.  Duncan  U.  Fletcher,  ^'''^^  ^'  1934. 

Chah-man  Committee  on  BanMng  and  Currency, 

United  States  Senate,  Washington   DC 

otIn'SJ^'^.Z^^f-^^^'^  York  Times  this  morning  says  that  Senator  Robinson 
ot  Indiana  speaking  in  tlie  Senate,  cited  testimony  before  the  Senate  Rnnkiii<r 
't"ni5^";;r'^P  Committee  tl^at  J.  P.  Morgan  &  Co.,  and  otlferV  ha^T  £Sl  ^f^St 
fetoc.  shortly  before  cancelation  of  the  contracts,  as  evidence  that  "  intern? 
tional  bankers  "  had  advance  information  -  «v  ucnce  mat      mterua- 

Any  suggestion  that  J.  P.  Morgan  &  Co.  had  advance  information  of  tbP 
action  referred  to  is  entirely  without  foundation  mioimation  of  the 

Tlie  4,500  shares  of  stock  in  the  United  Aircraft  Co.  sold  hy  us  Januirv  oa 
to  February  1  as  reported  to  your  committee  by  the  New  C-k  Stock  ExcSi^^ 
TS'^^^-''^^'^'^  °^  "^^  miscellaneous  collateral  secui^Tieffor  a  lar-e  loanTo 
C  E.  Mitchell,  made  in  1920,  concerning  which  loan  vour  committ^  has  full 
information  We  have  desired  to  realize  on  this  cXeiTas  opportiinUv 
offered,  and  accordingly  the  4,500  shares  of  United  Aiicia  t  s?ock  ami  some 
other  securities  in  unrelated   enterprises  have  been   solcl     These  sales  we^e 

Sers"'werdT"--'r'^"'K'  '"'"^""^  ^''^  suggestion  from  the  bor  oweJ  or 
SS  fL  We  had  no  information,  suggestion,  or  intimation  from  anyone  affect- 
ing the  airplane  industry  or  the  general  situation  beyond  what  wis  a  inatter 
of  common  knowledge  and  public  information  in  the  press 

V?ry  "truly'ySm-r  ""^  ""'  '""'"  '"^  '^''  '"'"'''^''  ^'  ^°"'"  ^'^^^^^ttee. 

J.    P.    MOBGAN    &   Co. 

lo  Tj^^^^^^i^^l""-  ^  l'-''^^  ""  ^^^^^^  ^^'^n^  the  Swartwoiit  Co.,  Cleve- 
tn  n..l2  ""'  ^f^^^^^f^d  to  '^/^  ^hich  I  wish  the  committee  Reporter 
to  make  a  part  of  the  record.  ^ 

The  Swaetwout  Co., 
Senator  Fi.etcher,  Cleveland,  Ohio,  March  5,  1934. 

Senate  Office  Buihling,  Washington,  D  C 

We  iiave  read  this  bill  through  very  carefully,  and  althouEh  there  nre  snn,« 
eve7tlnt'vm"Lev/„t'=""""'  ""  ?  ""'"  '"'"""vemence    there^l  ™  hh^wtot! 

t^^^^^l^t  Ira-T^^tTwl^f,  I'TlttTeC'tb  -"  --- 

Yoms  Very  truly  ""''  ^'■''"'  "'"^  outside. 

The  Swartwout  Co., 
D.  K.  SwAirrwouT,  .7r., 
Vice  President  and  General  Manager. 

Iptl^-!  ^,ff'^,f^^-  ^f  course   the  committee  has  received  numerous 
letteis  and  other  communications  in  regard  to  the  bill,  S.  2693   but 

^e^^ken'upTat^'"  ''"  '""'^  ''  '''''  '''''''  ^'"''^  ''''^''     ^^^^^^  ^^ 
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Mr.  Bernard  Winfield  wishes  to  submit  some  criticisms  of  the  bill, 
followed  by  some  recommendations,  and  we  are  glad  to  have  them 
for  our  consideration. 

(The  matter  above  referred  to  follows:) 

Bernakd  Winfield, 
isleio  York,  March  1,  1934. 
To  the  Senate  Committee  on  Banking  and  Currency  and  to  Members  of  the  House 

Interstate  and  Foreign  Commerce  Committee: 

The  purpose  of  this  communication  is  (1)  to  call  attention  to  a  provision  of 
the  proposed  National  Securities  Exchange  Act  of  1934,  which,  if  retained  in 
its  present  form  will  («)  at  least  partially  defeat  the  primary  purpose  of  the 
act,  and  (&)  legislate  certain  legitimate  business  out  of  existence;  and  (2)  to 
recommend  a  method  of  revising  tiiat  provision  in  such  a  way  as  to  help  ac- 
complisli  the  expressed  purposes  of  the  act,  without  working  undue  hardship 
on  honest  business  enterprises. 

A  study  of  the  proposed  act  indicates  that  among  its  purposes  are  the  pre- 
vention of  sudden  and  unreasonable  fluctuations  in  security  prices  and  the  pre- 
vention of  manipulation  which  results  in  such  violent  fluctuations. 

Among  the  provisions  of  section  S,  designed  to  prohibit  manipulation  of 
security  prices,  paragraph  (9)  of  subsection  (a)  of  that  section  prohibits  all 
use  of  puts,  calls,  straddles,  or  other  options  of  comparable  type  or  character. 
Whereas  other  methods  and  instruments  of  stock  trading  are  regulated,  the  use 
of  puts,  calls,  etc.,  is  prohibited. 

In  view  of  the  fact  that,  when  employed  in  certain  ways  and  in  connection 
with  certain  transactions,  puts,  and  calls  mny  help  to  prevent  the  sudden  and 
unreasonable  fluctuations  in  prices,  which  the  act  aims  to  prevent,  and  beyond 
this  niJiy  actually  foster  conservatism  in  trading  (and  to  that  extent  prevent 
excessive  speculation),  may  we  submit  for  your  consideration  the  advisability 
of  regulating  rather  than  prohibiting  the  use  of  puts  and  calls? 

DEFINITION   OF  PITTS  AND  CALLS 

A  "  put "  is  an  option  to  sell  stock ;  a  "  call "  is  an  option  to  buy  stock,  both 
forms  of  options  must  be  exercised  witliin  a  limited  period  of  time,  usually  30 
days  or  less,  in  both  cases  at  a  stipulated  price  below  tlie  current  market  in  the 
case  of  a  put  and  above  the  current  market  in  the  case  of  a  call.  The  stipulated 
price  is  usually  within  10  percent  of  the  current  market.  A  "straddle"  is  a 
contract,  either  or  both  to  buy  and  to  'sell  stock  at  the  market  price  prevailing 
at  the  time  it  is  n)ade,  exercisable  within  a  stipulated  r»eriod  of  time.  The 
purchaser  of  any  of  these  option  contracts  pays  a  premium  to  the  writer,  who 
is  the  person  or  company  agi-eeing  to  bniy  or  sell  stock  within  the  time  and 
at  the  price  stated. 

Puts  and  calls  should  not  be  confused  with  long-  or  short-term  options  given 
in  return  for  services  or  other  considerations,  including  the  privilege  of  buying 
stock  below  the  current  open  market  price  prevailing  at  the  time  the  option 
is  given.  Puts  and  calls  are  bought  and  paid  for  with  cash,  and  such  contracts 
expire  within  a  comparatively  short  time. 

Thus,  when  the  buyer  of  ji  security  also  purchases  a  put,  he  insures  himself 
of  a  place  to  dispo.se  of  that  security  at  a  specified  price;  the  seller  of  a  se- 
curity, by  purchasing  a  call,  insures  himself  of  a  place  to  repurchase  at  a 
si)ecitied  price,  thereby  establishing  the  limit  of  possible  loss  on  the  transaction. 
Used  in  this  manner,  puts  and  calls  ai"e  literally  a  form  of  insurance  policy. 

AN  INSUBANCB  INSTRUMENTALITY 

It  is  everywhere  recognized  that  the  insurance  of  risks  is  not  only  legitimate, 
but  highly  desirable.  Shippers  insure  cargoes,  manufacturers  and  merchants 
insure  credit  risks,  employers  and  automobile  owners  insure  against  liability, 
property  owners  against  fire  loss.  The  carrying  of  certain  forms  of  insurance 
protection  is  required  by  law. 

Considered  in  the  sense  that  insurance  companies  use  the  term  "  risk  ",  all 
investing  or  trading  in  securities  is  a  risk ;  every  purchase  or  sale  involves 
risk.  The  only  practical  way  that  such  risks  may  be  insured  at  the  present 
time  is  by  the  purchase  of  put  and  call  options,  supplementing  the  purchase  or 
sale  of  securities.     Since  one  of  the  evident  purposes  of  the  act  is  to  reduce 
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the  element  of  risk,  it  would  seem  reasonable  not  to  deny  the  investor  or 
trader  the  opportunity  to  insure  his  risk.  It  is  not  necessary  to  eliminate  the 
insurance  functions  of  puts  and  calls  in  order  to  prevent  such  options  from 
being  used  for  manipulative  purposes. 

A   PEEVENTIVB   OF   VIOLENT   PKICE   FLUCTUATIONS 

One  of  the  principal  factors  contributing  to  a  precipitous,  panicky  decline  in 
security  prices  is  fear- fear  that  prices  may  continue  to  drop.  Another  con- 
tubuting  factor  is  lack  of  financial  resources  to  carry  stock  through  a  substan- 
tial decline,  even  though  it  may  be  only  temporary.  On  a  declining  market 
fear  iquidation  and  forced  liquidation  both  tend  gi-eatly  to  increase  the  extent 
ot  a  decline  in  prices  and  intensify  its  disastrous  consequences 

The  investor  or  trader  who  holds  a  put  as  insurance  against  an  unlimited 
decline  in  price  knows  that  he  can  realize  a  fixed  price  for  his  securitierand 
therefore  is  not  influenced  to  liquidate  through  fear,  nor  is  he  forced  to  liJm^ 
date  through  lack  of  financial  resources.  If  options  existed  to  puiSse  or  se  11 
all  securities  within  10  percent  of  their  current  market  price,  such  sudden  Ind 
unreasonab  e  fluctuations  as  have  been  witnessed  at  times  luring  Ue  past  4 
years  would  have  been  impossible.  uunu^  cue  past  4 

It  is  not  intended  by  the  preceding  statements  to  imply  that  puts  and  calls 
form  a  guaranty  against  undesirable  fluctuations  in  security  price?  Th?  extent 
to  which  they  are  effective  is  determined  by  the  extent  o  which  they  a?e 
used  by  investors  or  traders.  Whereas  puts  and  calls  have  for  vears  been 
widely  usod  m  England  for  insurance  protection,  thev  have  been  thus  used  in 
t'r\^^'f^^'^''P  '?  ^"^  '^  ^^""^^^  ^^t^^t.  due  chiefly  to  the  Tme ricL  fnvi 

V"j!u^^f^:^:c?"u"^f  "f  ^^^'^^^  ''  "^^"^-"^^  ^^^''^^t  unlimited  loss?s 
la  security  tiansactions.  Investors  and  traders  should  be  educated  in  the 
proper  use  of  puts  and  calls,  not  prohibited  from  using  them  ^'"'^''^^''  '"  ^^^ 
fy.^..^^^  security  prices  decline  suddenly  and  to  great  extent,  it  is  because 
there  is  a  lack  of  buyers.  When  they  advance  unreasonably,  it  is  because  of  a 
lack  of  sellers.  A  put,  exercisable  at  a  given  point,  creates  a  buyer  a  call 
Sws'a'nrsellers  "^''^  '""""'  ''"'''""'  ''''^  ^^  ^'^^^^'^^"^  ^'  balnnirbe^we'en 

LEGITIMATE  MOTIVES  OF  PUT  AND  CALL  WRITERS 

if  fi'^nf,-^''  pm-pose  of  investing  in  securities  is  to  employ  capital  profitably 
It  IS  obvious  that  an  investor  or  investment  institution,  with  entirely  honest 
?;'  ;j".t,  "^!^^f«^^■^  ^o  either  to  accumulate  or  liquidate  shartloi  a  cS 
^tock,  nnd  in  the  process  of  doing  so  to  obtain  prices  as  favorable  as  possible 

^nS^y'lSSTtfob^jl^tiV^f  ^^^  -''''^'  ^'  ^"^^  -^^  -^^«  ^^^I-  to  !S^ 

a  call,  he  collects  a  cash  premium  for  entering  into  such  contracts   thus  eVrn  nf 

rSsro"s\l?Sflr?i""^'-  ^'^r'}  ^"^^^  -onir.ct!  re!St\n\i:"lZ!l 
puienase  oi  sale  ot  stock,  the  open  market  price  received  or  paid  is  more  favor- 
able than  the  market  price  current  at  the  time  the  put  and  c  1  i^orMnX 
written.  Between  the  more  favorable  purchase  or  sale  price  ami  tLnremhm 
f^iTV^'^  T^^^''''  ^.^°  ^^''^^«  option  contracts  is  abl"  o  achtvf  h^  oS 
i"v?r 'ble  S"^  ''^'^''^  ""''^^^'^^  ^"^^  accumulating  or  liqufdSng'^stockTn 

+5.1'  ^,«^■fVT^''™^l'^^''''''^  '''■  I'easonable  that  an  investor  or  investment  institu- 
tion should  be  prohibited  by  law  from  endeavoring  to  employ  his  cSlnS 
ably  by  contnict ing  to  sell  securities  above  the  cm'rent  iSef  oi  tS  buv  t£ 


MUTUALLY    ADVANTAGEOUS 

The  preceding  statement,  briefly  setting  forth  certain  legitimate  advinta-e^ 
accruing  to  both  the  writers  and  tbe  buyers  of  puts  a^u  call?  imUcatesUv!? 
such  transactions  may  be  simultaneously  advan  ageous  to  both  aS^^^^^  An 
insurance  company  makes  money  by  underwriting ^isks,  yet  Uie    nsured  afsS 
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benefits.  The  writer  of  puts  and  calls,  like  the  insurance  company,  enters  into 
the  contracts  to  make  money ;  but  the  investor  or  trader  who  pays  a  premium 
for  puts  and  calls  also  benefits — by  the  insurance  protection  which  he  thus 
obtains. 

Actuarial  principles  may  and  are  employed  in  writing  puts  and  calls,  the 
same  as  in  underwriting  other  foi'ms  of  risk. 

STRENGTHENING   MARGIN   ACCOUNTS 

Evidently  the  provisions  in  section  6  relating  to  max'gin  requirements  are 
Intended  to  deter  those  financially  ill-equipped  from  speculating  in  securities; 
to  prevent  sudden  and  wide  fluctuations  in  security  prices  through  foi'ced 
liquidation  of  weakly  margined  accounts ;  and  to  prevent  impairment  of  capital 
of  brokers  carrying  margin  accounts.  Proper  use  of  puts  and  calls  helps  to 
avoid  these  unfortunate  contingencies. 

Puts  and  calls  act  as  a  strengthening  factor  in  margin  accounts.  It  lias 
long  been  against  the  rules  of  the  New  York  Stock  Exchange  for  traders  who 
hold  puts  and  calls  to  carry  accounts  on  any  less  margin  than  in  required 
otherwise.  Thus,  when  a  trader  holds  a  put  or  a  call,  the  broker  carrying 
his  account  is  doubly  protected.  Should  the  price  of  stock  fluctuate  to  the 
point  where  the  tradei"'s  margin  is  wiped  out,  and  should  the  broker  be 
unsuccessful  in  either  obtaining  more  margin  or  closing  out  the  trader's 
account,  the  put  or  call,  as  the  case  may  be,  protects  the  broker  from  loss. 

The  element  of  strength  which  puts  and  calls  imparts  to  margin  accounts 
would  obviate  the  necessity  of  sustaining  many  such  losses  by  both  traders 
and  brokers  as  have  bestrewn  the  records  of  the  past  4  years. 

BECOMMENDATIONS 

Assuming  that  the  act,  insofar  as  its  provisions  apply  to  puts  and  calls, 
is  intended  to  prevent  price  manipulation,  violent  fluctuations,  and  reckless 
speculation,  and  further  assum  ng  that  the  act  is  not  intended  to  deny  the 
investor  or  trader  the  advantages  of  insurance  protection,  it  is  suggested  that 
puts  and  calls  be  not  prohibited,  but  regulated ;  and  that  such  regulation  be 
provided  for  by  revising  sec.  8  of  tlie  bill  so  that  it  includes  the  following 
provisi(m : 

"  That  all  transactions  in  securities  against  a  put,  call  straddle,  or  other 
ontion,  be  subject  to  the  same  rules  and  regulations  with  reference  to  margin 
requirements,  pool  operations,  short  selling,  or  manipulation,  as  apply  to  other 
transactions."  \ 

Respectfully  submitted. 

Bernard  Winfield. 

The  Chairman.  Judge  J.  Harry  Covington,  counsel  for  the  Amer- 
ican Institute  of  Accountants,  has  submitted  on  behalf  of  John  L. 
Carey,  secretary  of  that  Institute,  some  suggestions  in  regard  to 
the  pending  bill,  which  will  be  made  a  part  of  the  record  for  con- 
sideration by  the  committee. 

(The  matter  above  referred  to  is  as  follows:) 

Co^^;NGTON,  Bueling,  Rublee,  Acheson  &  Shorb, 

Washington,  D.C.,  March  8,  193 '/. 
Hon.  Duncan  U.  Fletcher, 

Chairman  of  Committee  on  Banking  and  Currencjf, 

United  States  Senate,  Washington,  B.C. 
Dear  Sib:  Incident  to  the  hearings  on  the  bill,  H.R.  7852,  proposing  to  enact 
the  "  National   Securities  Exchange  Act  of  1934 ",  the  American  Institute  of 
Accountants  herewith  presents  a  memorandum  brief  which  it  requests  to  be 
incorporated  in  the  hearings. 

This  brief  sets  forth  the  views  of  the  public  accountants  respecting  certain 
changes  in  the  bill  which  are  believed  to  be  essential  for  reasonable  and  effective 
administration,  and  properly  to  limit  the  responsibility  of  the  public  accountants. 
Sincerely  yours, 

J.  Harry  Covington, 
Counsel  for  American  Institute  of  Accountants. 
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Memorandum  Submitted  by  American  Institute  of  Accountants 

This  memoranclum  is  respectfully  submitted  to  the  congressional  committees 
which  have  under  consideration  the  so-called  "national  securities  exchange 
bill  of  1934  ",  on  behalf  of  the  American  Institute  of  Accountants,  national  pro- 
fessional accountancy  organization. 

ANNUAL  AND  QUAETEBLY  AUDITS 

Section  12  (a)  (2)  of  the  bill  would  require  every  issuer  of  a  security  reg- 
istered on  a  national  securities  exchange  to  file  with  the  Federal  Trade  Com- 
mission annual  and  quarterly  reports,  including  among  other  things  a  balance- 
sheet  and  profit-and-loss  statement  certified  by  an  independent  public  accountant 

We  approve  the  requirement  of  at  least  one  report  each  vear  certified  by  inde- 
pendent public  accountants.  This  is  in  accord  with  what  is  commonly  regarded 
as  good  practice. 

It  is  preferable  that  the  certified  report  be  rendered  as  of  a  date  marking 
the  end  of  the  natural  business  year  of  the  company  concerned  (which  is  not 
necessarily  Dec.  31),  i.e.,  the  date  most  closely  coinciding  with  the  termination 
of  the  annual  business  cycle,  which  is  also  usually  the  date  at  which  inventories 
are  at  their  minimum.  The  work  of  the  regulatory  body  would  be  facilitated 
by  spreading  the  closing  dates  of  various  industries  in  accord  with  their 
natural  fiscal  periods,  and  resulting  financial  statements  would  be  more  valuable 
for  comparative  purposes.  It  is  suggested  that  there  be  inserted  in  section  12 
(a)  (2)  a  provision  making  it  clear  that  annual  reports  are  to  be  filed  as  of 
the  date  marking  the  end  of  the  natural  business  year  of  the  company  con- 
cerned. 

However,  there  is  serious  question  in  our  minds  whether  the  requirement 
of  quarterly  reports  certified  by  independent  public  accountants  is  desirable  in 
all  cases. 

Accounts  are  essentially  continuous  historical  records  and  accounting-  state- 
ments for  brief  periods  of  time  are  less  significant  and  valuable  than  for  longer 
periods  of  time.  On  the  basis  of  personal  judgment  and  convention  certain 
charges  and  credits  must  be  assigned  more  or  less  arbitrarily  to  one  period  or 
another  and  when  the  period  is  as  short  as  3  months  it  is  very  difficult  to  pre- 
pare accounting  statements  which  are  not  open  to  the  danger  6f  misleading  the 
uninfoimed  reader.  Items  of  income  or  expense,  which  are  extraordinary  or 
unusual  m  either  nature  or  amount  influence  the  net  result  shown  for  a  given 
quarter  to  a  greater  disproportionate  extent  than  they  would  influence  the  net 
result  shown  by  an  annual  statement  which  includes  the  same  items  Mauv 
businesses  are  of  a  highly  seasonal  nature,  e.g.,  automobile,  department  stores 
(with  Easter  and  Christmas  seasons),  flour  milling,  and  other  industries  related 
in  one  way  or  another  to  agriculture,  and  the  real  result  of  the  operations  is 
not  dependent  on  a  few  months— as  quarterly— but  on  at  least  the  full  annual 
cycle.  It  must,  therefore,  be  recognized  that  the  results  shown  by  quarterly 
statements  cannot  be  stated  with  the  same  degree  of  accuracy  as  statements 
for  a  longer  period,  such  as  annual  statements.  -iciLeuieuis 

It  is  not  intended  to  be  argued  that  corporations  generally  should  not  inform 
their  stockholders  quarterly  of  the  corporation's  progress,  but  it  should  be 
recognized  that  such  quarterly  statements  are  to  a  greater  extent  dependent 
upon  estimates  than  needs  to  be  the  case  with  statements  for  ?ngerfolr  ods 
Neither  is  it  argued  tha  more  frequent  than  annurJ  examinations  (tf  corporate 
accounts  are  not  desirable,  but  to  require  that  quarterly  statements  must  be 
certified  won  d  tend  to  give  them  a  weight  and  authority  beyond  tLu  which 

tSeon      '^  ^  """''"'''  ""    "''^^'^  ''''^"  ^'^^  "'^"^'"^'^  *«  ^^^'^  '^"  undue  reliance 
In  view  of  the  foregoing,  it  would  be  unreasonable,  and  indeed  improper   to 

place  upon  public  accountants,  with  respect  to  quarterly  statements   the  hekvy 

burden  of  responsibility  set  forth  in  section  17  of  the  bill 

If  it  is  considered  essential  that  independently  audited  statements  be  sub- 

™?  "fn"^  f^'^.l  "''*"  "^"'^  ""  ^'^'•''  "^^'"^  ^^""'^^  be  less  objection  to  semiannual 
reports  than  to  those  covering  only  3  months.  ^^^umnuai 

liability 


Section  17  (a)  of  the  bill  provides  that 


i/r^l  T        ^'""'^      "'^  .}  provides  that  accountants  may  be  sued  for  damages 
if  they  have  made  any  statement  which  is  false  or  misleading  in  resnect  to  anv 


espect  to  any 
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matter  sufficiently  important  to  influence  the  judgment  of  an  average  investor. 
It  will,  of  course,  become  the  duty  of  the  courts  to  determine  what  might  in- 
fluence the  judgment  of  an  "  average  investor ",  as  the  courts  have  had  for 
many  years  the  duty  of  determining  what  might  be  the  actions  or  the  judgment 
of  a  '■  reasonable  man."  Tlie  term  "  average  investor  "  has  had  no  judicial 
determination.  It  is,  in  fact,  novel  to  the  law,  and  the  type  of  person  who  is 
an  "  average  investor  "  may  vary  greatly  in  different  parts  of  the  country.  We 
suggest,  therefore,  that  the  phrase  "  an  average  investor  "  appearing  in  section 
17,  page  32,  line  2,  be  changed  to  "  a  reasonable  man."  The  action  and  the 
judgment  of  "  a  reasonable  man  ",  and  consequently  matters  which  would  in- 
fluence that  action  or  judgment,  can  in  harmony  with  the  existing  general  law 
be  readily  determined  by  the  courts. 

It  is  necessary  for  us  to  object  most  strenuously  to  the  measure  of  damages 
outlined  in  section  17  (b)  and  (c).  Under  these  provisions  it  is  possible  that 
an  accountant  who  had  made  an  honest  error  miglit  be  held  liable  for  an 
amount  which  would  have  no  relation  whatever  to  the  amount  of  damage 
occasioned  by  his  error.  The  accountant  is  an  expert  exercising  his  profes- 
sional skill  and  judgment  for  a  fee.  It  seems  to  us  that  there  is  no  precedent 
in  law  or  equity  on  the  basis  of  which  such  an  expert  sliould  be  exposed  to 
immeasurable  liability  in  the  absence  of  fraud. 

It  seems  perfectly  possible  that  under  section  17  (b)  and  (c)  an  investor 
who  had  sustained  loss  might,  if  he  discovered  an  error  in  the  statement 
certified  by  an  independent  accountant,  sue  that  accountant  for  a  sum  much 
greater  than  the  amount  of  the  damage  occasioned  by  the  accountant's  error. 
Such  a  provision  would  be  likely  to  encourage  unwarranted  suits  against 
accountants  and  would  impose  upon  the  profession  the  heavy  tinancial  burden 
of  defending  such  suits  even  though  the  courts  found  the  accountants  blame- 
less. 

No  reputable  accountant  has  any  desire  to  deny  or  ignore  his  responsibility 
to  those  who  rely  upon  statements  which  he  certifies.  The  courts  under  exist- 
ing law  have  already  imposed  upon  accountants  a  financial  liability  quite 
sufficient  to  deter  any  accountant  troni  dolilierate  fraud  or  deceit.  A  public 
accountant's  reputation  for  probity  is  his  chief  asset  and  no  one  would  be 
willing  to  risk  the  professional  destructon  which  certainly  follows  discovery 
of  a  dishonest  or  a  careless  act. 

It  seems  to  us  that  the  measure  of  damages  imposed  upon  accountants  by 
section  17  (b)  and  (c)  is  of  a  punitive  character  which  is  unreasonable  and 
unwavninted  by  the  record  of  the  accountancy  profession  in  the  United  States, 
and  we  respectfully  request  that  it  be  modified. 

UNIFORM    ACCOUNTING 

Under  section  18  (b)  of  the  bill  the  Federal  Trade  Commission  would  have 
power  to  prescribe  uniform  accounting  for  industry.  This  provision  we  believe 
does  not  belong  in  a  bill  designed  to  regulate  national  securities  exchanges. 
It  is  a  matter  of  such  great  importance  that  it  should  be  considered  as  a 
separate  problem.  We  understand  that  a  committee  on  uniform  accounting 
and  statistical  reporting  for  industry  appointed  by  the  Secretary  of  Com- 
merce is  now  giving  thought  and  study  to  the  matter. 

The  application  of  attempted  uniformity  in  the  keeping  of  the  accounts  of 
public  utilities  and  railroads  h.is  not,  it  is  believed,  tended  toward  the  pre- 
sentation of  more  dependable  financial  statements  by  companies  in  those  fields 
than  has  been  the  case  with  industrial  companies.  On  the  contrary,  it  is 
believed  that  there  has  been  a  greater  advance  in  the  accounting  practices 
and  in  the  recognition  and  treatment  of  such  problems  as  those  arising  with 
respect  to  allowances  for  depreciation  of  plant  and  property,  etc.,  in  tlie  case 
of  representative  industrial  companies  than  in  the  fields  subject  to  govern- 
mental regulation  of  accounting.  Uniformity  of  principles  is  vastly  more  im- 
portant than  superficial  uniformity  of  form. 

It  should  also  be  observed  that,  if  public  accountants  are  to  have  imposed 
upon  them  the  heavy  burden  of  responsibility  set  forth  in  section  17,  there  is 
a  gross  inequity  in  having  a  body  which  obviously  does  not,  and  can  not,  have 
the  background  of  professional  training  and  experience  in  accounting  essential 
to  enable  it  to  speak  the  last  word  on  such  a  subject  and  the  immediate  first 
hand  contact  with  new  problems  constantly  arising,  empowered  to  prescribe 
the  form  or  manner  in  which  the  financial  statements  to  be  certified  by  the 
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public  accountant  shall  be  prepared.  Rigidity  of  form  may  be  dangerous  be- 
cause It  cannot  in  the  very  nature  of  the  case  foresee  and  prepare  for  tht 
disclosure  required  with  respect  to  new  developments  or  situations  bavin-  an 
important  bearing  upon  the  statement  of  the  results  of  a  compan'^s  Jpemions 
or  of  Its  financial  position.  A  sufficient,  and  at  the  same  time  more  leasonaWe 
requirement  is  that  the  Federal  Trade  Commission  mav  call  fS  the  disclosure 
m  the  financial  statements  of  any  information  which  i  deems  essentiafo?ie 
completeness  or  clear  understanding  thereof.  t^^^entiai  to  tne 

I  In  the  final  analysis,  the  problem  of  disseminating  reliable  financial  in- 
formation o  investors  is  not  dependent  upon  the  application  of  uniform  account 
mg  methods  or  upon  a  rigid  uniformity  in  form  of  the  statements  To  be  sub 
mitted  to  investors.  Further,  the  introduction  of  unifoi-maccoumhig  methods 
or  of  uniform  forms  of  financial  statements  will  not  solve  the  problem 
v-,-1  f  h"^^-^'  '''^.  ^^^i^""^  '^  inappropriate  and  undesirable  from  the  point  of 
h    T^^'V''^  ^"^^?<^''.^  that  there  be  included  in  this  biU  a  provisSn  authorizing 

Respectfully  submitted 

John  L.  Caby, 
New  Yoek,  March  6,  1934.     ^''^'^"'^'  ^'"^'-'^"^  ^^^^M^^te  of  Accountants. 

The  Chairman.  There  is  no  one  else  here  this  morning,  I  believe 
«^ho  desired  to  be  heard?  [A  pause,  without  respons'e.]  Unliss 
some  member  of  the  committee  has  something  to  suggest,  we  will 
now  adjourn  until  10 :  30  Monday  mornino-  ^^      ' 

.    (Thereupon,  at  11:05  Friday,  Mar.  9^  1934,  the  committee  ad- 
journed to  meet  at  10 :  30  a.m.  Monday,  Mar.  12,  1934.) 
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MONDAY,   MARCH   12,   1934 

United  States  Senate, 
Committee  on  Banking  and  Currency, 

Washington^  D.G. 
The  committee  met  at  10:30  a.m.,  pursuant  to  adjournment  on 
Friday,  March  9,  1934,  in  room  301  of  the  Senate  Office  Building, 
Senator  Duncan  U.  Fletcher  presiding. 

Present:  Senators  Fletcher  (chairman),  Adams,  Bulkley,  Golds- 
borough,  Townsend,  and  Kean. 

Present  also :  Ferdinand  Pecora,  counsel  to  the  committee ;  Julius 
Silver  and  David  Saperstein,  associate  counsel  to  the  committee;  and 
Frank  J.  Meehan,  chief  statistician  to  the  committee;  and  Roland 
L.  Redmond,  counsel  to  the  New  York  Stock  Exchange. 

The  Chairman.  The  committee  will  come  to  order,  please.  Will 
Mr.  Whitney  please  come  up  to  the  committee  table  ? 

STATEMENT  OF  RICHARD  WHITNEY,  PRESIDENT  OF  THE  NEW 
YORK  STOCK  EXCHANGE— Resumed 

The  Chairman.  Mr.  Whitney,  Mr.  Pecora  wants  to  ask  you  some 
questions  in  connection  with  the  additional  data  to  be  submitted  to 
the  committee  this  morning. 

Mr.  Pecora.  Mr.  Wliitney,  as  to  the  additional  data  you  expected 
to  receive  from  the  members  of  the  New  York  Stock  Exchange  in 
reply  to  a  questionnaire  you  addressed  to  them  a  week  ago  Saturday, 
that  is,  on  March  3,  1934,  respecting  transactions  in  the  so-called 
"  aviation  stocks  ",  have  you  that  data  here  now  ? 

Mr.  Whitney.  Yes,  sir.  We  have  the  originals  right  here  on  the 
table  before  you.  I  might  explain  that  we  have  brought  in  both 
the  originals  and  duplicates  of  the  originals. 

Mr.  Pecora.  Mr,  Chairman,  I  wish  that  they  might  be  received  in 
evidence  but  need  not  be  spread  on  the  record  of  the  committee's 
hearings. 

The  Chairman.  All  right;  they  will  be  received  in  evidence  and 
marked  for  identification. 

Senator  Kean.  Mr.  Chairman,  I  suggest  that  Mr.  Whitney  file 
with  the  committee  a  copy  of  the  questionnaire  that  he  sent  out  to 
the  members  of  the  New  York  Stock  Exchange. 

Mr.  Pecora.  That  has  already  been  made  a  part  of  the  record  of 
the  committee's  hearing,  Senator  Kean. 

Senator  Kean.  All  right. 

Mr.  Whitney.  Yes,  sir;  that  is  a  part  of  your  record  as  of  March 
3,  1934,  I  believe. 
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Mr.  Pecoea.  Have  yon  a  tabulation  of  these  returns  made  by  the 
members  of  the  exchan^fe,  Mr.  Wliitney? 
Mr.  Whitney.  If  I  might  explain? 
Mr.  Pecora.  Certainl}^ 

Mr.  Whitney.  We  are  handing  you  the  original  answers  made  by 
the  members  of  the  New  York  Stock  Exchange  to  the  questionnaire 
and  you  will  find  those  originals  in  the  packages  here  on  the  table 
before  me.  And  we  have  duplicates  of  these  original  answers  in  our 
hands.  I  wish  to  apologize,  perhaps,  for  the  condition  of  some  of 
these  original  answers  made  by  members  of  the  exchange,  because 
they  have  been  worked  on,  and  check  marks  have  been  made  upon 
them  in  order  to  get  the  compilations  of  the  purchases  and  sales  in 
the  case  of  each  one  of  these,  I  believe,  seven  so-called  "  aviation 
stocks.  There  were  some  sixty-odd  thousand  tickets  which  had  to 
be  written  up  from  these  original  returns,  and  sorted  by  names  as 
well  as  by  stocks. 

I  have  also  here  one  of  these  compilations  made  of  all  trades 
from  December  1,  1933,  to  February  9,  inclusive,  in  United  Aircraft 
&  Transport  Corporation  stock.  I  have  some  10  copies  of  thi-^ 
compilation  for  the  use  of  the  members  of  the  committee,  which  we 
will  also  make  available  to  you. 

The  balance  of  the  trades,  in  the  case  of  the  other  so-called  "  avia- 
tion stocks  ",  we  will  have  ready  for  you  just  as  soon  as  they  can 
be  made  available. 

Mr.  Pecora.  Could  you  give  us  some  idea  when  that  will  be^ 
Mr.  Whitney.  I  think  by  Thursday  or  Friday  of  this  week  all 
will  be  ready  to  be  submitted  to  you. 

The  Chairman.  Does  that  apply  to  one  company,  and  do  you 
mean  that  you  will  have  the  same  compilation  made  ^as  to  the  other 
stocks  i 

Mr.  Whitney.  Yes,  sir.  This  applies  as  to  a  compilation  for  one 
company,  being  the  United  Aircraft  &  Transport  Corporation 
&tock;  and  we  will  get  the  other  compilations  ready  for  you  on 
Ihursday  or  Friday  of  this  Aveek.  You  have  here  on  the  committee 
table  the  original  answers,  and  also  there  are  duplicates  that  we 
have  made,  having  made  up  individual  tickets  for  each  trade  made 
during  that  period  of  a  little  over  2  months,  and  they  have  been 
sorted,  as  I  say,  by  names  and  by  stocks;  and  from  that  data  com- 
pilations have  been  made  and  are  now  being  made.  But  the  com- 
pilation IS  only  available  this  morning  as  to  the  one  company.  This 
has  been  a  stupendous  task,  as  you  may  well  imagine. 

Senator  Adams.  I  hope,  Mr.  Whitney,  you  are  not  purposing  to 
render  a  bill  to  the  committee  of  the  cost  to  you  of  this  work 

Mr.  Whitney.  Would  you  be  good  enough'to  permit  me  to  do  so? 

Senator  Adams.  I  am  afraid  the    chairman  would  not  permit  that. 

Senator  Goldsborough.  Will  these  compilations  cover  all  of  the 
several  cor])orations? 

Mr.  Whitney.  Yes,  sir.  We  have  a  compilation  for  but  one  com- 
pany here  this  morning,  but  when  we  complete  the  work  the  com- 
pilations will  cover  all  of  the  companies  as  to  which  request  was 
made  tor  information. 

The  Chairman.  That  material  may  be  received  in  evidence  and 
marked  for  identification.    And  the  subsequent  material  as  it  comes 
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in  may  be  likewise  received  in  evidence  and  marked  for  identifica- 
tion. 

(The  several  volumes  of  original  replies  submitted,  being  answers 
received  from  members  of  the  New  York  Stock  Exchange  in  re- 
sponse to  its  questionnaire  under  date  of  Mar.  3,  1934,  was  marked 
'•  Whitney  Exhibit  No.  7  for  identification,  Mar.  12,  1934  ",  and  the 
data  is  to  be  turned  over  to  Mr.  Pecora.) 

The  Chairman.  Now  the  question  arises :  What  will  the  committee 
do  with  this  data?  It  seems  to  me  that  all  of  this  data  ought  to 
be  referred  to  Mr.  Pecora,  general  counsel  to  the  committee,  for  his 
examination  and  report.  And  it  is  now  for  the  committee  to  decide 
whether  this  material  should  be  made  public  or  await  a  report  on 
it  from  our  general  counsel. 

Senator  Kean.  I  move  that  it  be  made  public. 

Senator  Goldsborough.  I  see  no  objection  to  it. 

The  Chairman.  We  haven't  the  data  in  shape  to  be  made  public. 

Mr.  Pecora.  This  portion  now  introduced  represents  the  returns 
made  by  the  members  of  the  New  York  Stock  Exchange  as  to  trans- 
actions in  United  Aircraft  &  Transport  Corporation  stock.  There 
are  seven  other  issues  involved.  1  see  no  objection  to  making  this 
public,  Mr.  Chairman. 

The  Chairman.  Very  well,  this  will  be  made  public. 

Mr.  Whitney.  Mr.  Pecora,  I  have  forgotten  whether  there  were 
seven  or  eight  requested,  but  we  have  and  will  have  whatever  they 
are. 

Mr.  Pecora.  I  believe  there  were  eight  different  issues,  but  two 
of  them  referred  to  securities  of  one  company. 

Mr.  Redmond.  Two  of  them  were  Curt iss- Wright  issues. 

ISIr.  Pecora.  There  were  seven  companies,  but  a  total  of  eight 
stock  issues. 

]\Ir.  Whitney.  What  I  want  to  say  is,  that  whatever  your  request 
was,  you  will  receive  compilation?  covering  those  stocks,  this  com- 
pilation now  presented  being  only  for  the  one  stock. 

Mr.  PEa)RA.  It  would  be  a  matter  of  great  convenience  to  me  if 
I  might  have  two  copies  of  this  compilation  instead  of  one,  so  that  I 
might  send  one  to  New  York  to  be  worked  on  by  the  committee's 
staff  up  there. 

Mr.  Redmond.  Here  is  another  copy  of  the  compilation  for  you, 
Mr.  Pecora, 

Mr.  Pecora.  I  find  there  are  eight  corporations,  with  two  issues 
in  the  case  of  one  corporation,  being  the  Curtiss-Wright  Corpora- 
tion, making  nine  issues  in  all. 

Mr.  Redmond.  Very  well.  Whatever  the  questionnaire  shows  I 
am  sure  is  right. 

Mr.  Pecora.  All  right.     If  this  may  now  be  marked. 

The  Chairman.  That  will  be  received  in  evidence  and  appropri- 
ately marked  for  identification. 

(The  compilation  for  the  United  Aircraft  &,  Transport  Corpora- 
tion stock  was  marked  "Whitney  Exhibit  No.  8  for  identification. 
Mar.  12,  1934  ",  and  the  data  was  turned  over  to  Mr.  Pecora.) 

ISIr.  Pecora.  Now,  Mr.  Whitney,  have  you  the  minute  books  of  the 
various  committees  of  the  New  York  Stock  Exchange  called  for 
about  a  week  ago? 
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Mr.  Whitney.  Mr.  Kedmond  says  they  are  here. 
Mr.  Pecora.  May  they  now  be  produced  and  marked  for  identifi- 
cation, and  made  avaiL^ble  to  me  so  that  I  may  examine  them  ? 

Mr.  Whitney.  I  wish  to  stress  again,  Mr.  Chairman,  the  very 
confidential  nature  of  some  of  the  matter  contained  in  these  minute 
books,  relating  to  outsiders  as  well  as  to  members  of  the  New  York 
Stock  Exchange.  I  therefore  desire  very  earnestly  to  request  that 
that  fact  be  fully  realized. 

Mr.  Pecora.  I  am  going  to  say,  Mr.  Whitney,  that  full  heed  will 
be  given  to  the  situation  you  have  in  mind  and  now  call  the  atten- 
tion of  the  committee  to.  That  is  why  I  am  now  asking  that  these 
records  may  merely  be  marked  for  identification  and  not  actually 
placed  in  evidence.  I  will  go  over  them  with  the  members  of  my 
staff,  and  we  will  only  utilize  for  the  committee  record  such  portions 
thereof  as  are  pertinent  to  the  inquiry. 

The  Chairman.  They  will  be  marked  for  identification  and  re- 
ferred to  the  general  counsel  of  the  committee  as  they  are  now 
produced. 

Mr.  Eedmond.  Mr.  Chairman,  I  produce  first  the  report  submitted 
to  the  committee  on  publicity  of  the  New  York  Stock  Exchange  and 
dated  April  21,  1931,  which  was  covered  by  your  subpena. 

The  Chairman.  That  will  be  received  and  appropriately  marked 
for  identification. 

(The  report  of  the  Committee  on  Publicity  of  the  New  York  Stock 
Exchange,  dated  Apr.  21,  1931,  was  marked  "  Whitney  Exhibit  No. 
8-A  for  identification.  Mar.  12,  1934  ",  and  will  be  referred  to  Mr. 
Pecora.) 

Mr.  Redmond.  I  now  produce  the  minute  book  of  the  Conference 
Committee  of  the  New  York  Stock  Exchange  for  the  period  from 
the  inception  of  that  committee  in  June  of  1925  down  to  date.  I 
might  explain  that  there  have  been  held  a  number  of  meetings  by 
this  committee  subsequent  to  June  14,  1933,  the  minutes  of  Avhich 
have  not  been  included  in  this  book  but  still  are  in  draft  form,  it 
being  the  practice  to  write  those  minutes  up  only  periodically. 

The  Chairman.  The  book  will  be  received  and  marked  for  identi- 
fication. 

(The  minute  book  of  the  conference  committee  of  the  New  York 
Stock  Exchange  from  June  of  1925  to  date  was  marked  "  Whitney 
Exhibit  No.  9  for  identification.  Mar.  12,  1934,"  and  the  same  will 
be  turned  over  to  Mr.  Pecora.) 

Mr.  Redmond.  I  now  produce  minute  book  no.  10  of  the  governino- 
committee  of  the  New  York  Stock  Exchange,  containincr  the  minutes 
of  said  committee  from  June  27,  1929,  to  May  3,  1933^  This  book 
covers  a  longer  period  than  was  referred  to  in  the  subpena,  but 
I  produce  the  volume  because  the  minutes  of  1930  are  included 
in  it. 

The  Chairman.  The  same  will  be  received  and  marked  for  identifi- 
cation. 

(The  minute  book  of  the  governing  committee  of  the  New  York 
Stock  Exchange  from  June  27,  1929,  to  Mav  3,  1933.  was  marked 
"Whitney  Exhibit  No.  10  for  identification.  Mar.  12,  1934,"  and  the 
same  will  be  turned  over  to  Mr.  Pecora.) 

Mr.  Redmond.  I  produce  minute  book  no.  11  of  the  minutes  of  the 
governing  committee  of  the  New  York  Stock  Exchange,  coverin«T 
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the  minutes  of  said  committee  from  May  9,  1933,  up  to  and  including 
February  20,  1934.  I  might  explain  that  I  believe  there  have  been 
one  or  more  meetings  of  the  committee  since  that  date  which  have 
not  been  recorded  in  the  minute  book  due  to  the  fact  that  these 
minute  books  have  either  been  in  transit  between  Washington  and 
New  York  or  were  being  held  here  awaiting  production  before  this 
committee. 

The  Chairman.  Let  the  book  be  received  and  appropriately 
marked  for  identification. 

(Minute  book  no.  11  of  the  governing  committee  of  the  New  York 
Stock  Exchange  was  marked  "  Whitney  Exhibit  No.  11  for  identifi- 
cation. Mar.  12,  1934,"  and  will  be  turned  over  to  Mr.  Pecora.) 

IVIr.  Redmond.  I  produce  the  minute  book  of  the  committee  on 
business  conduct  of  the  New  York  Stock  Exchange,  containing  the 
minutes  of  said  committee  from  December  29,  1930,  to  September 
21,  1931. 

The  Chairman.  Let  tlie  same  be  received  and  appropriately 
marked  for  identification. 

(The  minute  book  of  the  committee  on  business  conduct  of  the 
New  York  Stock  Exchange  from  Dec.  29,  1930,  to  Sept.  21,  1931, 
was  marked  "Whitney  Exhibit  No.  12  for  identification.  Mar.  12, 
1934  ",  and  will  be  turned  over  to  Mr.  Pecora.) 

Mr.  Redmond.  I  jiroduce  another  minute  book  of  the  committee 
on  business  conduct  of  the  New  York  Stock  Exchange,  containing 
the  minutes  of  said  committee  from  September  22,  1931  to  June 
30,  1933. 

The  Chairman.  The  same  will  be  received  and  appropriately 
marked  for  identification. 

(A  minute  book  of  the  committee  on  business  conduct  of  the  New 
York  Stock  Exchange  for  the  period  from  Sept.  22,  1931,  to  June 
30,  1933,  was  marked  "  Whitney  Exhibit  No.  13  for  identification. 
Mar.  12,  1934  ",  and  the  same  will  be  turned  over  to  Mr.  Pecora.) 

Mr.  Redmond.  I  produce  another  minute  book  of  the  committee  on 
on  business  conduct,  containing  the  minutes  of  said  committee  from 
February  2,  1933,  to  February  21,  1934.  I  might  explain  that  the 
minutes  of  the  committee  from  February  8  to  February  21,  1934, 
appear  in  this  volume  in  draft  form  only,  because  they  have  not  yet 
been  approved  by  the  committee  on  business  conduct,  and  that  there 
have  been  several  meetings  of  this  committee  since  February  21, 
1934,  which  have  not  been  recorded  in  this  minute  book  because  these 
books  have  been  under  subpena  here  in  Washington. 

The  Chairman.  The  same  will  be  received  and  appropriately 
marked  for  identification. 

(The  minute  book  of  the  Committee  on  Business  Conduct  of  the 
New  York  Stock  Exchange  for  the  period  from  Feb.  2,  1933,  to 
Feb.  21,  1934,  was  marked  "  Whitney  Exhibit  No.  14  for  identifica- 
tion. Mar.  12,  1934 ",  and  the  same  will  be  turned  over  to  Mr. 
Pecora.) 

Mr.  Redmond.  Mr.  Pecora,  the  same  subpena  under  which  I  am 
producing  these  various  minute  books  called  for  a  certain  financial 
statement  of  the  New  York  Stock  Exchange,  or  rather  certain  finan- 
cial statements.     Do  you  wish  them  produced  at  this  time? 

Mr.  Pecora.  If  you  will. 

175541— 34— PT  15 51 
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Mr.  Kedmond.  I  now  produce  an  envelope  containing:  reports  of 
the  finances  of  the  New  York  Stock  Exchange  for  the'^  years  1931 
1932,  and  1933.     The  report  for  1932  inchides  comparable  figures 
for  the  year  1931,  and  therefore  that  single  repoit  covers  2  years. 
Do  you  want  these  now,  Mr.  Pecora? 

Mr.  Pecora.  If  you  will  just  have  them  marked  for  identification. 
Eedmond.  Do  you  wish  each  report  separately? 
Pecora.  Yes ;  if  you  will. 
Redmond.  I  produce  first  the  report  of  finances  for  1931  and 


Mr 
Mr 
Mr 

1932. 


The  Chairman.  The  same  will  be  received  and  appropriately 
marked  for  identification. 

(The  financial  report  of  the  New  York  Stock  Exchant^e  for  1931 
and  1932  was  marked  "  Whitney  Exhibit  No.  15  for  identification. 
Mar.  12,  1934  ",  and  will  be  turned  over  to  Mr.  Pecora.) 

Mr  Eedmond.  Next  I  produce  the  report  of  finances  for  the  vear 
ended  December  31,  1933. 

The  Chairman  The  same  will  be  received  and  appropriated 
marked  for  identification.  r-i     r-  j 

(The  financial  report  of  the  New  York  Stock  Exchange  for  the 
year  ending  Dec.  31,  1933,  was  marked  ''  Whitney  Exhibit  No    16 
lor  identification,  Mar.  12,  1934",  and  will  be  turned  over  to  Mr' 
Pecora. ) 

Mr.  Redmond.  I  produce  the  financial  statements  of  the  New  York 
fetock  Exchange  Building  Co.,  an  affiliated  company  of  the  exchan^re 
for  the  year  ended  December  31,  1932.     This  report  contains  in'' a 
separate  column  comparable  figures  for  the  year  1931,  so    in  effect 
it  covers  both  years.  '  ' 

The  Chairman.  It  will  be  received  and  appropriately  marked  for 
laentincation. 

(The  reports  of  the  financial  condition  of  the  New  York  Stock 

u^n^I"^^  ?"ui"AT^'';i^/  *^^  y^""''^  l^^l  «"d  1932  were  marked 

Whitney  Exhibit  No.  17  for  identification.  Mar.  12,  1934  "  and  the 
same  will  be  turned  over  to  Mr.  Pecora.)  ,  ,  c 

Mr.  Redmond.  I  produce  the  financial  statement  of  the  New  York 
Stock  Exchange  Building  Co.  for  the  year  ended  December  31,  1933 
and  with  that  statement  and  I  ask  that  it  may  be  marked  as  a  part  of 
the  same  exhibit,  the  balance  sheet  of  No.  39  Broad  Street  Corpora- 
tion a  subsidiary  of  the  New  York  Stock  Exchange  Building  Co 

The  Chairman.  That  will  be  done,  and  they  will  be  received  and 
appropriately  marked  for  identification 

(The  financial  statement  of  the  New  York  Stock  Exchange  Build- 

ihfpt  of  Nn  I'^i'^'/lf'^Pn'-  ^^'  ^^^^'  *^^^*h^^  ^ith  a  balance 
Y^  I  i'  I  1  ''''^  Street  Corporation,  a  subsidiary  of  the  New 
i-K-.AT  ';o?'''-f""?.^"'^'^"'-  ^o-'  ^^^ere  marked  "Whitnev  Ex- 
nrl^'"'  l^/«r,ide^tification,  Mar.  12,  1934",  and  the  same  will  be 
turned  over  to  Mr.  Pecora.) 

r?^'-   ^^;i,'^r"^'»-  J   produce   the   financial   statement   of  the  Stock 
'faring  Corporation  for  the  year  ended  December  31    1931 
lie    Chairman    The    same    will   be    received    and    ai^propriatelv 
marked  for  identification.  '  *      F^idit-ij 

,  (Tlie  financial  statement  of  the  Stock  Clearing  Corporation,  a  sub- 
sidiary of  the  New  ^  ork  Stock  Exchange,  for'the  ^-ear  ended  Dec. 
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31,  1931,  was  marked  "Whitney  Exhibit  No.  19  for  identification,. 
Mar.  12,  1934".  and  the  same  will  be  tnrned  over  to  Mr.  Pecora.) 

Mr.  Redmond.  I  produce  the  financial  statement  of  the  Stock; 
Clearing  Corporation  for  the  year  1932. 

The  Chairman.  The  same  w411  be  received  and  appropriately^ 
marked  for  identification. 

(The  financial  statement  of  the  Stock  Clearing  Corporation,  a  sub- 
sidiary of  the  New  York  Stock  Exchange,  for  the  year  1932  was 
marked  "  Whitney  Exhibit  No.  20  for  identification,  Mar.  12,  1934  ", 
and  the  same  will  be  turned  over  to  Mr.  Pecora.) 

Mr.  Redmond.  I  now  furnish  the  financial  statement  of  the  Stock 
Clearing  Corporation  for  the  year  ended  December  31,  1933. 

The  Chairman.  The  same  will  be  received  and  appropriately 
marked  for  identification. 

(The  financial  statement  of  the  Stock  Clearing  Corporation,  a  sub- 
sidiary of  the  New  York  Stock  Exchange,  for  the  year  ended  Dec. 
31,  1933,  was  marked  "  Whitney  Exhibit  No.  21  for  identification. 
Mar.  12,  1934  ".  and  the  same  will  be  turned  over  to  Mr.  Pecora.) 

Mr.  Redmond.  I  produce  the  financial  statement  of  the  New  York 
Quotation  Co.,  an  affiliate  of  the  New  York  Stock  Exchange,  for  the 
year  ended  December  31,  1931. 

The  Chairman.  The  same  will  be  received  and  appropriately 
marked  for  identification. 

(The  financial  statement  of  the  New  York  Quotation  Co.,  an  affil- 
iate of  the  New  York  Stock  Exchange,  for  the  year  ended  Dec.  31, 
1931,  was  marked  "  Whitney  Exhibit  No.  22  for  identification.  Mar. 
12,  1934".  and  the  same  will  be  turned  over  to  Mr.  Pecora.) 

Mr.  Redmond.  I  now  produce  the  financial  statement  of  the  New 
York  Quotation  Co.  for  the  year  ended  December  31.  1932. 

The  Chairman.  The  same  will  be  received  and  appropriately 
marked  for  identification. 

(The  financial  statement  of  the  New  York  Quotation  Co.,  an 
affiliate  of  the  New  York  Stock  Exchange,  for  the  year  ended  Dec. 
31,  1932,  was  marked  "Whitney  Exhibit  No.  23  for  identification, 
Mar.  12,  1934  ".  and  the  same  will  be  turned  over  to  Mr.  Pecora.) 

Mr.  Redmond.  I  now  produce  the  financial  statement  of  the  New 
York  Quotation  Co.  for  the  year  ended  December  31.  1933. 

The  Chairman.  The  same  will  be  received  and  appropriately 
marked  for  identification. 

(The  financial  statement  of  the  New  York  Quotation  Co.,  an 
affiliate  of  the  New  York  Stock  Exchange,  for  the  year  ended  Dec. 
31.  1933,  was  marked  "Whitney  Exhibit  No.  24  for  identification. 
Mar.  12,  1934",  and  the  same  will  be  turned  over  to  Mr.  Pecora.) 

Mr.  REDivroND.  I  now  produce  the  financial  statement  of  the  New 
York  Stock  Exchange  Safe  Deposit  Co.  for  the  year  ended  December 
31.  1931.  this  company  likewise  being  an  affiliate  of  the  New  York 
Stock  Exchange. 

The  Chairman.  The  same  will  be  received  and  appropriately 
marked  for  identification. 

(The  financial  statement  of  the  New  York  Stock  Exchange  Safe 
Deposit  Co.,  an  affiliate  of  the  New  York  Stock  Exchange,  for  the 
year  ended  Dec.  31.  1931,  was  marked  "Whitney  Exhibit  No.  25  for 
identification.  Mar.  12.  1934",  and  the  same  will  be  turned  over  to 
Mr.  Pecora.) 
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Mr.  Redmond.  I  now  produce  the  financial  statement  of  the  New 
York  Stock  Exchange  Safe  Deposit  Co.  for  the  year  ended  December 
31.  1932. 

The  Chairman.  The  same  will  be  received  and  appropriately 
marked  for  identification. 

(The  financial  statement  of  the  New  York  Stock  Exchange  Safe 
Deposit  Co.,  an  affiliate  of  the  New  York  Stock  Exchange,  for  the 
year  ended  Dec.  31,  1932,  was  marked  "  Whitney  Exhibit  No.  26  for 
identification^  Mar.  12,  1934  ",  and  the  same  will  be  turned  over  to 
Mr.  Pecora.) 

Mr.  Redmond.  I  now  produce  the  financial  statement  of  the  New 
York  Stock  Exchange  Safe  Deposit  Co.  for  the  year  ended  December 
31,  1933: 

The  Chairman.  The  same  will  be  received  and  appropriately 
marked  for  identification. 

(The  financial  statement  of  the  New  York  Stock  Exchange  Safe 
Deposit  Co.,  an  affiliate  of  the  New  York  Stock  Exchange,  for  the 
year  ended  Dec.  31,  1933,  was  marked  "  Whitney  Exhibit  No.  27  for 
identification,  Mar.  12,  1934  ",  and  the  same  will  be  turned  over  to 
Mr.  Pecora.) 

Mr.  Redmond.  Mr.  Pecora,  although  not  expressly  covered  by  the 
subpena  I  have  here  a  report  of  the  Trustees  of  the  Gratuity  Fund  of 
the  New  York  Stock  Exchange.  This  fund,  as  you  know,  is  ad- 
ministered by  trustees  pursuant  to  the  constitution  of  the  exchange, 
and  in  the  past  its  income  has  been  reflected  in  various  financial 
statements  of  the  New  York  Stock  Exchange.  I  have  this  data  here 
m  case  the  committee  feels  it  would  be  necessary  for  them  to  be  made 
a  part  of  the  record  in  order  to  complete  the  financial  picture  of  the 
New  York  Stock  Exchange. 

Mr.  Pecora.  So  long  as  you  have  them  I  suggest  they  might  assist 
us  m  making  a  breakdown  of  the  picture,  therefore  would  be  glad 
if  you  would  put  them  in  evidence. 

Mr.  Redmond.  Then  I  produce  the  Report  of  the  Trustees  of  the 
Gratuity  Fund  of  the  New  York  Stock  Exchange  for  the  year  ended 
December  31,  1931. 

The  Chairman.  The  same  will  be  received  and  appropriately 
marked  for  identification. 

(The  Report  of  the  Trustees  of  the  Gratuity  Fund  of  the  New 
York  Stock  Exchange  for  the  year  ended  Dec.  31,  1931,  was  marked 
'^  AVhitney  Exhibit  No.  28  for  identification,  Mar.  12,  1934  ",  and  the 
same  will  be  turaed  over  to  Mr.  Pecora.) 

Mr.  Redmond.  I  now  produce  the  Report  of  the  Trustees  of  the 
Gratuity  Fund  of  the  New  York  Stock  Exchange  for  the  year  ended 
December  31,  1932. 

The  Chairman.  The  same  will  be  received  in  evidence  and  appro- 
])riately  marked  for  identification. 

(The  Rei)ort  of  the  Trustees  of  the  Gratuitv  Fund  of  the  New  York 
Stock  Exchange  for  the  year  ended  Dec.^  31,  1932,  was  marked 
"Whitney  Exliibit  No.  29  for  identification.  Mar.  12,  1934",  and  the 
same  will  be  turned  over  to  Mr.  Pecora.) 

Mr.  Rediniond.  I  now  produce  the  Report  of  the  Trustees  of  the 
Gratuity  Fund  of  the  New  York  Stock  Exchange  for  the  year  ended 
December  31.  1933. 
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The  Chairman.  The  same  will  be  received  and  appropriately 
marked  for  identification. 

(The  Report  of  the  Trustees  of  the  Gratuity  Fund  of  the  New 
York  Stock  Exchange  for  the  year  ended  Dec.  31,  1933.  was  marked 
"Whitney  Exhibit  No.  30  for  identification.  Mar.  12.  1934",  and  the 
same  will  be  turned  over  to  Mr.  Pecora.) 

Mr.  Redmond.  Mr.  Pecora,  in  connection  with  these  financial 
statements  I  wish  to  draw  attention  to  the  fact  that  they  represent 
separate  financial  statements  of  the  New  York  Stock  Exchange  and 
its  affiliated  companies,  and  that,  therefore,  there  are  large  inter- 
company payments,  either  debits  or  credits,  so  that  a  combination  of 
these  figures  would  not  truly  reflect  the  financial  position  of  the 
exchange  as  a  consolidated  institution,  unless  the  intercompany 
items  are  eliminated.  There  is  no  consolidated  balance  sheet  of  the 
New  York  Stock  Exchange  other  than  the  report  of  the  finances 
made  by  the  treasurer  of  the  exchange  to  the  goveraing  committee  in 
accordance  with  the  constitution,  which  I  have  handed  you,  I  think, 
as  the  first  of  the  exhibits  submitted  here.  But  that,  of  course,  is 
not  strictly  speaking  a  consolidated  report,  eliminating  the  inter- 
company transactions  or  items. 

Mr.  Pecora.  We  will  he  glad  to  bear  in  mind  that  explanation  of 
the  reports. 

The  Chairman.  Mr.  Redmond,  what  is  the  nature  of  this  gratuity 
fund? 

Mr.  Redmond.  The  reports  of  the  trustees  of  the  gratuity  fund  of 
the  New  York  Stock  Exchange? 

The  Chairman.  Yes. 

Mr.  Redmond.  Under  the  constitution  there  is  a  fund  administered 
by  trustees,  and  on  the  death  of  a  member  of  the  exchange  they  pay 
to  certain  of  his  heirs  a  fixed  sum  of  money.  That  fund  has  been 
built  up  over  a  pericwl  I  think  of  more  than  50  years  by  means  of 
contributions  paid  in  by  members  of  the  exchange  whenever  a  mem- 
ber dies.  They  have  contributed  in  the  past  slightly  more  than  the 
amount  Avhich  is  paid  to  the  heirs  of  a  deceased  member,  and  there- 
fore the  fund  has  accumulated  and  is  in  the  nature  of  a  mutual 
insurance  fund.    But  it  is  administered  by  trustees. 

The  Chairman.  Very  well. 

Mr.  Redmond.  Mr.  Chairman,  may  I  simply  say  that  I  do  not 
know  what  I  am  to  do  with  these  minute  books.  I  understand  that 
they  are  now  before  the  committee  for  identification. 

The  Chairman.  They  have  been  referred  to  Mr.  Pecora. 

Mr.  Redmond.  Of  course,  strictly  speaking,  Mr.  Pecora,  I  am  only 
too  delighted  to  have  them  marked  for  identification,  and  do  not 
misunderstand  me  on  that  point,  but  I  do  want  to  know  when  these 
books  will  be  made  available  to  the  exchange.  In  regard  to  the 
governing  committee,  the  minutes  are  very  important,  because  that 
is  a  very  active  committee,  and  we  are  of  course  anxious  to  get  these 
books  back  to  New  York  as  promptly  as  possible. 

Mr.  Pecora.  Mr.  Redmond,  I  will  endeavor  to  read  these  minutes 
during  the  next  2  days,  and  then  probably  we  can  arrange  to  have 
them  sent  back  to  New  York. 

Mr.  Redmond.  I  would  rather  have  them  leturned  to  me  here,  as 
promptly  as  may  be  possible,  so  that  I  can  send  them  back  to  New 
York. 
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Mr  Pecora.  All  right.  And  they  can  go  back  to  the  offices  of  the 
JNew  York  htock  Exchange,  but  be  available  there  to  the  members  of 
our  staff. 

Mr  Redmond.  If  the  committee  so  requests,  but  I  feel  that  we 
should  have  a  specific  request  from  the  committee.  I  might  a  fain 
exi)lain  that  these  books  are  of  a  highly  confidential  nature-  that 
they  contam  information  which  might  'threaten  the  financial  life 
of  many  men  who  are  engaged  in  business,  and  who  have  been  en- 
gaged in  busmess  for  many  years,  and  we  feel  that  we  must  onard 
them  very  jealously  with  a  view  to  there  not  being  any  leaka'o-e  in 
any  way.  =>       ^  » 

Mr.  Pecora.  I  assure  you,  Mr.  Redmond,  that  every  precaution 
Avill  be  taken  by  me  to  prevent  any  "  leakage  "  as  you  term  it. 

Mr.  Redmond.  I  have  no  doubt  of  that,  Mr.  Pecora,  and' if  the 
committee  authorizes  it  I  will  make  the  books  available  to  members 
of  your  staff,  but  we  do  want  to  know  that  they  will  only  be  made 
available  to  the  proper  parties,  under  the  proper  conditions,  and  that 
this  highly  confidential  data  will  be  properly  protected. 

Mr.  Pecora.  I  think  the  most  expeditious  way  of  handliiio-  these 
exhibits  is,  as  has  been  done  here,  to  offer  them  and  hav?  them 
marked  for  identification,  and  at  the  same  time  it  will  make  their 
contents  available  to  the  members  of  the  committee. 

The  Chairman.  What  do  you  mean  by  that,  Mr.  Pecora « 
Mr.  Pecora.  I  mean  that  I  will  look  them  over  while  they  are  here 
in  Washington,  and  that  I  will  devote  as  much  time  as  I  can  during 
^\'}^^\^^''^^P^^  of  clays  to  that  task.  That  I  will  then  return  them 
to  Mr.  Redmond,  so  that  he  may  send  them  back  to  the  officers  of 
the  exchange  m  New  York,  with  the  understanding  that  the  members 
ol  the  investigatory  staff  of  the  committee,  authorized  by  me,  may 
have  access  to  them;  and  that  appropriate  instructions  will  be  given 
to  the  end  that  it  will  prevent  any  "  leakage  ",\s  Mr.  Redmond  calls 
It,  ol  the  contents  of  these  books.  It  is  not  my  desire  to  present  to 
the  comniittee  any  of  the  contents  of  these  records  that  do  not  relate 
to  the  subject  matter  of  our  investigation. 

Mr  Redmond  I  trust,  Mr.  Chairman,  that  I  will  be  afforded  an 
opportunity,  in  the  event  any  contents  of  these  minute  books  are  to  be 
placed  m  public  evidence,  to  present  to  the  committee,  if  I  feel  it  is 
necessary  so  to  do  the  dangers  that  might  arise  from  the  publication 
of  this  highly  confidential  data. 

Mr.  Pecora.  I  will  go  so  far,  Mr.  Redmond,  as  to  say  that  I  will 
be  very  happy  to  tell  you  in  advance,  after  we  have  made  an  exam- 
ination of  these  records,  what  portions  of  them  in  our  opinion  ought 
to  go  into  the  record.  That  will  give  you  a  chance  to  appear  before 
the  committee  and  urge  such  objections  as  you  may  then  be  advised 
you  should  urge  against  such  publication. 

_  Mr.  Redmond.  I  appreciate  that,  Mr.  Pecora,  and  I  take  it  that 
1  can  count  on  getting  these  books  by  Thursday  of  this  week  These 
are  minute  books  of  committees  that  are  quite  active  and  therefore 
tlie  books  are  in  more  or  less  constant  use. 

Mr.  Pecora.  I  fully  undeivstand  that  they  are  original  records,  and 
ot  great  value  to  the  New  York  Stock  Exchange  in  the  conduct  of 
its  business,  and  assure  you  I  do  not  want  to  be  responsible  for  their 
safety  any  longer  than  I  can  help. 
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Mr.  Redmond.  That  is  fine. 

The  Chairman.  With  that  understanding  we  will  proceed  now. 
Mr.  Whitney,  have  you  anything  further  to  say,  or  has  Mr.  Redmond 
anything  further  to  say? 

Mr.  Whitney.  No,  Mr.  Chairman,  unless  there  are  questions  that 
you  or  the  other  members  of  the  committee  wish  to  ask  me  with 
regard  to  these  matters. 

The  Chairman.  Does  any  member  of  the  committee  wish  to  ask 
Mr.  Whitney  any  questions? 

Senator  Kean.  Not  yet.  I  want  to  read  over  these  statements 
first. 

Senator  Goldsborough.  I  have  nothing  to  ask  at  this  time. 

Senator  Adams.  I  have  no  questions. 

The  Chairman.  Very  well,  Mr.  Whitney,  we  are  much  obliged 
to  you  for  coming  and  making  this  complete  answer  to  our  subpena 
and  our  questions  here. 

(Thereupon  Mr.  Whitney  left  the  committee  table.) 

The  Chairman.  Is  Mr.  Potter  present? 

Mr.  Potter.  Yes,  Mr.  Chairman. 

STATEMENT  OF  WILLIAM  C.  POTTER,  OLD  WESTBURY,  LONG 
ISLAND,  N.Y.,  CHAIRMAN  OF  THE  BOARD,  GUARANTY  TRUST  CO. 
OF  NEW  YORK 

The  Chairman.  State  your  name,  place  of  residence,  and  occu- 
pation. 

Mr.  Potter.  My  name  is  William  C.  Potter.  My  residence  is  Old 
Westbury,  Long  Island;  and  I  am  chairman  of  the  board  of  the 
Guaranty  Trust  Co.,  of  New  York. 

The  Chairman.  Request  has  been  made  by  a  member  of  the  com- 
mittee that  YOU  be  invited  to  come  down  and  let  us  have  your  views 
on  this  bill.     You  have  examined  the  bill,  I  take  it? 

Mr.  Potter.  Yes,  sir. 

The  Chairman.  Give  us  your  views  about  it  in  your  own  way. 

Mr.  Potter,  Mr.  Chairman  and  members  of  of  the  committee,  I 
appreciate  very  much  th(>  honor  of  being  called  })efore  your  com- 
mittee. There  are  only  certain  features  about  this  bill  that  I  pretend 
to  have  any  views  upon.  In  order  to  save  your  time  as  much  as 
possible  I  have  put  those  views  in  the  form  of  a  memorandum.  It 
would  take  me  about  15  minutes  to  read  that  memorandum  if  I 
might  be  permitted  to  do  so  without  interruption.  It  would  take 
longer  if  I  were  interrupted.  I  will  be  very  glad  to  read  it  to  you 
if  you  choose  to  handle  it  in  that  way. 

The  Chairman.  I  think  that  is  a  very  good  procedure. 

Mr.  Potter.  I  then  can  answer  questions,  or  will  try  to. 

Mr.  Pecora.  Have  you  copies  of  your  memorandum,  Mr.  Potter? 

Mr.  Potter.  Yes;  I  have  some,  and  would  be  glad  to  distribute 
them. 

Shall  I  proceed,  Mr.  Chairman? 

The  Chairman.  Yes;  proceed,  Mr.  Potter. 

Mr.  Potter.  It  is  my  purpose  to  discuss  only  such  features  of 
the  pending  bill  as  affect  banks  and  the  continuance  of  certain  func- 
tions and  services  which  they  now  perform. 
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I  want  to  avoid  making  useless  comment  upon  any  provisions  of 
the  bill,  the  intent  of  which  is  not  embracive  of  banks  and  banking 
transactions.  I  realize  from  remarks  of  Senator  Fletcher  and  Mr. 
Pecora  quoted  in  the  newspapers,  and  from  a  review  of  Mr.  Cor- 
coran's  remarks  before  this  committee,  that  certain  features  of  the 
bill  will  probably  be  changed  or  at  least  clarified.  If  I  do  touch 
upon  some  provisions  of  the  bill,  the  amendment  of  which  is  under 
consideration,  I  can  only  apologize  for  taking  up  the  time  of  the 
committee,  as  I  only  have  the  bill  as  it  is  written  to  guide  me. 

Before  considering  any  of  the  detailed  provisions  of  the  bill,  may 
I  remmd  the  committee  that  the  banlvs  of  this  countiy  do  not  confine 
their  activities  solely  to  banking,  but  are  daily  called  upon  to  render 
many  other  services  to  their  customers  and  the  communities  which 
they  serve.  These  services  relate  very  generally  to  all  forms  of 
mtangible  personal  property  which  are  referred  to  in  this  bill  as 
securities.  A  very  large  proportion  of  the  people  of  this  country 
turn  to  their  bankers  for  advice  with  respect  to  their  investments 
and  the  purchase  and  sale  of  securities. 

Furthermore,  banks  are  called  upon  constantlv  to  act  as  the  ao-ent 
of  others  in  the  care  and  custody  of  securities,  the  placing  of  orders 
for  their  purchase  and  sale  and  in  the  completion  of  such  transac- 
tions, including  the  receipt  or  delivery  of  securities  against  payment 
or  receipt  of  the  purchase  price,  and  in  the  safe  transmittal  of  such 
securities.  Many  people  are  utterly  unfamiliar  with  the  manner  in 
which  such  transactions  should  be  carried  on,  or  the  agencies  which 
should  be  employed  for  such  purpose,  and  turn  to  their  bankei^  in 
recognition  of  their  experience  and  cxpertness  in  such  matters. 
Ihese  services  extend  not  only  to  individuals  throughout  the  country 
T  u^  1^  ^^^^'  ^^^'^^  measure  to  business  corporations  as  well.  ' 

I  believe  that  the  members  of  this  committee  will  concur  in  the 
view  that  it  is  desirable  that  the  banks  of  this  country  should  con- 
tiiuie  to  advise  their  customers  and  to  render  such  services 

Permit  me  to  indulge  in  a  further  general  observation.  It  seems 
to  me  that  the  regulation  of  the  banks,  so  far  as  the  National  Gov- 
ernment IS  concerned,  should  be  confined  to  the  Comptroller  of  the 
Currency^  the  Federal  Eeserve  Board,  and  other  agencies  within  the 
J^  ederal  Reserve  System.  I  doubt  the  wisdom  of  divided  responsibil- 
ity with  respect  to  such  matters,  and  it  seems  to  me  obvious  that  the 
banks  should  not  be  subjected  to  the  jurisdiction  of  two  arms  of 
the  (rovernment  whose  purposes  and  policies  might  at  times  conflict. 
Ilie  point  o±  these  remarks  will  be  indicated  in  mv  discussion  of 
certain  particular  features  of  the  bill. 

u  i^'T""  '^,**^"^io^  is  particularly  called  to  the  definition  of  the  words 
broker  and  dealer."  As  above  explained,  banks  are  daily  en- 
^fi?  '5  '^,  eftectmg  transactions  in  securities  for  the  account  of 
others.-  Ihey  also  necessarily  engage  in  "  buying  and  selling  securi- 
ties tor  their  ow;n  account  through  a  broker  or  otherwise."  I  assume 
from  other  portions  of  the  bill  that  it  is  not  your  purpose  to  include 
banks  within  the  definition  of  brokers  or  dealers.  If  this  be  so  I 
submit  that  these  definitions  should  be  changed,  or  that  some  specific 
statement  should  be  made  that  banks  are  not  included  in  such  defi- 
nition. 

Mr.  Pecora.  I  might  just  interrupt  to' say  that  I  think  that  that 
assumption  is  a  sound  one. 
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Mr.  Potter.  I  just  did  not  want  to  pass  it  by  without  making  that 
statement. 

There  is  another  expression  used  in  the  bill  which  gives  me  con- 
cern, because  it  would  seem  to  be  broad  enough  to  include  banks, 
although  I  do  not  assume  that  it  is  the  purpose  of  this  committee 
to  so  include  them.  The  phrase  to  which  I  refer  is  found  in  section 
6  (a)  and  in  several  other  sections  of  the  bill.  It  reads:  "Any  per- 
son who  transacts  a  business  in  securities  through  the  medium  of 
any  "  member  of  an  exchange.  Section  6  (a)  prohibits  any  such 
person  from  making  any  loans  or  extensions  of  credit  on  any  security 
not  registered  upon  a  national  securities  exchange. 

Then  I  repeat  the  same  remarks  about  that;  and  I  imagine  that 
the  same  answer  is  forthcoming. 

I  come  now  to  a  matter  of  greater  moment;  that  is,  whether  the 
margin  requirements  set  forth  in  the  bill  should  control  the  action 
of  banks  in  making  loans  upon  collateral  security.  I  submit  that 
no  such  rigid  limitations  should  be  placed  upon  the  loans  which  may 
be  made  by  banks. 

I  understand  that  the  primary  purpose  of  these  margin  require- 
ments is  to  i)revent  undue  speculation  in  securities.  So  far  as  mem- 
ber banks  of  the  Federal  Reserve  Sj^stem  are  concerned,  it  seems  to 
me  that  their  activities  in  this  regard  should  be  controlled  by  the 
Federal  Reserve  Board  and  other  agencies  of  that  system,  and  that 
the  expansion  of  credit,  Mhen  such  expansion  is  necessary  and  desir- 
able, should  not  be  curtailed  by  such  a  formula;  that  the  purpose  of 
the  bill  in  restricting  undue  speculation  should  be  accomplished 
through  some  other  means.  In  this  connection  permit  me  to  remind 
you  that  business  men  and  corporations,  in  borrowing  funds  from 
their  bankers  for  use  in  connection  with  their  business,  are  often 
called  upon  to  furnish  collateral  therefor.  I  recognize  that  under  the 
provisions  of  the  bill  the  margin  requirements  specified  would  not 
prevent  a  bank  from  loaning  to  a  greater  extent  on  securities  acquired 
by  a  borrower  and  paid  for  in  full' more  than  30  days  prior  to  making 
the  loan. 

However,  I  think  it  must  be  recognized  that  many  business  men 
and  corporations  find  it  expedient  and  desirable  from  time  to  time 
for  business  purposes  to  purchase  secuiities,  although  at  the  time  of 
making  such  purchases  tiiey  do  not  have  in  hand  immediately  the 
full  amount  of  cash  to  pay  for  such  securities  in  full.  This  is  par- 
ticularly true  during  a  period  when  a  business  is  actively  expanding 
and  large  capital  expenditures  are  necessary.  It  seems  to  me,  there- 
fore, that  it  ivould  be  undesirable  to  place  such  a  rigid  limitation  on 
collateral  loans  which  may  be  made  by  banks.  I  would  recommend 
that  banks  should  be  excluded  from  this  section  of  the  bill  dealing 
with  such  collateral  loans. 

In  this  connection  may  I  call  attention  to  the  fact  that  under  sec- 
tion 3  (a)  of  the  Banking  Act  of  1933  each  Federal  Reserve  bank 
is  required  to — 

keep  itself  informed  of  the  geueral  cliaraoter  luul  amount  of  tlie  loans  and 
investments  of  its  member  banks,  witli  a  view  to  ascertaining  whether  undue 
use  is  being  made  of  bank  credit  for  the  speculative  carrying  of  or  trading  in 
securities,  real  estate,  or  commodities,  or  for  any  other  purpose  inconsistent 
with  the  maintenance  of  sound  credit  conditions, 
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and  the  Federal  Keserve  Board  is  given  broad  power  of  control  of 
the  undue  expansion  of  credit  facilities  of  the  Federal  Keserve  Sys- 
tem. By  section  7  of  the  same  act  the  Federal  Reserve  Board  is 
given  power  upon  the  vote  of  six  of  its  members  to  fix  from  time  to 
time  for  each  Federal  Reserve  district — 

the  percentage  of  individual  bank  capital  and  surplus  which  may  be  repre- 
sented by  loans  secured  by  stock  and  bond  collateral  made  bv  member  banks 
within  such  district. 

This  section  specifically  states  that  it  is  the  duty  of  the  board 
to  establish  such  percentages  with  a  view  to  preventing  undue  use 
of  the  bank  loans  for  the  speculative  carrying  of  securities  The 
board  is  further  given  power  to  direct  any  member  bank  to  refrain 
from  further  increase  of  its  loans  secured  by  stock  or  bond  collateral 
for  any  period  up  to  1  year  under  penalty  of  suspension  of  redis- 
count privileges  at  Federal  Reserve  banks. 

Further  control  of  member  banks  is  conferred  upon  the  Federal 
Reserve  Board  by  section  30  of  the  Banking  Act  of  1933  which 
gives  the  Board  power  to  suspend  any  officer  or  director  of  a  member 
bank  tor  continued  unsafe  or  unsound  practices  in  conductino-  the 
business  of  such  bank."  *= 

It  would  seem  that  these  provisions  of  the  Banking  Act  of  1933 
should  be  regarded  as  sufficient  to  vest  in  the  Federal  Reserve  Board 
control  oveT  the  undue  use  of  credit  for  speculative  purposes.  How- 
ever, if  such  view  is  not  entertained  by  the  Congress,  then  I  respect- 
fully submit  that  such  further  control  as  may  be  deemed  desirable 
be  vested  in  the  Federal  Reserve  Board. 

Furthermore    it  is  my  judgment  that  the  establishment  of  mini- 
mum margins  for  banks  is  unsound  and  unnecessarily  restrictive  in 
principle      Flexibility  is  essential  to  sound  credit  relations,  but  the 
bill  relates  credit  to  market  values  only  and  ignores  the  more  im-  ^ 
portant  relation  of  real  value,  as  well  as  other  considerations,  such 
as  character,  general  financial  standing,  and  previous  relationships, 
all  of  which  are  in  theory  and  in  practice  important  to  the  banker 
as  Avell  as  to  the  customer.     Not  every  man  can  walk  in  from  the 
street  to  borrow  money  of  the  bank,  irrespective  of  how  good  his 
collateral  may  be.     Relations  with  the  bank  must  be  established,  and 
there  are  many  other  factors  which  enter  into  the  making  of  loans 
by  a  bank  on  a  sound  basis.     There  are  times  when  credit  can  be 
extended  soundly  with  very  little  margin.     For  instance,  when  cot- 
ton was  sellmg  at^4.6  cents  a  pound,  it  was  a  verv  good  security  with 
little  margin.     When  at  12  cents  a  pound  it  might  require  largely- 
increased  margins  and  even  then  be  less  safe  to  loan  Lainst     The 
principle  IS  the  same  in  respect  to  loans  upon  other  ?ommodities, 
merchandise,  and  securities.  ' 

I  am  fearful  that  the  margin  requirements  of  the  bill,  not  only  as 
applied  to  banks  but  as  applied  to  the  exchanges  as  well,  will  have 
a  harmful,  deflationary  effect.  These  results  would  be  contrary  to 
the  course  deemed  advisable  by  high  authority  as  an  integral  part 
of  the  recovery  program.  To  demonstrate,  the  low  prices  Sf  securi- 
ties during  the  past  two  years  as  compared  to  current  market  prices 
would  very  generally  require  banks  to  exact  margin  upon  listed 
securities  to  the  extent  of  150  percent  of  the  amount  of  their  ad- 
vances.     To  reduce  loans  to  fit  such  a  margin  would  undoubtedly 
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be  accomplished  in  large  measure  through  liquidation.  Let  us  take 
the  case  of  the  Guaranty  Trust  Co.,  of  New  York,  its  loans  to  brokers 
upon  collateral  amount  in  the  aggregate  to  approximately  $200,000,- 
000.  The  listed  collateral,  exclusive  of  a  comparatively  small  amount 
of  unlisted  collateral,  securing  these  loans  is  presently  valued  at 
approximately  $250,000,000. 

Section  6-C  would  require  that  these  loans  be  reduced  to  approxi- 
mately $100,000,000.  To  go  further  in  illustration,  loans  by  New 
York  City  banks  to  New  York  Stock  Exchange  members  alone  as  of 
March  1,  1931,  were  roughly  $850,000,000.  The  collateral  securing 
these  loans,  I  believe,  approximates  $1,100,000,000  in  present  values. 
The  provisions  of  the  bill  would  have  the  effect  of  requiring  that 
these  loans  be  reduced  to  approximately  $450,000,000,  or  a  reduction 
of  $400,000,000.  I  believe  it  is  fair  to  say  that  this  reduction  would 
have  to  be  accomplished  in  a  large  part  by  the  liquidation  of 
securities. 

Section  7-A  prevents  exchange  members  or  persons  transacting  a 
business  in  securities  through  a  medium  of  such  members  from  bor- 
rowing on  registered  securities  from  any  person  other  than  a  mem- 
ber bank  of  the  Federal  Reserve  System.  This  provision  will  exclude 
nonmember  banks  from  lending  to  brokers  upon  registered  securities. 
It  will  necessitate  the  liquidation  of  many  loans  now  carried  by  non- 
member  banks,  particularly  in  small  communities,  or  will  compel 
such  banks  to  become  members  of  the  Federal  Reserve  System. 
If  it  is  desirable  that  all  commercial  banks  be  members  of  the  Fed- 
eral Reserve  System,  it  may  be  questioned  as  to  whether  this  is  the 
best  way  to  accomplish  it. 

I  further  address  your  attention  to  subdivision  (d)  of  section  6. 
This  bill  as  drafted  requires  the  Federal  Trade  Commission  by  rules 
and  regulations  to  p\  escribe  the  times  at  and  the  specific  methods 
by  which  values  shall  be  calculated  for  the  purposes  of  the  section 
dealing  with  loans  upon  registered  securities,  also  "  the  time  within 
which  initial  and  subsequent  payments  shall  be  made  by  the  customer 
and  the  notice  to  be  given  and  the  method  to  be  followed  in  closing 
out  accounts." 

By  section  24  of  the  bill,  such  rules  and  regulations  as  may  be 
made  by  the  commission  are  given  the  force  of  law,  and  any  person 
violating  them  is  subject  to  a  fine  of  not  more  than  $25,000  or  im- 
prisonment for  not  more  than  10  j'ears.  Unless  the  whole  section 
is  modified  so  as  to  provide  that  it  shall  not  apply  to  banks,  then 
I  submit  that  this  subdivision  should  be  modified  so  as  to  make  it 
clear  that  the  rules  and  regulations  concerning  "  the  time  within 
which  initial  and  subsequent  payments  shall  be  made  by  the  cus- 
tomer and  the  notice  to  be  given  and  the  method  to  be  followed  in 
closing  out  accounts  '"  should  not  apply  to  banks. 

As  I  read  this  section,  it  would  vest  in  the  Federal  Trade  Com- 
mission power  to  prescribe  rules  and  regulations  which  might  pre- 
vent a  bank  from  closing  out  accounts  except  at  such  time  and  by 
such  method  and  under  such  conditions  as  the  commission  might 
deem  appropriate.  It  is  obvious  that  if  the  Commission  should 
attempt  to  prescribe  any  such  rules  and  regulations,  it  might  have 
very  far-reaching  and  disastrous  effects  on  the  ability  of  banks  to 
meet  the  demand  made  upon  them  in  times  of  stress.    It  would  seem 
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to  me  inappropriate  to  subject  banks  to  any  regulations  with  respect 
to  the  calling  or  closing  out  of  loans  secured  by  collateral  or  in 
fact,  any  other  loans.  Full  freedom  of  action  should  be  permitted 
so  that  banks  may  continue  to  make  such  loans  and  also  be  in  a 
position  to  call  them  in  when  that  becom  ,s  necessary  or  desirable. 
However,  if  there  is  any  evidence  before  this  o:»mmittee  which  would 
lead  you  to  believe  that  the  calling  and  closing  out  of  such  loans 
should  be  further  regulated,  then  let  me  urge  that  such  regulations 
should  be  committed  to  the  Federal  Resen-e  Board  so  that  the  banks 
may  not  be  subjected  to  the  possibility  of  the  direction  of  one  agency 
of  the  Govermnent  demanding  liquidation,  and  the  restrictions  of 
another  agency  forbidding  such  liquidation. 

Section  15  of  the  bill  prohibits  a  person  owning  of  record I  lav 

emphasis  on  the  word  "  record  "—or  beneficially  more  than  5  percent 
of  any  class  of  stock  of  a  company,  from  purchasing  a  security  with 
the  mtent  of  selling  it  within  6  months,  and  further  provides  that 
if  such  a  person  does  sell  any  security  within  6  months  from  the 
date  of  purchasing  the  same  security,  the  profit  to  be  calculated  in 
the  manner  mentioned  in  the  bill  may  be  recovered  by  the  companv 
who  issued  the  security. 

In  acting  as  agent  for  others,  banks  represent  many  and  varied 
interests.  They  also  act  as  trustees  of  numerous  trusts  of  widely 
divergent  interests  and  where  the  duties  of  the  trustee  vary  greatly. 

To  enable  a  bank  acting  as  trustee  to  effect  a  prompt  sale  when 
the  decision  to  sell  is  reached,  most  large  banks  and  trust  com- 
panies carry  trust  securities,  where  the  trust  instrument  permits,  in 
the  name  of  a  nominee.  Otherwise,  a  sale  may  not  be  effected  on 
either  of  the  New  York  exchanges  (I  believe  that  the  rides  of  other 
exchanges  are  more  or  less  similar),  unless  the  registered  security 
if  1 1  u  *?;^^f  ®7^d  out  of  the  name  of  the  trustee.  Many  securities 
held  by  banks  for  other  persons  are  similarlv  registered  in  the  name 
of  nominees. 

Not  infrequently  the  amount  held  by  a  bank  for  all  such  accounts 
Avould  exceed  5  percent  of  a  particular  issue  of  securities,  but  the 
requirements  of  one  account  may  require  a  sale  while  the '  interests 
ot  another  would  dictate  a  purchase  of  the  same  security  at  approxi- 
mately the  same  time. 

Unless  there  is  some  compelling  reason  to  the  contrary,  I  would 
therefore,  recommend  that  the  holders  of  record  should"  not  be  in- 
cluded in  the  provisions  of  this  section.  Further,  that  some  expres- 
sion be  included  m  the  bill  to  make  it  clear  that  where  the  same 
person  acts  as  trustee  of  various  and  different  interests,  the  respective 
trusts  shall  be  deemed  different  persons. 

As  now  drawn  subdivisions  (b)  and  (c)  of  section  8  make  all 
persons  who  participate  in  any  transaction  in  violation  of  subdivi- 
sion (a)  of  the  same  section  liable  for  heavy  damages.  When  actincr 
as  agent  for  another,  it  is  not  unlikely  that  a  bank  might  participate 
in  the  purchase  of  a  security  without  knowledge  that  its  principal 
was  at  the  same  time  selling  the  same  securitv  through  others  It 
would  seem  that  the  penalty  provided  should  only  apply  to  those 
who  knowingly  participate  in  the  forbidden  transactions    ^ 

Ihere  is  another  section  of  the  bill  which  gives  me  some  concern, 
but  which  so  tar  as  press  reports  would  indicate  has  received  little 
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attention.  I  refer  to  section  8  (a)  (5),  which  relates  to  the  circula- 
tion or  dissemination  of  information  regarding  any  security  regis- 
tered on  a  national  security  exchange.  As  drafted,  this  section 
would  impose  very  severe  penalties,  which  would  seem  to  be  of  a 
punitive  character  and  not  related  to  the  actual  loss  which  an  in- 
vestor might  suffer,  upon  any  person  who  makes  any  statement  of 
information  which  is  "  in  the  light  of  the  circumstances  under  which 
it  is  made  false  or  misleading  in  respect  of  any  matter  sufficiently 
important  to  influence  the  judgment  of  an  average  investor  if  the 
person  disseminating  such  information  has  reason  to  believe  that  the 
circulation  or  dissemination  of  such  information  on  his  part  may 
induce  the  purchase  or  sale  of  such  security,  and  does  not  prove  that 
he  acted  in  good  faith  and  in  the  exercise  of  reasonable  care  and  had 
no  ground  to  believe  that  the  statement  was  false  or  misleading." 

The  committee  will,  of  course,  understand  that  when  I  suggest 
that  this  section  of  the  bill  should  be  eliminated,  it  is  not  my  pur- 
pose to  encourage  the  making  of  false  or  misleading  statements  with 
respect  to  securities  by  any  person  under  any  circumstances. 

As  this  section  is  now  drawn,  it  would  seem  to  me  that  any  of 
the  regular  investment  services  would  find  themselves  conducting 
a  most  hazardous  business  if  they  continue  to  furnish  information 
with  respect  to  securities,  and  that  financial  writers,  editors,  and 
newspapers,  might  similarly  regard  the  publication  of  any  statement 
or  comment  ujjon  registered  securities  a  very  hazardous  undertaking. 
In  my  opinion  this  section  would  deal  a  most  serious  blow  to  the  free 
and  I'ull  discussion  of  corporate  securities,  which,  although  subject 
to  some  possible  abuses,  is  of  great  importance.  The  freedom  of  the 
press  in  the  discussion  of  corporations  and  their  securities  should 
be  fully  ]n-eserved,  and  should  not  be  curtailed  by  permitting  the 
one  who  purchases  or  sells  a  security  to  obtain  punitive  damages 
because  of  some  misstatement  or  omission  of  some  statement,  which 
the  person  making  the  statement  may  have  regarded  as  of  no  im- 
portance, l)ut  which  some  jury  might  be  led  to  believe  should  have 
been  made  in  order  to  render  such  statement  not  misleading. 

Not  only  does  the  section  render  a  ]ierson  subject  to  punitive  civil 
damages,  but  the  willful  violation  of  the  section  also  renders  him 
liable  to  a  fine  of  $25,000  or  imprisonment  for  10  years.  As  drawn 
this  section  places  upon  the  person  from  whom  damages  are  sotight 
to  be  collected  the  burden  of  proving  that  he  acted  in  good  faith  and 
in  the  exercise  of  reasonable  care,  and  had  no  ground  to  believe  that 
the  statement  was  false  or  misleading.  In  other  words,  the  accused 
is  presumed  to  be  guilty  and  must  prove  his  innocence.  If  I  am  not 
misinformed,  that  is  a  new  idea  to  he  embodied  in  a  criminal  statute. 

Senator  Adams.  Is  not  that  section  liuiited  to  statements  in  appli- 
i'ations  or  reports  filed  with  the  Federal  Trade  Conunission  ? 

Mr.  Potter.  I  did  not  think  so.  I  did  not  read  it  that  way.  It  did 
iiot  seem  to  me  so. 

Senator  Adams.  I  did  not  mean  to  interrupt  you  beyond  that. 

Mr.  Potter.  If  I  am  mistaken,  then  this  is  all  unimportant. 

The  standard  which  this  section  attempts  to  set  up,  that  the  state- 
ment nuist  be  "  misleading  in  respect  of  any  matter  sufficiently  im- 
l)<)rtant  to  influence  the  judgment  of  an  average  investor  ".  is  to  my 
mind  too  indefinite  and  uncertain  to  render  it  safe  for  any  person  to 
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continue  to  furnish  any  information  with  respect  to  any  security. 
For  example,  suppose  a  customer  of  the  bank  makes  inquiry  of  me 
as  to  whether  a  particuhir  company  is  doing  v/ell,  whether  its  earn- 
ings are  increasing  or  decreasing.  I  secure  and  give  him  informa- 
tion from  our  statistical  department  which  shows  that  the  earnings 
for  a  certain  period  have  greatly  increased  or  decreased.  Let  us 
further  assume  that  such  increase  or  decrease  was  due  to  some  non- 
i-ecurrent  gain  or  expense,  and  that  one  of  the  vice  presidents  of  my 
company  had  knowledge  that  the  cause  of  such  increase  or  decrease 
was  due  to  such  nonrecurrent  item.  Under  the  term  of  this  section  as 
drawn,  my  company  may  be  subjected  to  the  claim  that  the  state- 
ment I  niade  was  false  or  misleading  in  that  I  did  not  mention  that 
the  increase  or  decrease  was  due  to  a  nonrecurrent  item;  and  to 
escape  liability,  my  company  nmst  prove,  that  it  had  no  ground  to 
believe  that  the  statement  was  false  or  misleading.  Not  only  may 
the  company  be  subjected  to  the  claim  of  the  person  to  whom  such 
statement  was  immediately  communicated,  but  to  the  claims  of  all 
others  to  whom  the  statement  may  have  been  repeated.  This  section 
as  now  drawn  is  entirely  impractical,  and  would  do  much  more  harm 
than  good. 

May  I  remind  the  c<jiiimittee  that  the  Securities  Act  of  1933 
already  renders  any  person  who  sells  any  security  liable  to  the  pur- 
chaser if  any  false  or  misleading  statement  has  been  made  in  con- 
nection w-ith  the  sale.  I  suggest  the  unwisdom  of  extending  this 
liability  to  other  persons  who'  have  no  interast  to  gain  in  furnishing 
such  information. 

This  section  is  in  my  opinion  of  particular  importance  to  banks 
because  of  the  fact  that  their  customers  constantly  call  upon  the 
bank  officers  for  information  and  advice  with  respect  to  their  in- 
vestments and  purchases  and  sales  which  they  contemplate  making. 
Much  of  this  information  is  given  without  any  compensation.  Other 
persons  contract  with  banlvs  to  keep  them  advised  with  respect  to 
their  investments.  I  cannot  believe  that  the  committee  will  deem 
it  wise  to  render  it  unsafe  for  a  bank  to  continue  to  furnish  such 
information  and  advice  to  its  customers. 

I  have  been  informed  that  a  person  furnishing  false  and  mislead- 
ing inforniation  is  not  immune  from  liability  under  the  common 
law.  Is  it  not  better  to  permit  the  common'  law  to  control  with 
respect  to  those  persons  who  do  not  profit  through  the  sale  of  a 
security,  rather  than  to  run  the  risk  of  greatly  curtailino;,  if  not 
substantially  cutting  off,  the  free  discussion  of  financiaf  matters 
and  corporate  securities,  and  the  furnishing  of  information  and 
advise  by  bankers  and  others  to  whom  investors  turn  for  infor- 
mation ? 

In  closing,  I  might  mention  that  paragi-aph  2  of  section  15  of 
the  bill  although  dealing  with  a  matter  more  administrative  than 
substantive,  should  not  be  passed  without  pointing  out  to  the  com- 
mittee that  it  IS  not  infrequent  for  banks  to  sell  securities  on  cable 
instructions  from  abroad,  which  securities  are  not  received  by 
steamer  for  at  least  a  week,  and  accordingly  not  deliverable  within 
f)  days.  T  question  whether  or  not  it  is  wise  to  prohibit  this  type 
of  transaction. 

The  Chairman.  Do  the  members  of  the  committee  wish  to  ask  Mr. 
Potter  any  questions? 
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Senator  Adams.  You  referred  in  the  latter  part  of  your  statement 
to  the  common  law.  Has  your  experience  been  that  the  commoE 
law  has  been  exactly  satisfactory  in  protecting  us  up  to  this  time? 

Mr.  PoTTEK.  Fortunately  as  yet  I  have  not  had  much  experience 
with  the  common  law.  I  do  not  really  know ;  I  do  not  know  that  I 
can  answer  that. 

Senator  Adams.  You  do  know  that  there  have  been  a  great  many 
frauds  and  impositions  practiced  upon  the  investor  ? 

Mr.  Potter.  Yes. 

Senator  Adams.  And  the  common  law  has  not  protected  against 
those  things? 

Mr.  Potter.  I  suppose  you  are  correct,  Senator;  yes,  although  I 
do  not  know  that  of  my  own  knowledge. 

Senator  Adams.  You  do  know  that  as  a  practical  matter  the 
investor  has  been  imposed  upon? 

Mr.  Potter.  In  a  great  many  cases. 

Senator  Adams.  In  a  multitude  of  cases? 

Mr.  Potter.  A  great  many  cases. 

Senator  Adams.  And  either  there  was  a  lack  of  law  or  a  failure 
to  enforce  the  law.  I  think  in  this  section  IT  (a)  to  which  you  refer 
it  is  limited  to  those  statements  filed  with  the  Commission. 

Mr.  Potter.  Well,  if  that  is  the  intention  of  the  bill,  then  the 
remarks  I  made  on  that  section  of  it  of  course  do  not  apply. 

Senator  Adams.  Of  course  it  does  hold  those  responsible  who  are 
responsible  for  the  making  of  the  statements  in  the  applications  as 
well  as  those  who  make  the  statements. 

Mr.  Potter.  So  far  as  the  application  is  concerned  I  have  not 
anything  to  say  about  that.  My  remarks,  as  I  thinlc  you  understand, 
are  confined  almost  entirely  to  the  giving  of  information  where  re- 
quested about  securities,  in  a  very  general  way,  in  which  one  would 
have  no  interest  whatsoever  as  to  the  sale. 

Mr.  Pecora.  Mr,  Potter,  you  say  on  pages  3  and  4  of  your  state- 
ment, beginning  at  the  bottom  line  of  page  3,  that  the  purpose  of 
the  bill  in  restricting  undue  speculation  should  be  accomplished 
through  some  other  means. 

What  other  means  did  you  have  in  mind? 

Mr.  Potter.  Mr'  Pecora,  I  think  I  ought  to  disclaim  any  particu- 
lar knowledge  or  any  valuable  knowledge  about  the  stock  exchange. 
I  really  am  not  an  expert  on  the  stock  exchange.  I  did  not  have 
any  particular  metliod.  I  did  not  come  here  prepared  to  propose 
any  alternative  method  of  controlling  speculation,  except  the  one 
which  I  have  made  with  respect  to  the  control  of  credit. 

Mr.  Pecora.  Through  the  Federal  Reserve  Board? 

Mr.  Potter.  Yes,  sir. 

Senator  Adams.  There  has  not  been  an  opportunity  yet  to  observe 
the  operation  of  the  Banking  Act  of  1933  as  to  its  effect  on  excess 
speculation. 

Mr,  Potter.  No,  sir;  that  is  true. 

Senator  Adams.  We  have  not  been  affected  with  any  excess  specu- 
lation perhaps,  except  in  a  limited  spot. 

Mr,  Potter.  No,  sir ;  that  is  true.  But  as  I  have  said,  it  seems  to 
me  that  is  the  proper  way  to  do  it. 

Senator  Adams.  That  was  the  intent  of  that  bill  in  part. 
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Mr.  Potter.  Yes,  sir;  undoubtedly.  And  I  think  they  have  com- 
plete power  from  a  practical  point  of  view.  It  is  only  a  question  of 
whether  they  use  it  or  not.  If  they  use  the  power  that  they  are 
given,  I  should  think  they  could  control  it  absolutely. 

Mr.  Pecoka.  On  page  5,  Mr.  Potter,  of  your  statement,  next  to 
the  last  paragraph,  you  say: 

It  would  sei'in  that  these  provisions  of  the  Banking  Act  of  1933  should  be 
regarded  as  sufficient  to  vest  in  the  Federal  Reserve  Board  control  over  the 
undue  use  of  credit  for  speculative  purposes. 

Do  you  think  that  that  power  extends  to  the  extension  of  credit 
by  nonbanking  corporations  ? 

Mr.  PoTiEK.  It  seems  to  me  so,  Mr.  Pecora.  I  mean  to  say,  I 
thmk  it  would  prevent  absolutely  the  introduction  of  credit  into  the 
stock  market,  let  us  say,  from  corporations  and  individuals,  as  was 
done  in  1929. 

Mr.  Pecoka.  You  do  think  that  some  such  power  should  be  lodged 
tsomewhere,  don't  you  ? 

Mr.  Poi-TER.  Yes,  sir. 

Senator  Adams.  Mr.  Potter,  your  are  conscious  of  the  fact  that 
there  has  l)een  a  good  deal  of  complaint  that  the  banks  were  not 
making  loans?  That  is  one  of  the  common,  curbstone  criticisms  of 
the  day,  that  the  banks  were  holding  up  the  return  of  prosperity 
by  refusing  to  make  loans.  Now,  as  I  gather  your  view  of  this  it 
is  that  this  IS  tending  to  put  limitations  upon  the  banks  so  that  they 
could  not  make  some  loans? 

Mr.  Potter,  Yes,  sir. 

The  Chairman.  Do  you  approve  of  section  7,  Mr.  Potter,  which 
provides  that — 

It  shall  be  unlawful  for  any  member  of  a  national  securities  exchange  or 
l)erson  who  transacts  a  business  in  securities  through  the  medium  of 'such 
member,  directly  or  indirectly,  to  borrow  on  any  security  registered  on  a 
national  securities  exchange  from  any  person  other  than  a  member  bank  of  the 
Federal  Reserve  System. 

Mr.  Potter.  Well.  I  commented  on  that,  Mr.  Chairman.     I  am  a 
proponent  of  a   one-banking  system,  ^o   far  as  that  is  concerned 
But  I  tlinik  that  you  run  great  danger  of  creating  a  situation  which 
will  cause  unnecessary  and  hurtful  liquidation  if  that  clause  is  left 
in  the  bill,  becau.se  there  are  a  great  many  bankers  who  are  not  mem- 
bers of  the  Federal  Reserve  System  as  vet  and— I  cannot  personally 
predict  when  they  will  be— they  are  m'aking  loans  on  securities.     I 
do  not  know  of  any  way  that  those  banks  can  get  rid  of  those  loans 
once  the  bill  is  passed  other  than  by  asking  their  customers  to  transfer 
them  to  some  other  bank  or  asking  them  to  liquidate.     In  a  great 
many  ca.se.s,  I  tliink  I  am  ^afe  in  saving  in  the  inajoritv  of  cases 
these  nonmember  banks  are  rather  small  banks;  most  of  them  are 
out  in  the  country,  and  the  kind  of  customers  that  they  have  would 
find  it  a  little  difficult,  probably  difficult,  if  not  impossible,  to  find 
another  place  for  their  loans.     The  loans  are  small,  and  it  would 
not  pay  them  to  go  to  the  larger  centers  to  get  in  touch  with  the 
larger  banivs  who  are  members  of  the  Federal  Reserve  System,  and 
I  think  they  would  find  it  more  practicable  to  just  liquidate  their 
loans,  and  that,  it  seems  to  nie.  is  not  desirable  right  at  this  particular 
time.  ' 
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Senator  Kean.  What  effect  would  this  have,  Mr.  Potter,  on  the 
exchange  market? 

Mr.  Potter.  You  mean  the  market  of  foreign  exchange? 

Senator  Keax.  Yes.  Suppose  I  sell  my  60-day  bills  in  London  or 
Paris  and  I  have  so  much  money  on  hand  temporarily  as  the  result 
of  selling  those  bills.    I  want  to  get  the  interest  on  that  money. 

Mr.  Potter.  Yes. 

Senator  Keax.  The  only  place  I  can  safely  get  it  is  by  loaning  it 
on  the  stock  exchange,  isn't  it? 

Mr.  Potter.  Well,  Senator,  when  you  speak  of  yourself  are  you 
referring  to  yourself  as  a  banker  or  an  individual? 

Senator  Keax.  Xo;  I  am  referring  to  myself  as  the  public. 

Mr.  Potter.  An  aggregation  of  individuals? 

Senator  Keax.  Yes,  For  instance,  the  Bank  of  Montreal  or  Bond 
Bros,  or  Morgan  &  Co.  or  Kuhn,  Loeb  &  Co.  or  anybody  else  that 
deals  with  the  exchange — Lazard  Freres. 

Mr.  PoTiER.  There  are  other  places  where  you  can  make  invest- 
ments, of  course,  of  a  short  and  liquid  character. 

Senator  Kn\x.  You  might  be  able  to,  but  it  would  be  much  more 
difficult  than  simply  sending  it  down  and  loaning  it  on  the  stock 
exchange,  would  it  not? 

Mr.  Potter.  Loaning  it  on  the  stock  exchange  is  just  as  easy,  but 
no  easier  than  buying  bankers'  bill  or  short-term  governments  or 
other  securities  of  that  character. 

Senator  Kean.  Yes ;  but  you  might  be  able  to  get  a  better  rate. 

Mr.  Po'iTER.  You  would  proV>ably  get  a  bett<'r  rate  by  lending  it 
on  the  stock  exchange ;  that  is  true. 

Senator  Kean.  Therefore,  in  my  exchange  transaction  I  would 
make  some  money  by  loaning  it  on  the  stock  exchange  and  might 
lose  some  money  if  I  bought  bills? 

Mr.  Potter.  That  today  would  probably  be  true. 

Senator  Keax.  There  are  some  other  questions  that  I  would  like 
to  ask  you.  I  just  wanted  to  bring  out  that  it  W(»uld  interfere  with 
the  banking  situation  of  the  country. 

The  next  (juestion  that  I  wanted  to  ask  is:  There  are  three  agencies 
now  to  which  the  national  banks  are  subject:  One,  Comptroller  of 
the  Currency,  the  other  the  Treasury  Department,  and  the  third 
the  guarantee.     Is  that   right  ? 

Mr.  Potter.  You  mean  the  deposit  guarantee? 

Senator  Keax.  Yes.  You  have  three  agencies  that  now  examine 
you,  look  into  you.  They  are  all  concentrated  practically  in  the 
Treasur}^  Department,  are  they  not? 

Mr.  Potter.  Yes,  sir.     I  am  speaking  of  a  national  bank? 

Senator  Kean,  Yes.  Now  then,  those  three  agencies  have  the 
power  to  control  the  amount  of  loans  you  make  and  also  the  amount 
that  you  lend,  also  control  by  putting  up  or  decreasing  the  current 
rate,  of  your  being  able  to  borrow  from  the  Federal  Reserve  Bank, 
and  in  that  way  they  have  the  power  to  regulate  the  money  market, 
do  they  not? 

Mr.  Potter.  I  consider  that  they  have  the  weapons  in  their  hand 
to  absolutely  control  the  money  market  and  control  from  all  practical 
standpoints  the  direction  in  which  credit  shall  be  used. 
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Senator  Kean.  Therefore,  if  they  are  charged  by  the  Government 
with  controlling  the  money  market,  to  put  this  under  the  Federal 
Trade  Commission  would  simply  be  adding  another  agency  outside 
of  the  Treasury  of  the  United  States  to  interfere  with  their  control 
of  the  money  market? 

Mr.  Potter.  That  is  my  firm  conviction  and  belief. 
Senator  Kean.  That  is  all  I  have. 

The  Chairman.  Do  you  think,  Mr.  Potter,  that  it  is  economically 
sound  to  place  some  restrictions  and  limitations  on  speculation  ? 

Mr.  Potter.  I  am  speaking  as  an  amateur  on  this  subject,  Mr. 
Chairman.  I  do  not  profess  to  know  much  about  speculation,  strange 
as  it  may  seem.  But  I  think  that  it  is  perfectly  evident  that  some 
supervision  of  the  exchanges  would  be  desirable,  without  doubt. 
That  is  about  as  far  as  my  knowledge  permits  me  to  go. 

The  Chairman.  You  realize  that  the  spirit  of  speculation  that 
was  rampant  in  1929  had  a  good  deal  to  do  with  the  subsequent 
collapse  in  securities? 

Mr.  PoTEER.  Yes,  sir.  I  realize  it,  and  I  proclaim  it,  and  it  is 
latent  today  ready  to  bob  up  at  a  moment's  notice. 

The  Chairman.  Precisely.  And  would  not  this  section  that  I 
read  to  you,  or  this  paragraph,  have  a  tendency  to  restrict  and  limit 
speculation  ? 

Mr.  Potter.  Now,  do  you  mind  just  refreshing  my  memory?  I 
am  stupid  about  it. 

The  Chairman.  It  says  : 

It  shall  be  unlawful  for  any  member  of  a  national  securities  exchange 
or  any  person  other  than  a  member  bank  of  the  Federal  Reserve  System 

Mr.  Potter  (interposing).  Oh.  ves.  If  I  answer  categorically 
to  that  question,  it  certainly  would.  But  I  do  not  believe  it  is  neces- 
sary to  have  a  clause  like  that  in  the  bill  in  order  to  have  the  prac- 
tical effect  of  controlling  speculation,  as  far  as  all  practical  intents 
and  purposes  are  concerned. 

Mr.  Pecora.  Mr.  Potter,  do  you  happen  to  know  what  proportion 
ot  the  commercial  banks  of  the  country  are  nonmembers  of  the 
Federal  Eeserve  System? 

Mr.  Potter.  No,  Mr.  Pecora. 

Senator  Adams.  More  than  half,  Mr.  Pecora. 

Mr.  Potter.  In  number  more  than  half,  but  in  importance  I  think 
you  will  hnd  the  percentage  is  less.  But  I  would  not  like  to  venture 
an  opinion.  In  number  I  think  you  will  find  it  is  quite  large  and 
important,  but  I  think  in  importance,  in  figures,  it  is  not  so  much. 

Mr.  Pecora.  On  pages  6  and  7  of  your  statement  vou  advance  the 
contention  that  m  order  to  adapt  existing  loans  secured  by  collateral 
to  the  margin  requirements  of  the  bill  it  would  involve  considerable 
speedy  liquidation,  which  you  think  would  be  harmful.  Do  you 
think  that  tJiat  objection  could  reasonably  be  overcome  by  the  inclu- 
sion in  the  law  of  a  provision  for  a.  reasonable  period  of  thiie,  say 
even  several  years,  for  the  purpose  of  liquidating  such  loans,  in 
order  to  adapt  them  to  margin  requirements? 

Mr.  Potter.  Having  read  Mr.  Corcoran's  remarks  before  this  com- 
mittee, my  mjnd  naturally  went  in  that  direction.  He  aave  that 
some  consideration.  But  in  considering  a  loan  to  a  brokei*  member 
of  the  stock  exchange,  by  a  bank  one  must  remember  that  those  loans 
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are  diversified  as  a  general  rule,  very  much  diversitied,  and  that  there 
are  constant  substitutions  being  made  in  them,  and  whether  we  recog- 
nize a  loan  of  six  months  from  now  that  was  made  today  as  the  same 
loan  is  (juestionable.  I  do  not  know  how  you  would  cover  that. 
But  if  you  could  cover  the  point,  Mr.  Pecora,  in  a  practical  way,  it 
certainly  would  be  better  than  the  arrangement  of  the  bill,  as  I  see 
it  now. 

jNIr.  Pecora.  Can  you  think  of  an}'  more  practical  or  immediately 
available  method  than  by  allowing  a  period  of  time  for  the  adapta- 
tion of  existing  loans  to  margin  requirements  of  the  bill,  whatever 
such  margin  requirements  eventually  might  be  ? 

Mr.  Potter.  No  ;  I  have  not  been  able  to  think  of  a  better  device, 
but  neither  have  I  been  able  to  see  how  that  device  is  quite  practical 
unless  you  number  the  loans  and  you  call  a  loan  for  a  half  million 
dollars  no.  25,  and  it  is  a  half-million-dollar  loan,  no  more  and  no 
less,  regardless  of  what  collateral  is  substituted  for  the  original  col- 
lateral. It  seems  to  me  that  would  be  a  little  difli<nilt.  but  perhaps  it 
could  be  worked  out. 

Senator  Adams.  Mr.  Potter,  in  your  inquiries  or  study  have  you 
been  able  to  form  any  estimate  as  to  the  extent  or  the  proportion  of 
the  speculation  which  was  based  on  marginal  transactions  as  against 
that  which  Avas  based  on  actual  ownership  and  borrowing  and  other 
ways  ? 

Mr.  Pecora.  In  connection  with  that,  Senator,  we  have  consider- 
able data  that  has  been  compiled  from  the  returns  to  questionnaires 
that  were  addressed  by  us  from  members  of  various  stock  exchanges 
throughout  the  country.  The  data  will  show  the  number  of  accounts 
of  customers  carried  by  brokers  on  margin  and  the  number  of 
accounts  that  were  on  a  cash  basis.  I  think  they  will  perhaps  show 
or  indicate  that  situation  much  more  definitely  than  any  other  figures 
that  are  obtainable.  We  will  have  those  data  before  the  committee 
very,  very  shortly. 

Senator  Adams.  Mr.  Potter,  you  spoke  of  being  an  amateur  in 
speculation.  Do  you  know  anybody  who  really  qualifies  as  an 
expert  now  ? 

Mr.  Potter.  No,  sir;  I  do  not  know  as  I  do.  But  there  are  cer- 
tainly some  who  know  more  about  it  than  I  do. 

The  Chairman.  Are  there  any  other  questions? 

Senator  Goldsborough.  Mr.  Potter,  you  disclaim  being  an  expert 
on  the  stock  exchange.  Might  I  ask  you  if  you  have  any  opinion 
on  the  question  as  to  whether  section  9,  I  think  it  is,  might  prohibit 
short  sales  and  stop-loss  orders? 

Mr.  Potter.  Senator  I  do  not  have  a  copy  of  that  bill  before  me. 

(A  copy  of  the  bill  was  handed  to  Mr.  Potter.) 

Senator  Goldsborough.  I  think  it  is  page  20,  sir.  If  that  does 
prohibit  such  sales  or  stop-orders,  do  you  think  that  is  wise? 

Mr.  Potter.  Well,  you  refer  to  paragraph  (b)  ? 

Mr.  Pecora.  (a)  and  (b)  both. 

Senator  Goldsborough.  (a)  and  (b)  both. 

Mr.  Potter.  You  will  have  to  pardon  me  if  I  look  at  this  a  minute, 
because  I  have  not  put  my  mind  on  this  before. 

Senator  Goldsborough.  Yes. 
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Mr.  Potter  (after  perusing  sections  of  the  bill).  Senator.  I  take 
it  that  this  IS  a  prohibition  against  short  sales,  is  it  not? 

Mr.  Pecora.  Yes,  except  in  accordance  with  such  rules  and  reo-u- 
lations  as  may  be  prescribed.  '^ 

Senator  Goldsborougii.  Some  people  I  think  rather  interpret  it 
as  a  prohibition. 

Ml-.  Potter.  You  are  asking  me  something  that  I  am  not  very  well 
prei)ared  on,  but  as  I  read  it,  it  gives  me  an  impression  that  it  implies 
a  prohibition  or  a  suggested  prohibition. 

Senator  Goldsborough.  I  am  asking  your  opinion  as  to  the  wisdom 
or  unwisdom  of  that. 

Mr.  Potter.  T  do  not  think  my  advice  to  you  on  that  score,  my 
opinion,  would  be  worth  much.  It  is  a  very  big  subject,  and  it  is 
one  that  has  been  discussed  by  a  great  many  people  who  know  more 
about  it  than  I  do.  In  my  business  experience,  entirely  apart  from 
speculation,  but  in  the  handling  and  deliveries  of  securities,  not  only 
my  own  but  others,  it  has  many  times  been  almost  a  life  saver  to  be 
able  to  use  the  market  on  the  short  side,  in  hedges  and  in  other  trans- 
actions. Tlie  common  use  of  the  words  "short  sales  against  the 
box  IS  an  almost  every-day  occurrence,  and  it  is  practically  con- 
venient and  necessary. 

Senator  Goldsborougii .  Then  as  a  matter  of  fact  it  is  not  without 
some  good  result? 

Mr.  Po'Fi'ER.  I  should  think  not.  But  I  do  not  want  to  pose  as  a 
proponent  of  the  short  sale,  because  I  do  not  think  I  know  enouo-h 
about  it  to  go  very  deeply  into  the  subject.  '^ 

Senator  Keax.  Well,  you  do  know  that  you  get  cables  from 
abroad? 

Mr.  Potter.  Oh,  yes. 

Senator  Keax.  And  that  it  takes  sometimes  as  loner  as 

Mr.  PoTTFJi  (interposing).  Two  weeks. 

Senator  Keax.  Two  weeks  before  you  can  receive  the  securities 
from  abroad. 

Senator  Golusborough.  Mr.  Potter  has  touched  that  in  his  state- 
ment. 

Mr.   Po-rrER    Yes.     We   have   had   a   good   many   cases,   Senator, 
where  the  customers  have  undoubtedly  good  credit,  and  they  would 
ask  us  to  transfer  from  their  account  a  large  block  or  a  small  block 
of  stock,  and  sometimes  it  would  take  them  6  months  to  dig  it  up 
1  mean  to  say  that  they  have  been  mislaid  or  somethino- 

Senator  Kean.  Perhaps  they  were  abroad  and  it  was  in  their  box 
and  nobody  had  access  to  their  box 

Mr.  Potter.  Yes. 

Senator  Kean.  And  in  the  meantime  you  had  to  borrow  the  stock? 
do  that  "'"''™'      *''■  ^  ^^""^  '^  '"  perfectly  legitimate  for  us  to 

Mr.  Peccra.  Mr.  Potter,  you  have  referred  to  short  sales  against 
the  box.  A\  here  a  person  holding  securities  at  tlie  time  he  mJkes  a 
short  sale  thereof  actually  covers  them,  not  throuffh  securities  he 
ouns  mt  through  the  purchase  of  securities  in  the  market,  that 
virtually  Ix'conies  an  outright  short  sale,  doesn't  it« 

Mr.  I^)TTER.  Oil.  if  he  does  that:  yes.' 
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Mr.  Pecora.  I  might  say  for  your  possible  information  that  in 
section  8  (a)  (5),  relating  to  dissemination  of  information,  et  cetera, 
and  with  respect  to  which  5^ou  devoted  a  considerable  part  of  your 
statement 

Mr.  Potter.  Yes. 

Mr.  Pecora.  Practically  all  of  the  considerations  that  have  been 
urged  by  you  in  your  statement  have  already  received  attention. 

Mr.  PoTTEK.  I  was  afraid  that  was  so,  Mr.  Pecora. 

Mr.  Pecora.  You  mean  you  were  hoping  that  was  so? 

Mr.  Potter.  I  was  hoping  it  was  so. 

Senator  Adams.  I  should  say,  Mr.  Potter,  to  clear  up,  that  my 
<;omments  were  in  reference  to  section  17  (a),  not  this  section  8  (a). 

Mr.  Potter.  No. 

Senator  Adams.  Because  some  of  your  remarks  were  appropriately 
directed  at  8,  and  the  part  I  was  commenting  on  was  section  IT  (a), 
and  perhaps  that  qualification  ought  to  be  made. 

Mr.  Potter,  Yes. 

The  Chairman.  Any  other  questions? 

Senator  Kean.  I  think,  Mr.  Potter,  you  covered  the  trust  question, 
where  you  had  a  nominee  with  stock  in  his  name  so  that  you  might 
control  5  percent  of  the  company,  but,  of  course,  you  would  not 
really  control  it  because  you  would  have  to  ask  the  trustees  whether 
they  would  vote  the  proxy. 

Mr.  Potter.  I  would  either  have  to  ask  the  trustees  or  owners  or 
beneficiaries. 

Senator  Kean.  Yes. 

Mr.  Potter.  I  would  like  just  to  make  one  brief  observation  there. 
I  differentiate  between  the  owner  of  record  and  the  actual  owner,  that 
is  all. 

Senator  Kean.  In  other  words,  for  convenience  sake,  why  you  put 
the  stocks  in  the  name  of  a  nominee? 

Mr.  Potter.  Yes.  sir. 

Senator  Kean.  And  you  might  have  5  percent  >tock  ? 

Mr.  Potter.  Yes,  sir. 

Senator  Kean.  Whereas,  if  you  came  to  vote,  ilivided  into  the 
dozen  accounts  and  so  fortli,  you  might  not  have  one  percent? 

Mr.  PorrER.  Yes ;  the  votes  might  offset  each  other. 

Senator  Kean.  Or  they  might  offset  each  other.  One  group 
might  vote  for  one  set  of  dii-ectors  and  tlie  other  one  might  tell 
you  to  vote  for  another. 

Mr.  PoTi'ER.  Exactly. 

Mr.  Pecora.  The  ownership  is  to  be  treated  as  an  entity  with 
respect  to  the  necessity  rather  than  the  nominee  of  record  ? 

Mr.  Potter.  It  seems  so  to  me,  Mr.  Pecora. 

The  (.^HAiRMAN.  That  is,  I  believe,  Mr.  Potter.  We  are  very  much 
obliged  to  you. 

Mr.  Potter.  You  are  very  welcome,  gentlemen.  I  appreciate 
the  opportunitj'^  of  coming  before  you. 

The    Chairman.  It    has    been    a    very    enlightening    discussion. 

Mr.  Johnston. 
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STATEMENT  OP  PERCY  H.  JOHNSTON,  MONTCLAIR,  N.J.,  CHAIR- 
MAN OF  THE  BOARD  AND  PRESIDENT  OF  THE  CHEMICAL  BANK 
&  TRUST  CO.,  AND  CHAIRMAN  OF  THE  NEW  YORK  CLEARING 
HOUSE  ASSOCIATION 

The  Chairman.  Mr.  Johnston,  just  have  a  seat  and  give  your 
Jiame  and  address,  and  occupation. 

Mr.  Johnston.  Percy  H.  Johnston,  Montclair,  N.J. :  chairman  of 
the  board  and  president  of  the  Chemical  Bank  &  Trust  Co.,  New 
York,  and  in  my  appearance  before  your  connnittee  as  the  chairman 
of  the  New  York  Clearing  House  Association. 

The  Chairman.  We  want  to  hear  your  views  about  this  bill,  Mr. 
Johnston. 

Mr.  Johnston.  Senator,  there  is  very  little  that  I  can  add  in  ad- 
dition to  what  Mr.  Potter  has  said.  Mr.  Potter  and  myself  have 
collaborated  on  this  matter.  Candor  compels  me  to  say  that  he  did 
most  of  the  work,  because  I  have  been  laid  up  with  the  grippe:  just 
got  out  of  it  a  day  or  two  ago. 

Senator  Kean.  So  that  you  corroborate  what  Mr.  Potter  has  said? 

Mr.  Johnston.  I  am  familiar  with  his  statement  and  I  am  in  sym- 
pathy and  in  accord  with  it. 

I  should  like  to  say  that  I  grew  up  in  a  country  bank.     I  spent 

0  years  attached  to  the  Treasury  Department  here  examining  banks 
from  the  Atlantic  to  the  Pacific  and  from  the  Great  Lakes  to  the 
Gulf.  I  have  an  apprehension  as  to  how  the  country  banks  can  get 
these  collateral  loans  out.  They  always  have  them.  They  loan  on 
an  ice  plant,  grain  elevator,  every  conceivable  thing  you  can  think  of. 
riiey  have  no  market,  exchange,  value  anywhere. 

Senator  Goldsborough.  And  many  unlisted  securities  of  local  cor- 
porations? 

Mr.  Johnston.  Nearly  all  of  the  country  banks'  securities  are  un- 
listed securities.    I  do  not  believe  that  they  can  afford  to  list  them 

1  ani  talking  about  the  town  I  grew  up  in  in  Kentucky,  3,500  people, 
which  probably  have  six  or  eight  corporations,  such  as  a  lumber 
company,  and  so  forth. 

Senator  Adams.  Most  of  those  securities  would  not  qualify  for 
listing  on  any  exchange? 

Mr.  Johnston.  No.  sir;  and  they  could  not  afford  to  have  the 
audits.  Ihe  expense  of  having  them  certified  every  3  months  to. 
some  exchange  would  just  be  prohibitive. 

In  regard  to  placing  the  control  of  this  subject  in  the  Federal 
li-ade  Commission:  At  present  my  institution  is  subject  to  four 
different  supervisory  authorities:  State  of  New  York,  the  Federal 
Keserve  Bank,  the  Federal  Deposit  Insurance  Corporation,  and  the 
iNew  York  Clearing  House  Association. 

Senatoi'  Kean.  And  the  Comptroller  of  tlie  Currency « 

Mr.  Johnston.  No.    We  are  a  trust  company. 

Senator  Kean.  Oh,  yes. 

Mr.  Pecora.  The  Clearing  House  Association  examination  is 
purely  voluntary.  I  mean  your  bank  by  being  a  member  is 
examined  ? 

Mr.  Johnston.  Yes,  sii-.  We  can  witlidraw  from  the  clearing 
house,  01  course,  to  avoid  them. 
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Senator  Adams.  You  could  withdraw  from  the  Federal  Reserve? 

Mr.  Johnston.  Yes;  but  I  should  saj^  it  takes  about  a  third  of 
our  year  now  to  be  examined  and  to  make  reports,  and  one  does  not 
conceive  the  enormous  expense  that  is  involved  in  all  this  amount 
of  work.  Now  I  hate  to  see  added  on  another  and  probably 
conflicting  authority. 

I  am  quite  sure  that  probably  what  we  are  aiming  at  here  is  to 
cure  speculation.  I  wish  there  was  some  way  to  cure  it.  I  think 
we  would  be  better  off.  But  I  think  you  have  got  to  change  your 
race  of  human  beings,  because  they  like  to  speculate. 

I  think  you  have  the  control  now.  We  had  the  control  in  '25, 
-26,  '27,  '28  and  '29,  and  we  did  not  use  it.  We  had  the  control  in 
the  power  of  the  Federal  Reserve  Board,  and  if  the  Federal  Reserve 
Board  had  not  bent  its  policy  to  meet  the  wishes  of  the  Treasury, 
who  wanted  to  borrow  cheap  money  for  the  Government,  but  had 
raised  these  rates  as  they  should  have  done,  we  could  have  stopped 
this  speculation  in  its  incipience  in  '27  and  '28  and  avoided  this 
colossal  crash  that  has  come  with  such  widespread  disaster  tc) 
everyone. 

Mr.  Pecora.  In  those  times,  Mr.  Johnston,  persons  whose  positions 
and  experiences  gave  them  perhaps  the  appearance  of  having  some 
authority  opposed  the  adoption  of  any  measure  that  had  the  tendency 
that  you  now  speak  of,  that  is,  to  curb  any  speculation. 

Mr.  Johnston.  You  mean  the  Federal  Reserve  Board  'i 

Mr.  Pecora.  No;  the  persons  outside  the  Federal  Reserve  Board. 
For  instance,  all  that  time  the  gentleman  that  was  president  of  the 
New  York  Stock  Exchange  in  a  speech  he  delivered  in  January  1928 
decried  the  notion  that  some  persons  were  then  giving  expression  to 
the  fact  that  we  were  living  at  that  time  in  a  fool's  paradise. 

Mr.  Johnson.  I  do  not  doubt  that.  Mr.  Pecora.  I  do  not  doubt 
that  there  were  man}'  people  who  wautod  that  specuhition  to  go  on, 
but  I  do  claim  that  the  central  banks,  rather  than  the  Federal  Reserve 
Board,  which  is  the  central  bank  in  eli'ect,  had  that  power.  I  think 
every  central  bank  in  the  world  has  that  power.  But  inevitably  they 
all  color  their  operations  to  suit  the  treasuries  of  their  country. 

JMr.  Pecora.  And  we  have  seen  too  that  nonbanking  corporations 
and  individuals  having  large  capital  surpluses  encouraged  specu- 
lation by  sending  their  money  into  the  market. 

Mr.  Johnston.  Yes.  That  is  where  the  bulk  of  the  money  came 
from.  There  was  very  little  mone}'  that  the  big  banks  in  New 
York  for  their  own  account  loaned  to  the  brokers,  but  it  came  from 
all  over  the  world.  There  was  a  lodestone  that  drew  this  money  to 
the  high  rates. 

Mr.  Pecora.  Should  not  that  be  checked? 

Mr.  Johnston.  That  has  been  checked  now,  because  they  have 
prohibited  the  lending  of  monev  for  the  account  of  other  people 
like  that. 

Mr.  Pecora.  That  does  not  prevent  the  nonbanking  corporations 
from  making  the  loans  directly? 

Mr.  Johnston.  No  ;  it  does  not. 

Mr.  Pecora.  We  have  evidence  here  that  some  of  them  did  make 
large  call  loans  directly,  not  through  the  medium  of  banks. 
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Mr.  Johnston.  Most  of  it  was  made  throuoh  the  banks,  though, 
that  have  the  facilities.  I  have  no  quarrel  with  vou  on  that  subiect' 
sir.  '  "'      ' 

Pecora.  The  banks  in  those  cases  merely  acted  as  agents? 
Johnston.  Yes. 

Pecora.  And  got  a  very  small  commission  ? 
Johnston.  Until  the  Clearing  House  Association  prohibited 
the  lending  of  money  for  the  account  of  other  people. 
Senator  Adams.  When  was  that  action  taken  by  them  ? 
Mr.  Johnston.  That  was  after  the  horse  left  the  barn. 
Senator  Goldsborough.  During  that  period  of  speculation  in  1929 
Prof.  Irving  Fisher  still  said  the  market  was  going  up. 

Mr.  Johnston.  Oh,  yes.  Mr.  Chairman  and  gentlemen,  anythino- 
that  is  good  for  this  Nation  is  good  for  the  banks  of  New 'York! 
Anything  that  is  bad  is  bad  for  them.  I  say  this,  as  chairman  of 
the  Associated  Banks  of  New  York.  The  vast  majority  of  those 
banks  are  commercial  institutions  whose  primary  purpose  is  to 
foster  the  coinmercial  business  of  this  country,  and  at  no  time,  even 
during  all  this  speculation,  could  a  manufacturer  or  merchant  fail 
to  get  money  at  at  least  one  third  the  rate  speculators  were  paving 
for  money  on  the  exchange. 

I  am  hopeful  that  you  will  not  so  restrict  it,  by  rules  of  the 
Federal  Trade  Commission,  so  that  it  will  be  difficult  for  us  to  go 
ahead  and  foster  industry  and  manufacturing.  Many  industries 
and  manufacturers,  after  3  or  4  years  of  depression,  have  lost  a  sub- 
stantial part  of  their  capital  funds,  but  in  days  gone  by  they  had 
inade  money,  and  the  stockholdei-s  had  withdrawn  it  from  these 
industries,  and  they  had  the  estates,  you  might  say,  in  their  strong 
boxes.  When  they  come  to  the  banks  they  invariably  go  down  in 
their  strong  boxes  and  take  out  some  of  their  collateral  and  put  it 
up  to  borrow.  A  bank  lending  money  on  securities,  whether  they 
are  listed  or  unlisted,  is  entirely  different  from  the  way  an  account 
IS  handled  in  a  stock-exchange  house.  I  do  not  profess  to  be  any 
authority  on  stock-exchange  operations,  but  a  stock-exchange  oper- 
ator IS  interested  in  his  customer  continuing  to  trade.  The  more 
he  trades  the  better  it  is  for  the  stock-exchanije  house,  because  they 
make  commissions.  That  is  not  true  at  all  of  the  banks.  The  banks 
look  at  it  from  an  entirely  different  ]wint  of  view.  In  most  cases, 
II  it  IS  speculation,  they  discourage  it. 

Mr.  Pecora.  In  other  words,  the  broker  finds  to  his  personal  in- 
terest to  encourage  speculation,  as  against  investment? 

Mr.  Johnston.  He  is  bound  to.     That  is  the  nature  of  his  business. 

benator  Adams.  As  a  matter  of  fact,  the  banker  is  confronted  with 

the  complaint  of  his  depositor,  because  the  bank  advises  him  not  to 

speculate,  and  he  says  ''  Yes ;  you  want  to  keep  the  money  on  deposit. 

You  don  t  want  me  to  make  any  money." 

Mr.  Johnston.  They  would  not  pay 'the  slightest  attention  to  us 
in  1928  and  1929.  Many  b.ig  institutions  talked  to  their  clients  and 
told  them  there  was  going  to  be  a  flood,  but  they  did  not  believe  it. 
home  few  of  them  did. 

Senator  Adams.  How  did  the  commercial  paper  rate  run,  compared 
with  the  rate  which  was  charged  to  brokers  when  the  interest  rates 
to  brokers  began  to  go  high? 
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Mr.  Johnston.  About  40  percent  of  the  average  of  the  rate  of  the 
brokers'  loans. 

Senator  Adams.  The  commercial  paper  rate  never  did  become 
excessive  ? 

Mr.  Johnston.  It  never  got  over  6  percent,  and  the  banks  bought 
large  amounts  of  it. 

The  Chairman.  How  do  the  commercial  rates  compare  with  the 
rediscount  rate  of  the  Federal  Reserve? 

Mr.  Johnston.  They  are  about  the  same  at  present,  Senator. 

The  Chairman.  Do  you  know  how  they  compared  in  1929? 

Mr.  Johnston.  They  were  very  close  to  it.  Going  back  to  1919 
and  1920,  when  we  had  the  great  commodity  speculation,  it  was  the 
raising  of  the  rates  of  the  Federal  Reserve  that  stopped  it.  There 
is  no  question  about  that.  It  is  almost  inevitable  that  a  country 
cannot  have  poured  onto  its  shores  vast  sums  of  gold,  which  is  the 
basis  of  credit,  without  having  speculation,  unless  the  central  bank 
has  a  very  stiff  backbone. 

Senator  Adams.  Some  j'ears  back  we  had  tremendous  speculation 
here  in  one  of  our  leading  States  in  the  country,  down  in  the  south- 
eastern corner  of  tlie  United  States. 

Mr.  Johnston.  Yes,  sir. 

Senator  Adams.  Is  there  any  waj'  that  that  kind  of  speculation 
could  be  curbed?  That  had  no  bearing  at  all  upon  the  New  Vork 
Stock  Exchange,  and  had  little  bearing  on  the  transactions  of  the 
banks,  and  yet  we  know  real  estate  down  there  went  out  of  sight, 
and  wrecked  a  great  many  people. 

Mr.  Johnston.  I  do  not  know  how  j^ou  would  check  it.  If  people 
want  to  think  that  beach  land  along  the  shores  of  Florida  is  worth 
$10,000  a  front  foot,  I  do  not  know  how  you  can  help  it. 

Senator  Goldsrorough.  We  are  having  a  lot  of  gold  poured  on 
our  shores  now.  Do  I  understand  you  to  mean  that  Ave  will  have 
speculation  following  in  the  wake  of  it  ? 

Mr.  Johnston.  I  do  not  think  we  will.  I  think  we  have  a  dif- 
ferent control  now,  but  if  you  take  the  history  of  banking  in  all  the 
countries  of  the  world  for  800  or  400  years,  wherever  there  has  been 
an  accumulation  of  gold,  speculation  broke  out. 

Mr.  Chairman.  I  want  to  bo  helpful  in  this  thing.  I  have  not 
the  slightest  interest  in  this  thing,  but  I  am  fearful  that  this  meas- 
ure, as  I  have  read  it — you  probably  will  amend — I  am  fearful  that 
it  will  bring  further  deflation.  Lord  knows,  we  have  had  enough  of 
it.  We  hear  people  talk  about  inflation.  I  wisli  we  could  have 
just  a  little.    We  have  had  the  other  for  4  3'ears. 

The  Chairman.  How  do  you  think  it  will  bring  about  deflation? 

Mr.  Johnston.  By  forcing  out,  in  the  small  banks  of  the  country, 
their  loans  which  would  not  qualify.  I  do  not  know  who  can  take 
them  up. 

Mr,  Pecora.  If  a  period  of  time  of  several  years  is  provided  for 

Mr.  Johnston.  They  probably  could  make  an  adjustment,  Mr. 
Pecora,  if  given  enough  time. 

Mr.  Pecora.  That  would  be  a  way  of  relieving  the  situation  from 
the  undue  liquidation  that  you  speak  of. 

Mr.  Johnston.  The  thing  I  am  trj^ing  to  visualize  is  how  we  can 
take  a  town,  say,  of  5,000  people,  with  a  dozen  industries,  local  in 
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nature,  and  how  we  can  qualify  them  to  mark  up  the  exchange  values 
of  securities  in  New  York,  Boston,  Chicago,  Baltimore,  and  the 
other  big  cities.  I  do  not  see  how  we  can  get  the  small  communities 
to  do  that.  It  may  be,  and  it  may  be  that  I  am  not  smart  enough 
to  see  it. 

The  Chairman.  I  think  we  can  modify  the  bill  in  that  respect  so 
as  to  relieve  that  difficulty. 

Senator  Kean.  Mr.  Johnston,  there  is  just  one  question  1  would 
like  to  ask.  You  want  to  emphasize  your  belief  that  had  the  Federal 
Reserve  bank,  prior  to  1929,  put  up  the  rates,  that  would  have  stopped 
this  speculation? 

Mr.  Johnston.  They  could  have  stopped  it  at  any  time  within  60 
or  90  days,  if  they  wanted  to.  That  can  be  done  at  anv  time,  in  any 
country,  here  or  in  any  other  central  bank. 

Senator  Goldsborough.  I  did  not  hear  the  question. 
(The  reporter  read  the  last  question  by  Senator  Kean.) 
Senator  Goldsborough.  What  is  the  answer? 
Mr.  Johnston.  Unquestionably;  at  any  time,  within  60  days. 
Mr.  Pecora.  How  could  they  have  done 'it  if  there  were  nonbanking 
corporations  and  individuals  possessed  of  large  capital  surpluses 
who  were  only  too  ready  and  willing  to  take  advantage  of  the  high 
money  rates  which  speculation  produced? 

Mr.  Johnston.  In  1929,  Mr.  Pecora,  there  was  about  81/2  billions 
loaned  ni  Wall  Street,  of  which  about  6  or  61/0  billions  were  from 
nonbanking  institutions,  and  in  that  amount  tliere  were  some  450 
million,  probably,  locally  loaned  in  New  York  by  the  banks  for 
their  own  account.  Eight  billions  of  it  came  froni  over  the  world. 
What  did  stop  the  speculation  was  the  raising  of  the  Federal  Re- 
serve rate.  That  is  finally  what  stopped  it,  when  they  kept  raisimr 
the.  rates.  In  my  opinion  they  could  have  brought  it  to  a  crisis' 
if  it  had  been  necessary  to  raise  the  rate  to  20  percent,  or,  as  they 
did  in  one  foreign  country,  raise  it  to  90  percent. 

The  Chairman.  I  think  they  admitted  thev  could  have  done  it 

but  they  did  not  start  soon  enough.  "  ' 

Mr.   Johnston.  The   Treasury   dominated   the    Federal    Reserve. 

They  wanted  to  keep  cheap  inonev.  in  order  to  borrow  cheap  money 

for  the  Government. 

Mr.  Pecora.  An  attempt  was  made  in  the  earlv  spring  of  1929 
to  check  It,  and  that  attempt  was  nullified  bv  the  action  of  a  certain 
bank  in  New  York  City,  you  remember. 
^  Mr.  Johnston.  I  do  not  recall,  but  I  know  the  Federal  Reserve 

Bank  in  Chicago 

Mr.  Pecora.  That  was  the  time  when  the  National  City  Bank  be- 
came active  in  that  regard.  There  was  an  instance  where  the  Fed- 
era  Reserve  Board  sought  to  apply  the  brakes,  but  its  action  was 
nullified  by  the  initiative  and  enterprise  of  a  large  commercial  bank 
111  New  lork. 

Mr.  Johnston.  The  Federal  Reserve  Board  treid  to  do  it  largely 
by  admonitions  and  addresses. 

Senator  Adams.  They  liad  a  good  manv  admonitions  on  the  other 
side  at  the  same  time,  also. 

Mr.  Johnston.  Yes  sir.  The  Federal  Reserve  Bank  of  Chicago 
did  raise  the  rate,  and  they  were  overruled  by  the  Federal  Reserve 
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Board  here,  which  made  them  cancel  it  after  they  had  publicly 
announced  it. 

The  Chairman.  Are  there  any  further  questions  of  Mr.  Johnston  ? 

Mr.  Johnston.  I  am  very  much  obliged  to  you.  I  would  like  to 
assure  you,  Senator,  on  behalf  of  the  great  banJjs  of  New  York,  that 
I  desire  to  cooperate  with  you  and  to  help  make  things  safe  if  we 
can. 

The  Chairman.  We  appreciate  that  very  much.    Thank  3^ou. 

:STATEMENT  OF  GEORGE  H.  HOUSTON,  VICE  PRESIDENT,  NATIONAL 
ASSOCIATION  OF  MANUFACTURERS,  PHILADELPHIA,   PA. 

The  Chairman.  State  your  name,  residence  and  occupation. 

Mr.  Houston.  M}^  name,  Mr.  Chairman,  is  George  Houston;  I  am 
president  of  the  Baldwin  Locomotive  Works.  I  am  appearing  here 
today  on  belialf  of  the  National  Association  of  Manufacturers.  I 
appreciate  the  opportunity,  Mr.  Chairman,  of  stating  industry's 
viewpoint  on  this  subject. 

I  appear  before  you  in  opposition  to  Senate  bill  no.  2693,  entitled 
■""A  bill  to  provide  for  the  registration  of  national  securities  exchanges 
operating  in  interstate  and  foreign  commerce  and  through  the  mails 
and  to  prevent  inequitable  and  unfair  practices  on  such  exchanges, 
and  for  other  purposes." 

Previous  witnesses  before  your  committee  have  testified  at  length 
with  respect  to  the  detailed  provisions  of  this  bill.  I  shall  not  at- 
tempt to  duplicate  this  presentation  but  wish  to  submit  for  your  con- 
sideration the  viewpoint  of  industry  as  a  user  of  capital  and  a  seller 
•of  securities. 

The  greater  j)ortion  of  all  existing  unemployment  in  industry  is 
traceable  in  large  part  to  the  reduced  volume  of  private  capital  flow- 
ing into  private  enterprise,  and  to  the  enormous  losses  sustained  by 
lausiness  since  1929.  Employment  in  industry  will  not  again  be 
restored  to  normal  until  these  conditions  are  corrected. 

Of  tlie  49,000.000  persons  normally  gainfully  emijloyed  in  this 
•country  as  shown  by  the  Census  of  1980  about  28.000,000  are  engaged 
normally  in  the  rendering  of  services  and  about  26,000,000  in  the 
production  of  goods.  Of  the  latter  group,  about  10Vi>  millions  are 
engaged  normally  in  agriculture,  about  5i/^  millions  in  the  produc- 
tion of  manufactured  consumption  goods,  and  about  10,000,000  in 
the  production  of  durable  goods.  Col.  Leonard  P.  Ayres.  of  Cleve- 
land, has  estimated  that  in  December  about  20  percent,  or  some- 
what less  than  10,000.000,  of  this  employable  personnel  was  unem- 
ployed. A  little  more  than  one  lialf  of  these  unemployed  persons 
would  be  employed  normally  in  the  production  of  durable  goods; 
about  1,000,000  in  the  production  of  manufactured  consumption 
goods  other  than  agricultural  products,  and  the  remainder  in  the 
rendering  of  services.  There  has  been  no  appreciable  unemployment 
in  agriculture.  Unemployment  in  the  service  industries  is  almost 
directly  attributable  to  unemployment  in  the  production  industries. 
As  the  production  of  goods  is  increased,  the  rendering  of  services  in 
connection  with  them,  such  as  transportation,  communications,  and 
wholesale  and  retail  trade  will  be  increased.  It  may  be  said,  there- 
fore, that  the  restoration  of  normal  employment  is  dependent  upon 
the  restoration  of  normal  activitv  in  the  durable  goods  industries. 
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Durable  goods  are  purchased  largely  with  individual  and  cor- 
porate savings  and  through  the  use  of  credit.  These  resources  are 
made  available  through  the  sale  of  securities.  In  the  10  years  ended 
with  1930  American  business  was  supplied  with  new  capital,  through, 
the  sale  of  securities  other  than  for  refundings,  to  the  amount  of 
about  4  billion  dollars  average  per  annum.  In  1931  the  volume  of 
new  capital  supplied  to  private  enterprise  dropped  to  $1,551,000  000- 
m  1932  to  $325,000,000;  in  1933  to  $160,000,000  or  4  percent  of  the 
previous  10-year  average.  In  genera]  a  deficiency  has  been  accumu- 
lated since  1929  in  the  normal  supply  of  private  capital  to  private 
enterprise  of  about  9  billion  dollars.  A  comparison  of  this  situation 
with  the  volume  of  private  capital  flowing  into  private  enterprise  in 
the  United  Kingdom  during  1933  of  about  56  percent  of  normal  in- 
c.icates  the  presence  of  certain  vital  interferences  with  the  normal 
supply  of  capital  and  credit  to  American  business. 

In  many  instances,  corporate  resources  have  been  so  diminished 
that  normal  operation  is  out  of  the  question  without  replenishment  of 
capit^al.  This  condition  is  indicated  in  the  report  issued  recently  by 
the  National  Bureau  of  Economic  Kesearch  covering  a  study  of 
the^national  income  made  by  it  in  cooperation  with  the  Department 
of  Commerce  m  response  to  a  request  from  the  United  States  Senate. 
Ihis  report  shows  that  the  national  income  paid  out  in  1929  was 
about  2  bill  J  on  dollars  less  than  the  national  income  produced,  this 
dilierence  representing  largely  an  increase  in  the  resources  of  Amer- 
ican business.  Since  then,  however,  the  national  income  paid  out 
each  year  has  been  much  greater  than  the  national  income  produced 
the  dilierence  representing  a  shrinkage  in  business  resources. 
lu   fcfcS  ^IT  ^^"■"^•'^g<^  amounted  to $4,954,000  000 

1      IqS  to 8,637,000,000 

Tn   mti  jf"" "k.—I 10,603,000,000 

m  1^6  It  IS  reasonable  to  assume  that  it  was  not  less  than 
m  19o2,  or  about 11,000,000,000 

Or  an  aggregated  shrinkage  in  business  resources  since  1920  ' 

of  about 35^  ^^^^  ,3^^  ^^ 

Normal  employment  in  private  enterprise  will  not  be  restored 
until  the  flow  of  new  capital  into  business  is  again  resumed.  Busi- 
ness needs  not  only  its  normal  supply  of  new  capital  but,  over  a 
period  of  years,  it  will  require  an  additional  supplv  to  replenish 
the  enormous  shrinkage  of  recent  years  in  its  resources.  This  supply 
ot  capital  can  be  obtained  only  by  drawing  upon  the  savings  and 
credit  resources  of  the  country  through  the  sale  of  securities 

i  he  Securities  Act  of  1933  created  a  serious  obstacle  to  recovery 
through  Its  drastic  regulation  of  the  issuance  of  new  securities  by 
private  enterprise.  The  Banking  Act  of  1933  created  an  additional 
impediment  tlirough  the  provisions  of  section  16  prohibiting  na- 
tional banks  from  participating  in  underwritings  in  securities  after 
.June  16  1934.  The  national  Securities  Exchange  Act  of  1934.  as 
proposed  would  also  interfere  in  a  vital  way  with  the  essential 
supply  of  capital  to  business  for  the  following  "reasons  • 

First:  It  attempts  drastic  regulation  of  the" financial  policies  and 
accounting  procedures  of  private  business,  as  well  as  the  form  of  its 
financial  reports.  It  also  burdens  business  unnecessarily  with  ex- 
pensive and  intricate  reports  and  records. 
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Second.  It  burdens  officers,  directors,  and  stockholders  of  private 
•enterprise  with  such  personal  liability  as  effectually  to  discourage 
responsible  men  from  undertaking  corporate  direction  and  super- 
vision. It  penalizes  the  holders  of  substantial  blocks  of  any  one 
security  so  greatly  as  to  discourage  the  individual  of  large  resources 
from  using  corporate  securities  as  a  medium  for  investment  or  from 
acquiring  a  sufficient  amount  of  the  securities  of  a  company  to  war- 
rant him  in  taking  an  active  interest  in  its  operation. 

Third.  It  fixes  rigidly  by  statutory  provision  the  use  of  cor- 
porate securities  as  collateral  (including  use  in  marginal  trading) 
thereby  depriving  the  owner  of  a  legitimate  and  proper  enjoyment 
of  his  property,  and  to  a  large  extent  prevents  the  lender  from  the 
legitimate  exercise  of  his  own  judgment  in  the  carrjdng  out  of  a 
purely  private  transaction.  This  provision  would  have  a  seriously 
deflationary  influence  during  the  period  of  its  application  and  subse- 
•quently  would  retard  the  issuance  of  new  securities. 

Fourth.  It  so  restricts  and  regulates  the  investment  dealer  and 
broker  in  the  creation,  initial  distribution  and  subsequent  exchange 
of  corporate  securities  as  to  interfere  seriously  with  the  availability 
of  credit  resources  and  savings  to  the  capital  needs  of  private  enter- 
prise. In  effect  it  prevents  a  free  market  for  the  securities  of 
business. 

The  ostensible  purpose  of  this  bill  is  to  regulate  the  national  se- 
curities exchanges,  with  which  purpose,  properly  undertaken  and 
administered,  there  can  be  no  dispute.  It  goes  far  beyond  this  pur- 
pose, however,  in  the  regulation  of  business  and  the  personal  affairs 
of  the  investor.  Taken  together  with  the  Securities  Act  of  1933  it 
will  effectually  bar  the  flow  of  private  capital  into  American  business. 
Regulation  of  the  national  securities  exchanges  should  be  under- 
taken under  a  statute  giving  a  properly  constituted  regulatory  body 
wide  administrative  latitude  and  flexibility.  Such  a  regulatory  body 
and  possibly  the  direction  boards  of  the  exchanges  themselves,  might 
well  be  so  constituted  as  to  represent  the  various  parties  at  interest, 
namely,  the  broker,  the  buying  public,  and  the  corporation  whose 
securities  are  traded  in.  This  bill  should  be  rewritten  to  restrict  its 
scope  and  alter  its  character  in  this  manner,  without  permitting  it 
in  any  way  to  hamper  or  discourage  the  flow  of  private  capital  into 
business. 

The  provisions  which  subject  corporations  to  the  control  of  the 
Federal  Trade  Commission  and  which  increase  the  burdens  of  cor- 
porate financing  to  the  point  of  prohibition  are  unsatisfactory  for 
reasons  similar  to  those  which  have  been  presented  from  time  to 
time  for  liberalizing  certain  provisions  of  the  Securities  xVct  of  1933. 
All  such  provtsions  should  be  stricken  out  or  modified  to  make  them 
applicable  only  to  the  regulation  of  national  securities  exchanges 
and  to  transactions  in  securities. 

The  requirements  that  directors,  officers,  and  large  stockholders 
be  required  to  disclose  their  holdings  of  securities  and  be  prohibited 
from  disposing  of  them  in  the  manner  and  under  the  circumstances 
provided  for,  may  be  justified  in  principle  but  the  extent  to  which 
such  information  is  made  public  and  the  drastic  penalties  imposed 
for  violations  would  result  in  discouraging  many  desirable  men 
from  accepting  the  position  of  director  or  executive  officer  of  any 
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corporation.  It  would  seem  sufficient  for  the  purpose  if  the  informa- 
tion were  lodged  in  proper  form  Avith  the  controlling  officers  of  the- 
exx'hanges  upon  which  the  securities  of  the  corporation  in  question 
may  be  listed  and/or  with  the  Government  agency  having  jurisdic- 
tion over  such  exchange,  but  without  the  publicitv  now  attaching 
to  such  reports. 

It  is  in  the  interest  of  permanent  stability  in  business  and  sound 
management  to  have  individuals  continue  to  own  substantial  blocks 
of  the  securities  of  a  given  corporation.  One  of  the  greatest  dangers 
facing  business  management  today  is  that  no  one  person  will  have 
a  sufficiently  large  interest  in  any  one  enterprise  to  make  it  worth 
while  to  give  an  adequate  amount  of  his  time  and  attention  to  its 
direction  and  management,  resulting  in  a  form  of  absentee  manao-e- 
ment  that  is  most  undesirable.  * 

The  many  provisions  of  the  bill  fixing  penalties  and  personal 
liability  should  be  made  less  drastic  and  the  basis  for  such  liability 
should  be  modified.  This  bill  carries  the  same  objectionable  pro- 
visions imposing  the  burden  of  proof  upon  the  defendant  in  civi! 
litigation  and  upon  the  accused  in  criminal  prosecution,  which  have 
been  criticized  in  the  Securities  Act  of  1933.  There  is  no  justifica- 
tion for  them  and  the  existing  rule  of  law  should  be  maintained 
Consideration  should  be  given  also  to  the  impropriety  of  imposing 
any  such  liability  upon  individuals  for  misstatements  unless  made 
wilfully. 

Tlie  pr(jhil)ition  against  the  use  of  unlisted  securities  as  collateral 
and  fixing  by  statute  or  by  arbitrary  action  of  the  Federal  Trade 
Commission  ot  the  collateral  value  of  listed  securities  for  loan  pur- 
poses would  prove  an  unjustifiable  hardship  upon  the  owner  of  such 
securities  and  a  serious  interference  with  their  distribution  and  subse- 
quent market  value. 

The  seriously  deflationary  effect  of  the  application  of  this  provi- 
sion to  loans  then  outstanding  and  secured  bv  listed  and  unlisted 
securities  would  be  sufficient  in  itself  to  check  recoverv  durino-  the 
resulting  luiuidation,  but  when  coupled  with  the  practical  prohibi- 
tion that  such  liquidation  would  have  upon  the  issuance  and  distribu- 
tion ot  new  securities  it  may  be  anticipated  tliat  no  progress  toward 
l^^^^^y  ^vould  be  possible  during  this  period.  Mr.  Dickinson  has- 
br(night  out  forcibly  in  his  testimony  on  this  bill  before  the  Commit- 
tee on  Interstate  and  Foreign  (  ommerce  of  the  House  of  Representa- 
tives that  the  rigidity  of  this  flat  margin  provision  would  check  the 
desirable  expansion  ol  security  issues  during  periods  of  depression 
just  at  It  would  probably  check  the  undesirable  expansion  of  specula- 
tion 111  boom  periods. 

If  business  needs  capital  for  prosperity,  it  is  in  the  public  interest 
to  not  burden  the  securities  issued  by  business  for  the  proc-urement 
ot  such  capital  with  such  stringent  regulations  with  respect  to  their 
use  as  collatei-al  as  to  interfere  with  their  free  issuance,  distribution 
and  retention.  The  present  method  of  fixing  the  collateral  availa- 
bility of  such  securities  by  the  Federal  Reserve  System  api^ears  to  be 
entirely  adecjuate  for  the  protection  of  the  public  interest 

The  I^anking  Act  of  1933  required  the  separation  of  investment 
banking  from  commercial  banking.  This  bill  proposes  to  separate 
brokerage  from  security  distribution.     The  first  step— that  is    the 
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separation  of  investment  banking  from  commercial  banking — has 
forced  a  reorganization  of  the  largest  channels  in  the  country  for 
the  distribution  of  the  securities  of  private  enterprise.  This  second 
proposed  stejD — that  is,  the  separation  of  brokerage  from  security 
distribution — would  force  a  further  reorganization  and  rearrange- 
ment of  such  facilities.  One  of  the  serious  obstacles  to  the  market- 
ing of  corporate  securities  is  the  existing  general  disruption  of  the 
f>rganizations  previously  engaged  in  the  underwriting  and  distribu- 
tion of  such  securities.  Any  further  disruption  of  this  character 
would  further  retard  the  essential  distribution  of  such  securities. 

The  provisions  of  this  bill  which  have  been  criticized  are  calcu- 
lated to  reform  past  abuses  without  consideration  of  their  effect 
upon  present  recovery.  The  abuses  sought  to  be  corrected  are 
largely  those  of  uncontrolled  speculation  upon  the  securities  ex- 
changes. The  need  for  regulation  of  such  speculation  is  well  recog- 
nized, but  it  should  be  noted  that  sjjeculation  of  this  character  occurs 
generally  after  a  long  period  of  prosperity  and  not  at  the  bottom 
of  a  great  depression  or  in  the  early  stages  of  recovery.  ISIore  than 
everything  else,  this  countiy  needs  encouragement  to  recovery  and 
to  a  return  to  the  initiation  by  private  enterprise  of  new  ventures 
which  will  restore  employment.  This  cannot  be  accomplished  with 
enterprise  in  the  strait- jacket  created  by  the  Securities  Act  of  1933 
and  heightened  by  this  bill.  It  is  held  that  adequate  regulation  of 
the  national  securities  exchanges  can  be  obtained  without  interfer- 
ence with  industrial  recovery  and  it  is  recommended  tliat  the  scope 
of  this  bill  be  limited  strictly  to  that  objective. 

The  Chairman.  You  referred.  Mr.  Houston,  to  the  shrinkage  in 
business  resources.     Just  what  do  you  mean  by  business  resources? 

Mr.  Houston.  Mr.  Chairman.  I  would  })ut  it  this  way.  I  am 
referring  to  the  report  of  the  National  Bureau  of  Economic  Re- 
search, in  their  report  to  the  Department  of  Connnerce,  which  I 
understand  it  has  transmitted  to  the  Senate.  Beginning  with  1930, 
the  sum  total  of  items  paid  out  by  enterprise  has  been  in  excess 
of  the  value  of  the  items  produced  by  about  35  billions  of  dollars, 
including  1933,  which  is  estimated. 

The  Chairman.  By  sums  paid  out,  do  you  mean  pay  rolls,  labor, 
and  that  sort  of  thing? 

Mr.  Houston.  Pay  rolls  and  salaries,  taxes,  dividends,  interest, 
royalties,  and  so  forth.  The  disbursements  of  private  enterprise  have 
been  in  excess  of  the  receipts  by  that  amount. 

The  Chairman.  Does  that  include  salaries  and  bonuses? 

Mr.  Houston.  Mr.  Chairman,  I  think  you  will  find  bonuses  would 
be  an  infinitesimal  part  of  that  item.  The  detail  of  that  is  all  set 
out  very  ably  in  this  report. 

Senator  Adams.  Mr.  Houston,  you  recognize,  1  assume,  that  the 
replenishment  of  capital  funds  must,  in  the  final  analysis,  come 
from  the  savings  of  the  people,  out  of  their  production. 

Mr.  Houston.  That  has  been  my  argument  for  a  long  time. 
Senator. 

Senator  Adams  Has  not  the  speculative  era  on  the  stock  exchange 
had  the  effect  of  wasting  away  these  savings? 

Mr.  Houston,  The  shrinkage  that  I  speak  of  here  has  nothing 
to  do  with  the  speculation  upon  the  stock  exchange. 
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Senator  Adams.  But  has  not  that  happened  all  through  the  coun- 
try away  from  the  great  cities  ?  The  mony  was  drawn  toward  those 
centers.  That  is,  the  savings  which  might  otherwise  have  gone  into 
industry  went  into  speculative  activities,  with  the  idea  of  making 
money,  not  by  producing  something,  but  by  an  increase  in  capital 
values,  without  contributing  anything  to  it. 

Mr.  Houston.  There  is  no  question  that  up  to  1929,  for  a  period  of 
time,  there  was  an  undue  interest  in  the  making  of  a  profit  outside 
the  production  of  goods. 

Senator  Adams.  In  the  long  run,  the  profit  has  to  come  out  of  the 
soil  or  out  of  manufacturing. 

Mr.  Houston.  Out  of  the  production  of  goods  or  the  rendering 
of  services.  Those  are  the  only  two  mediums  we  have  for  the  pro- 
duction of  economic  profits. 

Senator  Adams.  The  shifting  of  values  on  the  stock  exchange  does 
not  produce  or  lose  any  actual  capital  values. 
Mr.  Houston.  That  is  true. 

Senator  Adams.  That  is  what  is  disturbing  some  of  us— the  fact 
that  the  stock-exchange  transactions  have  upset  the  economic  activi- 
ties, when  they  are  really  hardly  a  part  of  it. 

Mr.  Houston.  I  would  like  to  suggest  that  while  without  question 
there  was  very  extensive  speculation  in  that  period,  yet  the  specula- 
tion, as  such,  was  only  a  contributing  factor  to  the  depression,  and 
the  depression,  as  such,  would  have  been  with  us  in  some  degree 
or  other  without  that.  We  had  to  go  through  a  period  of  readjust- 
ment, due  to  the  enormous  accumulation  of  debt  that  we  have  experi- 
enced in  the  previous  10  or  12  years,  and  the  greater  part  of  that  was 
outside  the  field  of  speculation,  in  the  sense  that  you  use  it. 

Senator  Adams.  We  really  wei-e  consiuning  more  than  we  were  pro- 
ducing during  that  period,  were  we  not? 

Mr.  Houston.  In  physical  goods,  no.  We  produced  everything 
that  we  had  during  the  war,  because  we  started  the  war  with  very 
small  supplies,  and  we  physically  produced  them,  but  the  difficulty 
is  that  we  got  out  of  balance. 

Senator  Adams.  The  purchaser  not  only  was  spending  this  year's 
mcome,  but  he  was  anticipating  his  next  years  income,  and  was  bor- 
rowing on  that.  Then,  when  it  slowed  "down,  he  reached  a  period 
where  his  income  had  already  been  anticipated. 

Mr.  Houston.  But  we  must  bear  in  mind  that  every  borrower  had 
^  to  have  a  lender,  who  was  not  doing  that,  except  as  the  sum  total 
of  outstanding  credit  in  the  countrv  was  expanded.  It  was  that 
expansion  of  credit,  largely  outside  the  field  of  speculation,  which, 
you  might  say,  was  one  of  the  really  serious  contributing  factors.  I 
do  not  want  to  belittle  the  effect  of  speculation,  but  the  point  I  want 
to  emphasize  is  this:  Speaking  from  the  point  of  view  of  industry, 
we  feel  that  the  correction  of  some  of  the  defects  of  the  decade  end- 
ing with  1920  is  being  emphasized  to  such  an  extent  that  the  recov- 
ery from  the  very  tragic  difficulties  we  are  now  in  is  being  seriously 
interfered  with. 

The  Chairman.  There  has  been  a  shrinkage  all  along  the  line — 
shrinkage  in  values  everywhere,  and  a  shrinkage  in  evervthing 
except  debts. 
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Mr.  Houston.  That  is  true,  Mr.  Chairman. 

The  Chairman.  Public  and  private  debts  of  this  country  amount,  it 
is  estimated,  to  235  billions  of  dollars,  and  we  are  paying  interest  on 
that.    Is  there  any  way  we  can  find  to  relieve  these  debtors? 

Mr.  Houston.  Of  course  Mr.  Chairman,  the  man  who  can  find  a 
ready  answer  to  that  will  have  solved  our  problems,  but,  in  general, 
progress  is  being  made  in  that  direction.  One  way  has  been  to  re- 
duce the  value  of  the  unit  in  which  we  pay  the  debts,  by  devaluation 
of  the  dollar.  If  that  is  followed  by  a  rise  in  prices,  as  many  of 
us  hope  it  will  be,  and  expect  it  will  be,  the  ratio  of  debts  to  the 
value  of  our  assets  will  not  be  so  burdensome  as  it  is  now. 

Mr.  Chairman,  I  would  like  to  again  emphasize  that  some  specu- 
lation at  this  time,  from  the  point  of  view  of  those  of  us  who  are 
under  heavy  burdens  of  debt,  is  not  an  undesirable  thing,  if  it  will 
create  a  buoyancy  to  our  asset  values.  What  we  need  at  the  present 
lime  is  a  forward-looking  outlook  in  anticipation  of  a  profit.  We 
have  looked  back  at  our  mistakes  for  too  long,  and  we  have  en- 
deavored to  correct  them  by  drastic  actions  interfering  with  and  cur- 
tailing the  freedom  of  our  future  activities,  so  that,  in  effect,  we 
have  been  put  in  a  straight  jacket.  We  no  longer  have  the  free  play 
of  private  enterprise  that  has  helped  us  out  of  these  depressions 
in  the  past,  and  I  want  to  emphasize  the  necessity,  from  the  point 
of  view  of  business,  of  giving  that  free  play.  Otherwise  I  do  not 
believe  that  we  can  ever  come  out  of  a  situation  of  this  character. 

As  an  example  of  just  what  I  have  in  mind,  I  would  like  to  read 
this  telegram  that  just  came  to  me  this  morning  from  C.  C.  Carlton, 
president  of  the  Automotive  Parts  &  Equipment  Manufacturers, 
Inc.,  Detroit,  Mich,    (reading)  : 

Have  authority  from  automotive  parts  and  equipment  manufacturing  industry 
comprising  approximately  1,200  manufacturers,  located  in  315  cities  in  39  States, 
employing  at  present  200,000  men.  with  prospective  sales  this  year  over  $800. 
000,000,  to  protest  Fletcher-Rayhurn  bill  in  present  form.  Our  pro<lucts  are 
consumers'  goods  and  our  factories  will  invest  .$100,000,000  in  capital  goods  in 
year  1934  if  Congress  will  remove  fear  and  uncertainty  in  order  that  leaders 
in  our  industry  may  deem  it  advisable  to  proceed  with  the  present  business 
prospects  luiinterrupted. 

There  is  the  type  of  forward-looking  outlook  that  we  need  if  we 
are  to  restore  prosperity  and  employment.  In  my  own  personal 
opinion  it  must  be  restored  by  a  substantial  speculation  in  industry 
upon  the  prospects  of  the  future. 

The  Chairman.  Have  you  anything  else,  Mr.  Houston? 

JVIr.  Houston.  That  is  all. 

The  Chairman.  We  are  very  much  obliged  to  you.  You  have 
made  a  very  interesting  statement. 

I  would  like  to  insert  in  the  record  a  telegram  from  Mr.  J.  K. 
Edwards,  of  Cincinnati,  and  a  brief  letter  from  him. 

(Telegram  and  letter  from  J.  R.  Edwards  to  the  chairman  will 
be  printed  at  the  conclusion  of  today's  proceedings.) 

The  Chairman.  We  will  now  take  a  recess  until  2:  30. 

(Whereupon,  at  1:10  p.m.,  Monday.  Mar.  12,  1934,  a  recess  wa:^ 
taken  until  2  :  30  p.m.  of  the  same  day.) 

175541— ;^4—PT  15 53 
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AFTERNOON    SESSION 

The  (•(.niiuittoe   icsiiincd   at  2:80  p.m.  (,n   tho  expiration   of  the 
recess.  ^ 

i:.-^^^^  ^""^^^'^^"^^"   ^^^  committee  Avill  come  to  order,  please      Mr 
Kippel,  please  come  forward  to  the  committee  table. 
Mr,  llippEL.  I  thank  you. 

The  Chaikman.  State\voiir  name,  place  of  residence,  and  occupa- 
tion, please.  ^ 

Mr    Riri'EL.  My   name  is  J.   S.  Rippel,  of  J.   S.  Rippel  &  Co 
vestment  securities.  Ne^yark,  N.J.  *' 

STATEMENT  OF  J.  S.  RIPPEL,  OF  J.  S.  RIPPEL  &  CO.,  INVESTMENT 
SECURITIES,  NEWARK,  N.J. 

Senator  Kean.  You  are  also  a  broker,  aren't  you? 
Mr.  Rippel.  Brolver  and  dealer, 
fi  The  Chairman.  Well    Mr.  Rippel.  if  you  would  like  to  discuss 
tnis  bill  the  committee  will  be  very  glad  to  hear  you. 

Mr,  Rippel.  It  will  only  take  me  a  few  minutes  if  I  mav  present 
a  lew  brief  vieAvs.  ' 

The  Chairman.  Proceed  in  your  own  Avay, 

Mr  RiPPix.  As  president  of  the  Newark  Clearing  House  Associa- 
tion, 1  desire  to  brino-  before  this  committee  a  few  facts  in  reo-ard 
to  the  situation  not  only  of  our  local  banks  but  those  throughout  the 
fc5tate,  111  connectum  with  the  making  of  collateral  loans.  It  must  be 
kept  111  mind  that  banks  in  cities  and  toAvns  outside  of  New  York 
City,  in  order  to  be  of  service  to  their  borrowers,  must  necessarily 
loan  on  such  collateral  or  credit  that  the  borrower  can  furnish  In 
this  respect  our  so-called  "country  banks  ^'  differ  mth  those  located 
in  New  lork  City,  where  liquidity  has  been  the  prime  incentive  for 
the  past  2  years,  with  the  result  that  the  assets  of  some  of  these  in- 
stitutions consist  of  Government  bonds  and  cash  and  call  loans  up 
to  the  extent  of  oO  to  80  percent  of  the  bank's  deposits 

If  this  situation  was  forced  on  the  country  banks  they  might  iust 
as  ^xeil.  as  far  as  being  of  service  to  the  communitv,  liquidate  the 
institution  and  pay  off  their  depositors  and  retire  from  business.  I 
have  a  great  deal  of  sympathy  for  the  bank  in  a  small  town  which 
has  helped  the  community  in  loaning  on  what  it  considered  sound 
assets  at  the  time  the  loan  was  made  and  who  now,  by  reason  of  a 
world-wide  economic  situation,  finds  that  such  assets  are  to  a  laro-e 
extent  frozen.  A\  here  judgment  has  been  used  in  making  the  loans, 
these  bankers  should  not  be  criticized  nor  condemned  fo?  wliat  was 
beyond  their  control. 

Banks  in  cities  outside  of  New  York  State  catering  to  local  cli- 
ente  e,  and  particularly  in  a  large  industrial  citv  sucli  as  Newark 
must  of  necessity  have  a  certain  amount  of  their  assets  tied  up  in 
so-called  "capital  loans"  The  bank  of  which  I  am  the  head  has 
^15'()00m<?'   O  ^5,000,000,  with  deposits  of  approximately 

$10,000,000.  Our  position  is  probably  stronger  than  most  institu- 
tions by  reason  of  the  fact  that  we  have  a  ratio  of  only  3  to  1  Un- 
fortunately, the  time  is  so  short  that  I  have  been  unable  to  secure 
the  exact  percentage  of  each  class  of  investment,  but  we  maintain 
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a  liberal  proportion  in  Government,  municipal,  rail,  and  other  bonds, 
most  of  which  are  salable  on  short  notice  and  constitute  a  secondary 
reserve  for  the  bank. 

We  have  a  certain  proportion  in  building  and  loan  notes,  a  few 
bonds  and  mortgages,  and  a  fairly  large  percentage  in  collateral 
loans.  The  latter,  in  some  cases,  have  become  undermargined,  in 
fact  undercollateralized,  but  we  feel  that  some  of  the  securities 
pledged  against  these  loans  having  dropped  in  price  as  much  as  50 
to  8(J  percent,  that  within  the  next  2  or  3  years  at  the  longest  there 
will  be  a  comeback  which  will  make  these  loans  amply  margined. 
Probably  75  percent  of  these  loans  are  on  local  securities  such  as 
bank,  insurance,  and  miscellaneous  stocks  which  prior  to  the  depres- 
sion enjoyed  a  broad  market  locally.  All  of  these  loans,  Avithout 
exception,  were  made  to  our  own  dealers  who  were  borrowers  of 
good  standing  and  character  and  in  some  cases  whose  resources  were 
5  to  10  tihies  the  amount  of  the  loan  we  made  to  them, 

Siiould  the  law  now  proposed  become  effective  it  would  lead  to  a 
great  deal  of  demoralization  in  the  local  market,  not  to  mention 
heavy  losses  that  would  be  sustained  by  all  of  our  banking  insti- 
tutions. 

Our  institution  is  one  intensively  local  in  character.  It  has  built 
up  its  good  will  by  reason  of  its  fair  treatment  to  all  classes  of  bor- 
rowers. Two  years  ago  in  order  to  take  care  of  the  small  borrower 
wlxise  loan  appeared  to  be  too  small  t(j  be  entertained  by  the  average 
bank  but  who,  nevertheless,  was  in  need  of  accommodation,  we 
opened  what  is  known  as  a  personal  loan  department  whereby  we 
took  care  of  this  situation  by  loaning  as  little  as  $25  and  up  to  $300 
at  C  percent  with  the  endorsement  of  two  friends  of  the  borrower. 

I  might  say  in  connection  with  this  department,  tlial  it  has  l)een 
one  of  the  most  satisfactory  in  the  bank,  the  losses  have  been  ex- 
tremely small  and  the  first  few  months,  out  of  1.500  loans;  recourse 
was  onl}-  had  in  10  cases  to  the  endorser.  None  of  those  loans  would 
pass  muster  by  an  examiner  but  our  experience  has  been  that  these 
small  borrowers  have  been,  with  very  few  exceptions,  prompt  in  their 
payment  and  made  most  satisfactory  customers  of  the  bank. 

To  appreciate  the  difference  again  between  New  York  City  banks 
and  those  located  in  other  cities,  it  should  bo  kept  in  mind  that  the 
former  invariably  make  their  collateral  loans  to  brokers  and  it  is  an 
unwritten  rule  that  when  the  margin  has  become  exhausted  the  loan 
is  closed  out.  This  sittiation  cannot  apply  to  the  second  class  as 
it  would  mean  the  loss  of  good  will  and  accounts  and  there  must  be 
certain  amounts  of  leniency  shown  to  a  worthy  borrower  whom  the 
banker  knows  eventually  can.  and  will  make  good.  This  local  bor- 
rower cannot  use  his  security  in  a  New  York  bank  as  it  is  quite 
generally  imderstood  that  these  institutions  will  only  loan  on  listed 
securities.  I  have  on  more  than  one  occasion  stated  to  our  New 
York  banking  friends  that  as  a  matter  of  fact  they  loaned  on  quota- 
tions whereas  we  in  our  country  banks  gave  more  consideration  to 
security. 

This  being  the  case,  a  strict  and  rigid  rule  is  made  by  these  New 
York  institutions  that  if  the  margin  on  the  loan  is  not  maintained 
it  must  be  paid  off  or  sold  out. 

I  feel  the  position  of  a  local  bank  in  loaning  on  securities  is  so 
different  from  that  of  a  broker  dealing  on  margin  that  the  percentage 
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of  marg-m  which  a  bank  should  charge  should  be  left  as  a  matter 
of  judgment,  as  no  fixed  rule  can  fairly  be  applied  to  all  borrowers. 
Each  case  m  a  bank  must  be  taken  on  its  merits,  whereas  on  the 
iNew  York  Stock  Exchange  it  is  simply  a  case  of  the  margin  being 
mamtamed  and  failure  to  do  so  means  selling  out  the  customer.  At 
this  time,  with  all  classes  of  securities  and  every  type  of  investment 
depreciated,  it  would  be  impossible  for  any  of  our  banking  institu- 
tions to  secure  from  their  borrowers  the  percentage  of  margin  re- 
quired by  this  bill. 

This  whole  matter  of  loaning  on  local  securities  is  of  a  very  serious 
natui^e  and  it  is  hoped  that  the  committee  will  consider  carefully  any 
drastic  change  that  may  be  proposed.  In  view  of  what  has  hap- 
pened m  the  past  2  years  in  regard  to  our  banking  situation,  there 
are  some  advocates  of  not  only  State  but  country-wide  branch 
banking  who  favor  eliminating  as  far  as  possible  banks  in  small 
•communities. 

I  am  not  fully  acquainted  with  the  English  or  Canadian  banking 
system  which  is  so  often  referred  to  in  discussion  in  regard  to  this 
matter,  but  I  do  say  that  I  do  not  believe  that  we  have  reached  a 
point  m  this  country  where  it  is  either  necessary  or  desirable  that 
the  small  bank  should  be  wiped  out.  These  banks  have  rendered  a 
valuable  service  to  their  communities  and  the  bankers  at  the  head  are 
better  qualified  to  judge  the  credit  of  their  borrowers  than  the  head 
ot  some  large  institution  in  another  city  who  might  control  the 
institution  as  a  branch. 

Oiir  experience  in  Newark  has  been  with  branch  banking  that  the 
head  of  the  institution  absorbed  is  the  man  who  controls  the  situa- 
tion ot  the  branch  bank,  and  if  he  is  promoted  there  is  immediatelv 
a^  different  feeling  and  a  loss  of  business.  I  feel  as  some  others, 
that  without  doubt  there  has  been  too  many  characters  given  in 
.certain  localities,  one  of  the  reasons  being  the  competition  between 
fetate  hanking  institutions  and  national.  I  also  think  it  desirable 
m  small  towns  having  two  or  three  banking  institutions  that  a  con- 
solidation be  effected. 

A  solution  possibly  of  taking  care  of  capital  loans  which  are  con- 
stantly being  offered  to  banks  would  be  the  broadenino-  of  the  K  F  C 
statute  to  a  point  where  it  could  accept  collateral  which  is  now  not 
■eligible.  As  a  member  of  the  Advisory  Board  of  the  R.F.C.  of  the 
:feecond  Federal  Keserve  District  I  know  that  there  are  loans  wliich 
the  committee  is  forced  to  turn  down  and  which  over  a  period  of 
years  would  without  doubt  work  out.  Our  committee  in  New  York 
has  endeavored  to  be  liberal  and  helpful  as  possible  with  loans 
that  aje  presented  but  we  have  staring  us  in  the  face  at  all  times 
■one  ot  the  conditions  that  the  loan  must  be  adequately  secured. 
Ihat  means  that  we  must  take  present-dav  values,  which,  in  the 
-case  ot  rejil  estate,  is  almost  impossible  to  appraise  bv  reason  of 
the  lack  of  offers  to  buy. 

Another  solution  would  be  the  proposed  intermediary  banks,  which 
through  our  local  institutions  would  make  capital  loans  runnino-  ui> 
to  3  years.  The  next  question  would  be,  coming  back  to  a  point 
I  raised  before,  What  will  the  attitude  of  the  bank  examiners  be  in 
respect  to  these  loans?  If  the  same  yardstick  is  applied  to  these 
loans  as  to  others  which  are  supposed  to  be  more  liquid,  few  banks 
would  care  to  enter  into  this  transaction. 
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Aside  from  the  banking  question,  I  desire  to  state  that  as  a  dealer 
in  local  investment  securities  that  the  provision  in  the  stock  ex- 
c-hange  bill  is  of  such  a  drastic  nature  affecting  over-the-counter 
dealers  in  unlisted  securities  that  it  would  cause  a  great  hardship 
and  an  actual  driving  out  of  business  of  those  dealers  who  have  built 
lip  a  business  which  in  my  case  extends  over  a  period  of  40  years. 

We  are  something  more  than  simply  brokers  and  traders  in  secur- 
ities; we  render  a  service  to  our  clientele  which  I  know  is  appreci- 
ated. Our  attitude,  for  instance,  in  case  of  reorganization  of  a 
property  or  wdiere  defaults  occur,  regardless  of  what  inducement  the: 
corporation  might  make,  we  stand  by  those  to  whom  we  have  sold; 
the  securities  and  fight  for  all  the  possible  benefits  and  protection  of 
rights  which  they  are  entitled  to.  I  have  had  three  major  battles 
with  corporations  on  this  point  and  am  glad  to  say  in  each  case  we 
have  saved  millions  of  dollars  to  our  customers. 

That  there  will  be  a  number  of  corporations  and  institutions  which 
will  have  to  adjust  their  debt  before  we  are  out  of  this  depression 
goes  without  saying.  On  the  other  hand,  there  are  any  number  who 
are  perfectly  able,  if  not  at  present,  certainly  will  be  within  the  next 
2  or  3  years,  to  pay  their  just  debts,  who  are  starting  to  wriggle  and! 
squirm  to  find  some  means  of  compromising  their  indebtedness.. 
Where  we  have  sold  securities  in  these  jiarticular  corporations  we- 
propose  to  use  every  legitimate  means  to  obtain  a  fair  and  just  set- 
tlement for  our  customers  and  to  prevent  these  corporations  from 
taking  an  unfair  advantage  at  this  time. 

I  thank  you  gentlemen  of  the  committee. 

The  Chairman.  Any  questions  of  Mr.  Rippel? 

Senator  Kean.  I  should  just  like  to  ask  one  or  two  questions. 

The  Chairman.  Proceed,  Senator  Kean. 

Senator  Kean.  Mr.  Rippel,  you  are  a  large  dealer  in  securities  irr 
Newark,  N.J.,  I  believe. 

Mr.  Rippel.  Yes. 

Senator  Kean.  And  you  very  often  buy  stock  in  order  to  support 
the  market,  whereas  you  would  do  much  better  for  yourself  if  j^ou 
sold  it  as  a  broker. 

Mr.  Rippel.  Yes,  sir.  Many  times  in  the  last  2  years  I  have  had 
to  buy  stock  in  order  to  support  the  market,  whereas  I  would  have 
preferred  not  to  do  it. 

Senator  Kean.  In  other  words,  A'ou  have  lost  money  by  trying: 
to  be  a  dealer? 

Mr.  Rippel.  That  is  right. 

Senator  Kean.  And  this  bill  if  enacted  into  law  would  drive  you 
out  of  business,  Avould  it  not? 

Mr.  Rippi-x.  Oh,  indeed  it  would.  If  I  may  state  it,  in  our  city 
it  is  customary  for  bank  and  trust  officials  to  call  up  a  broker  and 
ask  for  bids  on  securities.  As  to  trading'  during  the  last  2  years  on 
a  declining  market,  we  have  had  very  few  bids  for  some  of  our 
local  securities,  ancl  at  times,  as  Senator  Kean  would  know,  in- 
asmuch as  he  is  a  Jerseyman,  we  have  done  the  only  thing  that 
would  make  for  a  market  for  such  securities,  and  if  you  take  that 
right  away  I  do  not  know  what  will  happen,  because  frankh'-  wc 
have  tried  to  stabilize  the  market,  and  in  doing  so  it  has  been  costly 
to  us.  But  we  hope  there  will  come  a  time  again  when  we  may  make 
some  money  on  a  rising  market.     But  in  our  city  we  could  not  act 
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Simply  as  broker,  or  on  the  other  side,  simply  as  dealer.  For  in- 
stance, we  have  orders  from  institutions,  which  orders  we  have 
to  take  on  a  strictly  commission  basis.  And,  again,  we  have  to 
make  bids  on  securities  where  we  act  as  dealer. 

The  Chairman.  You  recognize,  I  take  it,  that  there  are  on  occa- 
sions a  conflict  of  interest  between  broker  and  dealer,  do  you  not« 

Mr.  RippEL.  Yes.  But  that  would  not  be  so  true  in  \  town  of 
our  size  We  have  no  stock  exchange,  and  if  I  buy  as  a  dealer  that 
does  not  mean  that  I  have  an  order  on  my  books  and  that  I  can 
go  right  out  and  sell  it.  The  other  day  500  shares  of  stock  in  a 
certain  company  Avere  offered,  and  which  we  could  not  sell  immedi- 
ately, although  we  did  have  an  offer  to  buy  100  shares.  And  I 
believe  that  was  at  7,  and  we  sold  100  shares  at  7i/,,  but  before  we 
got  rid  of  the  rest  of  it  the  market  declined.  On  "the  other  hand 
we  bought  the  entire  500  shares.  It  was  necessary  in  order  to  effectu- 
ate the  deal  to  buy  the  whole  500  shares,  because  we  could  not  buy  it 
m  100-siiare  lots.  And,  as  I  have  already  said,  we  have  no  stock 
exchange  m  Newark. 

Senator  Kean.  Newark  has  a  popuhition  of  about  500,000  I 
believe.  '       ' 

Mr.  RippEL.  About  450,000,  I  think. 

The  Chaieman.  I  thought  there  was  a  stock  exchange  in  cNery 
place  of  that  size  throughout  the  country. 

Mr.  RippEL.  No ;  we  haven't  one. 

Senator  Kean.  No;  but  they  have  a  lot  of  dealers  there,  and 
brokers   but  they  do  not  have  any  stock  exchange  in  Newark 

Mr.  Pecora.  Last  summer  it  looked  as  if  they  were  goino-  to 
iiave  one.  '  *=      &>   ^ 

Senator  Kean.  Yes.    But  they  got  fooled  on  that, 
ihe  Chairman.  We  are  much  obliged  to  you,  Mr.  Rippel    and 
the  committee  will  be  glad  to  read  your  views,  those  that^are  not 

Mr.  Rippel.  I  thank  you  very  much  for  the  opportunity  of 
appearing  here.  i  f      "  ^^.>    uj- 

( Thereupon  Mr.  Rippel  left  the  committee  table.) 

rn.l  %  ''^'''''\  ?^/''  ^^'""''^^  '^  ^^^"  ^'^"1^^  lik^  to  be  heard  you  may 

come  forward  and  take  a  seat  at  the  committee  table 
Ml-.  Shaw.  I  thank  you. 

The  Chairman.  Mr."Shaw.  please  state  your  name,  place  of  resi- 
dence, and  occupation.  ,  i    «.*;  iji  lesi 

.    Mr    Shaw.  My  name  is  A.  Yerle  Shaw,  of  A.  Yerle  Shaw  &  Co 
investment  counsellors,  New  York  City. 

STATEMENT  OF  A.  VEELE  SHAW,  OF  A.  VERLE  SHAW  &  CO 
INVESTMENT  COUNSELloilS.  NEW  YORK  CITY  ' 

The  Chairman.  That  is  a  new  one.     We  have  heard   oi  invp^t 
ment  trusts,  and  investment  bankers,  but  I  belie' e  v  u    ay  y       ai^e" 
an  investment  counsellor?  '  •    •' 

Senafo"^:' KkI'^'w"-  l  ^^'  t^  ""'^''''^  ^^  ^^^^^^^ovs  on  securities. 
Ml^  Sairman  ""'''   "n-estment   counsellor  before. 
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Mr.  SiiAW,  I  come  to  speak  in  favor  of  the  bill,  S.  2693.  I  am  of 
opinion  that,  with  reasonable  modifications,  it  will  be  to  the  advan- 
tage of  investors  to  have  this  bill  enacted  into  law. 

I  won't  take  up  much  of  your  time,  but  should  like  to  go  over  just 
two  or  three  objections  which  have  been  presented  to  the  bill,  and 
perhaps  to  make  a  suggestion  or  two. 

Taking  up  first  the  question  of  margins  and  margin-buying,  I  am 
of  opinion  that  in  fact  it  would  be  a  good  thing  if  we  could,  for  the 
benefit  of  investors  as  well  as  industry,  have  margin-buying  as  we 
understand  it  today  prohibited. 

In  the  first  place,  the  broker  already  has  conflicting  interests  so 
far  as  his  clients  are  concerned,  quite  frequently,  due  to  the  number 
of  transactions  he  is  interested  in  carrying  out.  For  instance,  he 
is  interested  in  carr^'ing  out  a  nr.mber  of  transactions  at  one  and 
the  same  time,  Avhereas  it  may  be  frequently  to  the  best  interests  of 
the  investor  himself  to  carry  out  one  transaction,  and  then  to  con- 
tinue to  hold  the  security  for  a  long  time. 

When  you  permit  a  broker  to  lend  money  that  allows  him  to 
increase  the  amount  of  capital  with  which  his  customer  may  deal: 
and,  secondlly,  it  is  to  his  interest  to  advise  his  customer  to  conduct 
margin  trading.  So  in  the  long  run  I  think  it  would  be  better  if 
the  function  of  lending  money  were  taken  away  from  the  broker 
and  allowed  only  to  the  banker,  and  tlie  bank  is  the  proper  place  for 
that  function. 

Now,  it  seems  to  me 

The  Chairman  (interposing).  We  had  a  very  interesting  discus- 
sion of  that  matter  by  Judge  Clark,  of  New  Jersey,  w^ho  took  the 
position  as  I  understood  him  that  margin  buying  and  margin  trad- 
ing was  not  necessary  or  essential  to  the  financial  structure,  and 
that  in  fact  there  is  no  such  thing  in  other  countries. 

Mr.  Shaw.  In  some  other  countries  there  is  no  such  thing  at  any 
rate.  When  a  man  makes  a  loan  it  seems  to  me  he  ought  to  have 
in  mind  a  definite  time  when  he  is  'going  to  pay  off  that  loan,  and  he 
ought  to  have  a  definite  source  from  which  he  is  going  to  secure 
the  money  Avith  which  to  ])ay  off  that  loan.  Whereas,  on  the  other 
hand,  to  rely  on  appreciation,  on  the  thing  bought.  Avith  the  money 
thus  secured,  and  the  loan  being  a  source  of  capital,  and  to  then 
pay  off  the  loan  by  that  means  is  unsound.  It  is  not  a  self -liqui- 
dating proposition.  That  is  another  reason  why  I  think  margin 
buying  in  the  course  of  time  should  be  done  away  with.  I  would  not 
do  it  quickly,  however. 

The  objection  has  been  brought  up  that  to  compel  margins  to  be 
brought  down  to  this  40-percent  limit,  that  is,  to  permit  borrowing 
at  40  percent,  of  which  60  percent  is  on  margin,  Avould  compel  liqui- 
dation and  thus  start  deflation  again.  I  am  rather  of  opinion  that 
that  would  not  happen  at  this  time  because  margins  are  not  as  ex- 
tended as  they  have  been  in  times  gone  b}'',  aiid  there  isn't  the  danger 
of  reduction  in  price  of  securities  that  there  was  then. 

As  a  suggestion  I  might  say  to  you  gentlemen,  I  think  that  Mr. 
Pecora's  idea,  expressed  this  morning,  of  pushing  into  the  future  the 
effective  date  for  the  pinning  down  of  this  provision,  would  be  help- 
ful, and  that  it  might  be  made  effective  as  of  Januarv  1.  1935,  or 
even  1936. 
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Then  I  would  go  further,  and  after  having  left  the  40-Dercent  limif 
and''  .T  It  ^°f '/"^"  \r'^^  ^  ^^^"^^^  bring^that  dolntlTotJi^^ 
cent  li^'t'f;    "^  r1'''"  ir  ^  ^'^"Icrbring  it  down  to  20  per-' 

tion,  so  thiit  instead  of  solving  the  matter  by  liquidation  it  win  h^ 
solved  to  some  extent  by  increase  in  value  of  seeuritie"  over  that 
period  of  time,  and  perhaps  it  could  be  solved  to  some  extent  hv 
Jjersons  putting  up  a  little  more  collateral  rather  thLTducing  the' r 

Then  as  another  corollary,  let  us  say  that  you  ease  the  restrin 
P^TJotret'ls'ri^it'^ff'"!-,? 

ttrFloSda' Hnd'?o*'",\"  *^  ?"'f  ''■''^''>  controf  something  Ike 

S;afTi;i^/rfnii^»X:^ 

'■"Ti;rc°L™ilV7hP'-T"  'V''^''  to  b^ker^^offVe^biX  *'' 
FlSda  tod""^ull  r.  '"  wanrtoTa;"tharthTrh^  r^"  '"  *<> 
was   initiated  'by   people   ours?de   of'le""  ate'rf" VtrUrThat 
people  outside  the  State  got  all  the  Drofit^  m^i  nf\^  VaI^\ 
as  to  Florida  lands  the  people  arf  b\fn  "'advttd t  tld"rat"noT 

Mr.  Pecora.  The  land  is  still  there. 
Ihe  Chairman.  Yes. 

ont"e1:nd?th:re:'d"^;i'?tr;^  °'  ^'°''''  ^°'  "-  b-'-fi'  of  t-es 

prJperty"ry"much''°'  "  "''  ™*  '"''''''  '""^  — ^^^  ™>-  "*  ^e 
Senator  Kean.  It  did  not  ? 

Mr^  ^^tl^^^""-  ^V  ^^°"  "^'"^  ^"^  ^^^^^'^^^'  M^--  Shaw. 

Now  on  the  matter  of  volume  of  trading:  We  have  "eard    t\nifl 

:i%o"f„r«  r;rerrdt^{' ""'  ™  !^-'  ^  '^"id'mari4^t 

security  transaLrsiuS'i  .TeZS^Tt"''"''  7  '!^'  ■""""  »* 

beii^g^^c^rriii^tTr'^^^^^^^^^^ 

broker:rm:;:ibe?;':f'sl"k:.U:n::l""^'  ^"*  '""■*  -nt-'ed-by 

^l^5Sia#"-r--^^^rt^ 
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enough  brokerage  commissions  made  on  those  transactions  to  more 
than  equal  the  total  value  of  the  company  at  the  end  of  3  years. 

Mr.  Pecora.  It  might  be  more  accurate  to  say  that  the  stock  was 
traded  in  to  that  extent  than  to  say  that  the  entire  capitalization  of 
the  company  was  sold  a  certain  number  of  times. 

Mr.  Shaw.  That  is  right.  It  was  the  floating  supply  of  stock  that 
was  sold.  Of  course  there  were  many  shares  which  were  never  sold 
at  all. 

The  Chairman.  What  was  the  cause  of  that? 

Mr.  Shaw.  It  was  used  as  a  gambling  market  by  the  speculators 
in  Wall  Street.  Now,  if  that  is  good  then  we  ought  to  have  it  apply 
to  a  great  many  more  companies  besides  J.  I.  Case.  In  other  words, 
if  it  is  a  good  thing  it  should  not  be  applied  only  to  J.  I.  Case  but 
to  other  companies.  But  that  is  just  again  the  matter  that  came 
out  in  the  Pujo  investigation,  when  it  was  shown  that  the  Eeading 
Railroad  was  sold  from  20  to  40  times  each  1  of  the  7  years  between 
1904  and  1912;  that  there  were  only  2  months  out  of  the  whole  7 
years  that  it  was  not  sold  at  least  once. 

Mr.  Pecora.  Again  it  might  be  better  to  say  traded  in  to  that 
extent  instead  of  sold  one  or  more  times  over. 

Mr.  Shaw.  Yes ;  that  is  correct.  But  I  do  not  believe  it  is  of  value 
to  the  investing  community  and  to  the  industrial  community  to  have 
that  great  amount  of  trading,  that  superliqiiidity  in  the  securities 
which  have  already  been  sold  to  the  public  years  before,  because 
the  cost  of  all  that  market-ability  comes  out  of  investors  in  the  long 
run. 

Now,  in  the  matter  of  publicity • 

Senator  Kean  (interposing).  How  does  that  come  out  of  an  in- 
vestor if  he  does  not  sell  but  sits  on  his  stock  ? 

Mr.  Shaw.  It  does  not  come  out  of  the  investor  who  does  not  sell 
but  sits  on  his  stock.  It  comes  out  of  the  investor  who  goes  in  and 
uses  those  facilities. 

Now,  I  believe  that 

Mr.  Pecora  (interposing) .  It  comes  out  of  the  investor  as  a  result 
of  the  excessive  speculation  affecting  the  market  price  of  the  security. 

Senator  Kean.  Do  you  mean  if  he  has  to  sell  ? 

Mr.  Shaw.  Yes,  sir. 

Senator  Kean.  If  he  does  not  have  to  sell  it  does  not  come  out  of 
him? 

Mr.  Shaw.  Perhaps  not. 

Mr.  Pecora,  Well,  it  affects  the  market  value  of  the  stock. 

Mr.  Shaw.  If  it  is  carried  to  such  an  extreme  that  it  affects  the 
entire  financial  structure,  as  it  did  over  the  last  2  years,  then  ne  is 
affected  regardless  of  the  fact  that  he  holds  his  security  throughout 
the  period. 

The  Chairman.  You  may  proceed. 

Mr.  Shaw.  As  to  the  publicity  features  of  the  bill:  Regarding 
publication  of  corporate  accounts,  I  am  entirely  in  favor  of  that, 
and  particularly  those  provisions  which  compel  the  giving  of  in- 
formation by  directors  and  officers.  Officers  and  directors  of  a 
corporation,  to  my  way  of  thinking,  are  the  trustees  of  that  informa- 
tion for  the  benefit  of  the  shareholders,  who  have  hired  them.  And 
the  best  way  of  compelling  corporate  chastity  is  to  compel  corporate 
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nudism.     So,  let  us  have  the  facts  given  out,  and  it  will  limit  manipu- 

market"''  "  ^^^  ""^"'^^  ^"''  "'^^"^^^^  fluctuations  in  the  S 

Senator  Keax    Suppose  an  officer  or  director  is  afraid  to  ffivf 

out  any  information;  what  then?  ^  ^ 

Mr.  Shaw.  Afraid  to  give  out  any  information « 

Senator  IvEA^r    Yes.     Under  this  "bill  he  is  liable,  if  he  does  not 

give  out  all  the  information,  to  be  charged  with  leaving  out  some 

^^^'^Lzs^j^ir'^  ^^-^  -^^  '-'^'^  ^«  refL%o7;: 

did  not  make  that  clear  I  am  sorry  company,     it  i 

Senator  Kean.  I  thought  you  nieant  public  information. 
Mr.  Pecora.  I  think  Mr.  Shaw  is  referring  to  those  provisions 

ot  the  bill  relatmg  to  transactions  by  director!  and  officeS  and  bv 

M^  si.'  I'T'"^  Vr^'  ""'  T''  ^*  ^^'^  ^^Pit'^1  stock.  ^ 

Ml.  Shaav.  True.     I  did  not  make  that  clear 

Senator  Kean.  With  respect  to  giving  out  information  in  reo^ard 
o  the  company,  at  the  present  tinfe,  under  the  bill,  if  he  "iveTout 

grJve'iSr        "  '"  "^'""^  '''  ''''  ^"^^1^'^"^'  '''  '^  Vunnfnl'a  verl 
Mr.  Shaw.  Yes.     I  approve  of  that  provision  of  the  bill 
Senator  Kean.   You  approve  of  his  running  the  ri^k/^ 
Ml.  Shaw.  No;  not  of  his  running  the  risk. 
MT'snl^rYe^^''"  approve  of  that  being  cut  out? 

to  do'  ^"^''^'^^^-  ^*  ^''  tells  the  truth,  that  is  all  he  is  required 

Senator  Keax.  He  might  leave  out  something. 

Mr.  Shaw.  Supin-ess  the  truth. 

it^  <-"^,^KMAN.  That  is  as  bad  as  not  telling  the  truth 

Senator  Kean.  Somebody  might  claim  that  he  had  left  out  some 
Wh^t  h  ''''''\''^^^r''''h  some  small  fraction  of  some  lino-  and  Thai 
intm'atir-^'""'  '^"^"^^^  '''''''     ^^--^-^  ^^  -^^^  -t  gn'e^ut  ty 

Mr.  Shaav.  Yes. 

the^Fede^'ril^  T/''f  ^P  "^  ^'•'^'■'''^  ^^''  ^«'^*^'«^  «f  the  exchanges  under 
Sve  a  tieai^c  atit.  ^couZrTl  ''  ^-'''  ^^^"  ^^^^^  ^hat  this  would 
FedeiaJ  Tr.^  P  r  •       ""^  "t  ^"i^^-^^a"  corporate  interests  to  the 

^.edeial  liade  Commission.  I  do  not  believe  the  bill  contemnkte^ 
giving  more  control,  or  much  more  control,  to  thrFedera    T^^^^^^^^ 

think  the  best. interests  of  the  investor  would  be  Lived  by  caJ-ryin^ 
out  the  provisions  of  the  bill  in  that  recrard  cairying 

I  think  those  are  about  the  subjects!  want  to  cover,  unless  there 
are  some  questions  on  something  else.  ' 
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Senator  Iveax.  Suppose  a  new  company  were  organized.  How 
would  the  broker,  or  anybody  that  went  into  that  new  company ,^ 
borrow  any  money  on  the  stock? 

Mr.  Shaw.  Borrow  it  from  a  bank,  not  from  a  broker. 

Senator  Kean.  Then  all  loans  M'ould  have  to  be  made  from  a  bank? 

Mr.  Shaw,  Yes,  sir. 

Senator  Kean.  Suppose  the  bank  was  not  particularly  interested, 
or  did  not  want  to  loan  on  a  new  undertaking.  How  would  you 
raise  the  money? 

Mr.  Shaw.  Under  present  arrangements  a  brokerage  firm  would 
be  hesitant  to  loan  on  a  new  security  unless  it  had  a  market,  and  if 
it  had  a  market,  I  think  the  bank  would  be  willing  to  loan.  Do  you 
mean  a  security  which  has  already  been  listed,  Senator? 

Senator  Kean.  No.  I  mean  a  security  which  is  not  listed  as  yet, 
l)ut  i.s  going  to  be  listed.  You  say  a  broker  would  hesitate  about 
going  into  it,  but  they  do  go  into  them,  and  they  do  borrow  money, 
perhaps  on  other  securities. 

Mr.  Shaw.  It  would  be  the  investment  banker  who  borrowed  on 
a  new  issue. 

Senator  Kean.  Yes. 

Mr.  SiiAw.  He  would  borrow  from  a  bank,  but  a  broker  would  not 
!(»aii  on  a  new  issue  now,  I  believe. 

Senator  Kean.  He  might.  Then  a  market  is  created,  and  gradu- 
ally the  broker  sells  the  stock  to  clients  and  various  people,  and  the 
-i':-iai(y  is  divided  up. 

Mr.  Shaw.  Yes.  I  would  separate  the  two  functions  of  the  pri- 
mary securities  market,  which  should  belong  to  the  investment 
banker,  and  the  dealer,  from  the  secondary  market  which  should 
i)elong  to  the  broker;  and  I  would  push  the  securities  out.  in  the 
caso  of  a  new  issue,  through  the  primary  market,  without  much 
assistance  of  the  secondary  market  of  the  broker. 

Senator  Kean.  You  say  it  would  all  have  to  be  cash.  Would  you 
i-equire,  on  a  new  issue,  that  it  all  be  cash  ? 

Sir.  Shaw.  As  far  as  the  individual  investor  is  concerned,  I  would. 

Senator  Kean.  I  am  talking  about  the  broker  now. 

Mr.  Shaw.  Require  the  broker  to  put  up  cash  for  the  entire  issue  ? 

Senator  Kean.  Yes. 

Mr.  Shaw.  No;  I  would  allow  him  to  borrow  from  the  bank. 

Senator  Kean.  He  could  only  borrow,  under  the  terms  of  this  bill, 
and  if  you  put  it  up  to  80  or  90  or  100  percent,  he  would  be  on  a  cash 
basis  pretty  soon,  and  it  Avould  be  impossible  to  carry  on  that 
business. 

Mr.  Shaw.  No;  I  would  not  make  that  i-estriction  apply  to  the 
bank.  I  would  let  that  apply  only  to  the  broker  lending  to  the 
customer  on  listed  securities. 

Mr.  Pecora.  That  is  all  the  present  bill  does  do.  It  does  not 
restrict  the  bank. 

Mr.  Shaw.  Does  it  not  restrict  the  hank? 

Mr.  Pecora.  It  says  [reading]  : 

It  shall  be  unlawful  for  any  member  of  a  national  securities  exchange  or 
any  person  who  transacts  a  l)usiness  in  securities  through  the  medium  of  any 
sxich  member,  directly  or  indirectly 


7258 


STOCK   EXCHANGE   PRACTICES 


Mr.  Shaw.  Are  you  looking  at  section  6? 

Mr.  Pecoka.  Yes. 

Mr.  Shaw.  Section  6  (c)  says  [reading]  : 

It  shall  be  unlawful  for  any  person  to  extend  or  maintain  credit— 


■and  so  forth. 

Does  not  that  include  the  bank? 


[Continuing  reading:] 


in  an  amount  exceeding  the  amount  which   it  is  lawful  for  a  memhpr  nf  « 
national  securities  exchange  to  lend—  ictwiui  lor  a  membei   of  a 

•and  so  forth. 

Mr.  Pecora.  That  is  subject  to  the  exception  that  the  restriction 

t  ire  tisifso  i^;r^^ "' '  "'"■''^■'''  ^^'-  >^-  --d  *«  --^t" 

seamties.    Ihat  is  all  I  haye  to  ask.    I  am  very  much  obliged  to  you 

mSr'Nc'ir:  '^"''"'  '°  ^■°"  "^^'^  *°  -^  -»'  q-^««-?    ■ 
The  Chairman.  As  I  understand,  you  do  not  find  anv  fault  with 

^s'io^n  ifthe  F  .?"  IT  ^^M^^^  '^"^  P^"^^*  ''  regulatioA  and  su^  r 
wTth  thatf  Commission.    You  do  not  find  any  fault 

Mr.  Shaw.  I  do  not. 

The  Chairman.  I  believe  that  is  all,  Mr.  Shaw 

Mr.  Shaw.  Thank  you. 

The  Chairman.  Mr.  J.  H.  Doyle  has  written  several  letters  and 
sent  several  telegrams  indicating  a  desire  to  appear  here  Finalh 
fo  fiTe"  bneV  W  '^'  ^t,^PP-\j-  --1^  lik^trLtpermiSo^ 
or  ?o  send  hfs'  \Zi  ""T^  i  ""^  °'l^^''  10th  either  to  be  present  today 
or  to  send  his  brief.  He  does  not  seem  to  be  here  and  I  Dresnmp  hi 
IS  transmitting  a  brief,  which  I  will  ask  to  have  inseS  Tthe 
record  when  it  comes,  in  lieu  of  his  statement. 

Mr   P;^.      T-^.l^'rl  ^^r^  response.]    He  was  in  this  morning. 
Mr.  Pecora.  Is  tliat  Mr.  Trowbridge  Calloway?  ^ 

Ihe  Chairman.  Yes. 

Mr.  Pecora.  He  has  sent  a  communication  here.    We  have  his 
printed  communication.  ^  ^"^ 

The  Chairman.  I  liave  another  communication  from  Mr  J  R  Ed- 

tir  mofnin^'h  ?'''  ''"'Ti^'^*  ^^^?^^  '^'  ^^^^  ^^  «^e  one  inserted 

(Letter   Mar    8,  1934,  from  J.  R.  Edwards  to  the  chairman   will 
be  printed  at  the  conclusion  of  today's  proceedings.    THs  documTn 

So^^e^r^n^P^L^^^^^^  -'y  ^'  ^--pt^  t^  ioTtt 

The  Chaibman   A  gentleman  who  does  not  wish  his  name  to  be 

antin'd  aucHto';.''VhT''*"t''^  ^^P^"'=."^'> '"  ""^'"-'^  -"  an'ac'coun^ 
ant  and  auditoi    I  believe,  has  some  views  on  this  subiect  whieh  he 

has  put  in  wntm^  and  he  asks  me  to  have  them  put T  he  reoorf 
Senator  Kean.  T  do  not  think  we  ought  to  put  them  in  the  record 

want^fs^namTitd''''-    '^^  '"™  "^  '^"^^  *™'"  "™>^"  "«  ^id  not 
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Senator  Kean.  I  do  not  think  we  ought  to  put  anything  in  the 
record  unless  people  are  willing  to  stand  by  it.  I  do  not  know  what 
it  is. 

The  Chairman.  I  will  not  insist  on  it. 

Senator  Kean.  If  he  will  sign  his  name  to  it,  then  I  think  it  should 
be  put  into  the  record.    Otherwise  it  should  not  be. 

The  Chairman.  Very  well.  There  are  four  or  five  other  people 
who  have  been  unable  to  come,  they  said,  and  who  have  submitted, 
statements.  They  are  all  signed,  of  course.  If  there  is  no  objection^, 
I  can  have  those  put  in  the  record  at  any  time. 

Senator  Kean.  Yes. 

Mr.  Pecora.  Mr.  Chairman,  before  you  adjourn,  may  I  suggest 
that  there  be  read  into  the  record  a  letter  addressed  to  you  by  J.  P. 
Morgan  &  Co.,  with  respect  to  certain  matters  that  have  gone  into  the- 
record  before  this  committee  in  the  last  few  days? 

The  Chairman.  I  think  that  was  inserted  by  Senator  Towiibend.- 
Perhaps  this  is  a  formal  communication,  and  it  ought  to  go  into  the; 
record. 

Mr.  Pecora.  The  letter  is  addressed  to  you,  sir.  as  chairman  of 
this  committee.  It  is  dated  March  8,  1934,  and  reads  as  follovvis 
[reading]  : 

New  York,  March  8,  IBSJi. 

Deab  Sib:  The  New  York  Times  this  morning  says  that  Senator  Robinson  ot: 
Indiana,  speaking  in  the  Senate,  cited  testimony  before  the  Senate  Banking  and; 
Currency  Committee  that  J.  P.  Morgan  &  Co.  and  others  had  sold  aircraft  stock 
shortly  before  cancelation  of  tiie  contracts  as  evidence  that  "international 
bankers "  had  advance  information. 

Any  suggestion  that  J.  P.  Morgan  &  Co.  had  advance  information  of  the 
action  referred  to  is  entirely  without  foundation. 

Tlie  4,500  shares  of  stock  in  the  United  Aircraft  Co.  sold  by  us  January  26 
to  February  1,  as  reported  to  your  committee  by  the  New  York  Stock  Exchange, 
constituted  part  of  the  miscellaneous  collateral  securities  for  a  large  loan  to 
C.  E.  Mitchell  made  in  1929.  concerning  which  loan  your  committee  has  full 
information.  We  have  desired  to  realize  on  this  collateral  as  opportunity  of- 
fered, and,  accordingly,  the  4,500  shares  of  United  Aircraft  stock  and  some  other 
securities  in  unrelated  enterprises  have  been  sold.  These  sales  were  made  upon 
our  own  judgment  witiiout  any  suggestion  from  the  borrower  or  others.  We 
had  no  information,  suggestion,  or  intimation  from  anyone  affecting  the  air- 
plane industry  or  the  general  situation  beyond  what  was  a  matter  of  common 
knowledge  and  public  information  in  the  press. 

We  are  sending  copies  of  this  letter  to  the  members  of  your  committee. 
Very  truly  yours, 

(Signed)     J.  P.  Morgan  &  Co. 

The  Chairman.  I  have  here  also  a  communication  addressed  to 
the  New  York  Stock  Exchange,  which  Mr.  Redmond  says  may  bfr 
inserted  in  the  record. 

Mr.  Eedmond.  That  was  produced  to  be  inserted  in  the  record 
which  we  furnished  the  committee  last  week. 

Mr.  Pecora.  I  will  read  it  into  the  record  now.  Mr.  Redmond, 
of  counsel  for  the  New  York  Stock  Exchange,  submits  the  follow- 
ing communication  addressed  to  the  New  York  Stock  Exchange^ 
committee  on  business  conduct  [reading] : 

New  Yoek,  March  S,  193^, 
New  York  Stock  Exchange. 

Committee  on  Business  Conduct, 

18  New  Street,  New  York  City. 
DE1A.R  Sirs:  Reverting  to  your  notice  of  February  15th,  and  our  reply  therettJ 
of  February  17th,  may  we  supplement  our  reply  with  the  following  informatioss 
for  the  period  of  January  26,  1934,  to  February  9,  1934. 
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This  firm  made  uo  purchases  or  sales  for  its  own  account. 
On  behalf  ot  others  we  executed  orders  of  sales  for  long  account  ;'s  follows- 
Stock"""^     Richard  Wl.itney  &  Co.:  United  Aircraft  &  Transport  Corpo'Sn 

at  SoV^  ,  Jan.  30—1,300  shs.  at  30I/2  ;  Jan.  30—500  shs.  at  36i/o  ;  Feb.  1—500  shs 
ar   i5<^. 

Your  very  truly, 

(Signed)  J.  P.  Morgan  &  Co. 

The  Chaiemax  Is  there  any  person  present  who  Avould  like  to  be 
heard  on  the  bil  ?  [No  respon.se.]  If  there  is  not,  I  think  we  can 
announce  that  the  general  hearings  are  closed  for  the  present  I 
shall  call  a  meeting  of  the  committee  in  the  next  day  or  two  and  have 
the  committee  take  up  the  bill  in  executive  session.  By  that  time  we 
may  have  some  other  peaple  who  would  like  to  be  heard.  We  will 
not  absoliitely  close  the  doors.  We  will  want  to  hear  Governor 
ijiack.  We  have  not  heard  from  the  Federal  Eeserve  Board  yet, 
and  It  may  be  that  we  will  have  some  other  people  up  here  later,  but 
for  the  present  the  hearings  will  be  regarded  as  closed. 

The  committee  will  now  stand  adjourned  subject  to  call.  I  expect 
to  call  the  committee  together  in  the  next  few  days  to  take  up  the  bill 
^^  (  Y        e^iP^>ii,  at  3:30  p.m.,  the  committee  adjourned  subject  to 

c,        .       T^  <"ixcixxATi,  Ohio,  March  JO   l'.)3', 

Senator  Duncaa-  U.  Fletcher.  »  <-"  j(/,  j./u/. 

Chairman  Banhing  and  Cunency  Committee. 
Referring  to  proposed  law  to  regulate  stock  exchanges,  if  vou  predetermine 
the  marginal  requirements  you  standardize  the  borrowing  capacity  of  milUons 
of  gamblers,  whereas  the  borrowing  capacity  should  be  based  upon  tliei?  finan- 
cial status  and  their  ability  to  repay.  Putting  it  another  way,  a  standirdiml 
^^^Z%  «P^7 '^ti^^P^^-Poses  is  a  predetermined  idea  to  "Extend  cml  to 
nulhons  of  gamblers  who  are  not  entitled  to  this  dangerous  form  of  credit 
Fur  hermore,  to  predetermine  marginal  requirements  legalizes  the  amount  of 
funds  loaned  by  brokers  to  their  customers  who  sign  no  notes  and  do  not  reveal 

oSnT,  '^"''"'^  ^^'V-""  ""'^'^^  *^^'^  ^'^  ™^"^^'  ^o"rt  decisions  to  the  contrary  \nv 
good  lawyer  can  dig  up  many  important  cases  where  these  gambling  debts  could 
not  be  collected  by  law.  You  cannot  control  speculation  by  regulattng  marolnal 
requirements.  It  only  legalizes  the  gambling  debts.  The  proper  solutS  fs  to 
prohibit  brokers  from  lending  credit  to  every  Tom,  Dick,  and  Harry  of  whom 
they  know  nothing  and  prohibit  banks  from  making  brokeVs'  loans  for  unknot 
gamblers.  This  would  force  the  gamblers  to  go  direct  to  their  local  banks  fo? 
their  speculative  accommodations  where  they  would  have  to  disclose  tlS 
financial  status  and  sign  notes  that  would  reveal  the  damaging  fact  that  a  large 
proportion  were  not  entitled  to  credit.  It  is  foolhardy"^to  predetermine  the 
amoun  of  margin  as  Congress  is  attempting  to  do  when  every  determinng 
factor  xs  extremely  variable.     No  standard  has  or  will  ever  exist  in  extemlSSg 

^J1.^^^  P^"e\e'it  brokers  from  granting  credit  and  banks  from  accepting 
brokers  loans  it  places  in  the  hands  of  the  banks  the  ability  to  regulate  specu- 
lative credit  and  prevent  a  diversion  of  capital  from  legit  mate  business  So 

f  mi;  f  on\7e'h  ''  '^  '"'"."'  If  '"^^^^^^-  ^"t  ^"««t  imSortant  it  would  p  ace 
a  limit  on  the  borrowing  of  other  people's  money  for  speculative  purposes  in 
the  right  place  which  specifically  is  whether  the  original  borrower  is  entitled 

i?  ^o?^/l''!'  -r  ?"^'i'/^''  f^""^-''  ™'''"^^*^  '^'i^  «t^"<i  tliJs  extension.  Millions 
of  gamblers  situated  hroughout  the  United  States  would  have  to  go  to  their 
local  banks  for  speculative  credit  whereas  under  your  proposed  law  brokers 
could  still  grant  credit  with  a  lavish  hand  to  millions  of  persons  situated 
throughout  the  country  and  then  tlie  brokers  would  have  to  carry  their  ex  ten 
sion  of  credit  by  borrowing  from  the  New  York  City  bankers  on  brokers'  loans 
Brokere  loans  are  the  most  dangerous  form  of  credit  because  thev  have  no 
element  of  self-liquidation.  Non-self-liquidating  loans  are  permanent  loans 
which  can  never  be  paid  off  except  through  some  form  of  forced  liquidation 
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and  at  the  end  of  every  speculative  era  brokers"  loans  are  collectively  liquidated 
which  process  is  accompanied  with  disastrous  results  to  the  borrower  and 
the  country  at  large.  This  makes  stock  speculation  on  margin  an  unbeat- 
able game.  Your  committee  is  getting  into  hot  water  by  attempting  to  prede- 
termine marginal  requii'ements. 

J.  R.  Edwards. 


J.  R.  Edvvakus  &  Co., 
Cincinnati,  March  9,  193.',. 
Senator  Duncan  U.  Fletchee, 

Senate  Building,  Wa^ihington.  D.C. 

Deiab  Senator  Fletchek  :  I  notice  that  you  are  now  revamping  the  proposed 
law  to  regulate  the  stock  and  commodity  exchanges. 

In  doing  this  I  believe  great  pressure  has  been  brdught  upon  you  with  respect 
to  marginal  accounts.  Let  me  put  this  important  proposition  to  you.  To 
predetermine  the  marginal  requirements  is  to  standardize  the  borrowing 
capacity  of  millions  of  gamblers,  whereas  the  borrowing  capacity  of  the  indi- 
viduals should  be  based  upon  their  tinaucial  status  and  their  ability  to  I'epay. 
Putting  it  another  way,  a  standardized  margin  fur  spccuhitirc  purposes  is  a 
predetermined  idea  to  extend  credit  to  millions  of  g<inihlrr.s  icho  ore  not  entitled 
to  this  dangerous  form  of  credit.  Furthermore,  to  predetermine  the  marginal 
requirements  legalizes  the  amount  of  funds  loan.'d  by  the  bri'kers  to  their 
customers  who  sign  no  notes  and  do  not  disclose  their  financial  status,  when 
there  are  many  court  decisions  to  the  contrary.  Any  good  lawyer  can  dig  up 
matiy  oases  irhere  these  gambling  debts  could  not  be  collected  by  law. 

Therefore.  Senator  Fletcher,  I  want  you  to  analyze  the  fact  that  when  Con- 
gress begins  to  consider  marginal  requirements  they  are  getting  into  hot  water. 
The  present  law  does  not  control  speculation.  It  la/allzes  the  debts. 

I  believe  you  should  think  seriously  on  this  subject.  Probal)ly  the  thoughts 
conveyed  in  the  above  w-ill  be  new  to  you. 

Another  suggestion  I  woiUd  like  to  make  to  you  is  with  respect  to  your 
investigator.  Mr.  Pecora.  Isn't  possible  for  him  to  question  witnesses  with 
respect  to  marginal  accounts  and  prove  that  to  standardize  margin  account  is 
really  a  predetermined  idea  to  grant  credit  to  millions  of  gamblers  icho  are 
not  entitled  to  it.  In  other  words,  it  would  be  very  helpful  to  your  committee 
to  bring  this  matter  to  public  attention  thru  witnesses. 
Very  sincerely  yours, 

J.  R.  Edwards. 


J.  R.  Edwards  &  Co., 

Cincinnati,  March  8,  193Jf. 
Senator  Duncan  U.  Fletchee, 

Chairman  Committee  on  Hanking  and  Currency. 

Senate  Building,  Washington,  D.C. 

Dear  Senator  Fletcher:  The  jmblic  press  reveals  the  fact  that  the  United 
States  Chamber  of  Commerce  at  Washington,  has  launched  a  vigorous  attack 
against  stock  exchange  control.  This  attack  is  induced  by  either  of  two  reasons. 
First,  they  may  honestly  believe  that  this  will  hurt  industry  and  business,  or, 
secondly,  the  insidious  lobby  of  the  New  York  Stock  Exchange  has  reached 
them.  Their  reasons  are  those  that  are,  or  could  be,  advanced  by  the  New 
York  Stock  Exchange  to  promote  destructive  speculation,  which  are  diamet- 
rically opposed  to  the  interest  of  business  men  in  the  United  States  in  general, 
who  the  chamber  is  supposed  to  represent. 

In  other  words,  this  national  chamber  is  plaj'ing  directly  into  the  hands  of 
the  brokers  and  the  New  York  Stock  Exchange  and  not  protecting  the  millions 
of  business  men,  merchants,  and  employees.  I  am  led  to  believe,  and  many 
thousands  will  also  believe,  that  the  insidious  lobby  of  the  New  York  Stock 
Exchange  has  reached  this  august  body.  Therefore  their  attack  is  worse  than 
useless. 

In  the  first  place,  every  thinking  person  is  in  agreement  that  Federal  control 
of  the  stock  and  commodity  exchanges  is  necessary.  The  question  arises  how 
should  this  control  be  exercised.  The  speculative  abuses  should  be  corrected 
and  same  are  fully  covered  in  the  proposed  law  to  regulate  the  exchanges. 
It  regulates  the  whole  category  of  bootleg  loans,  washed  .sales,  matched  orders. 
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bTZcS;  t^^dti";.^reL?r  ^"^^^^  '^^^'^^^  ^^^-.  etc.    T.ere  can 

-^^rX7cZi?rlZy%T^^^^^^^  -  «top  ana  analyze  these 

factors.     First,   "margin"   i^LV  much  ff  J^''^^^^^ 

have  to  put  up  with  the  brokers  Rn^mnL  •  ''  l'^''  ^''^'''-^  "^^  gamblers 
which  is  how  much  the  gimble%  hal  tTua'^^''"''''f  if  '^^  '^^^^^^^  ^'^^t^r, 
Putting  it  another  way,  a  mtS^iu  account  vP^m  "^  ''\  ''^^^'*  l^*^"!^'^'^  ^'^^^ey 
are  borrowing  of  other  p^Jpfe's  money  "^  "'"''''  ^'"^^  "^"^'^  ^^^^  samble^s 

pr^cSS' J^^t5mSi^^5r^j?h^t^:^^"i^^^  "^  *!-  auestionable 

when  they  gamble  in  stocks.  It  Su4S  i-earhpVnn  '"^^"^^"^^  ^^  ^He  public 
of  margin  required  of  brokers'  customer,  fh  I  •  /^'"^^'^^^^^  °'^  ^^'^  ^^"^^uut 
of  funds  loaned  by  the  broreis  to  the^x  custom.,"'  ^T  ^'^^^^"""  *^^  ''^^^""t 
not  disclose  their  financial  status  whP,  fw'  '^*'*'  '■'^"  "°  ""tes  and  do 
contrary.     Any  good  lawyer  can  di,nn?n  '''  "^""l'^'  ''"'"'^  ^^ecisions  to  the 

could  not  be  ooUeetediriaw     tIILT^^^^^  ''''''  ^"'"^''"^  '^'^^^ 

the  important  part  of  the  equation  If  fhfw^  T""""^  ^*'  "^^^'^^  i«  "ot 
borrowed  from  the  bankrL  the  m-mot^Skerrin^^^^^  second-hand  credit  is 
customers.  These  brokers  loans  are  the  ^cttL^  """"'l  ^^"*  *'^  ^^^  hvo^ev^ 
they  have  no  element  of  self^UquidatioS  ^^^ge^'ous  form  of  credit,  since 

am^ottTf^SglrretS^SrcL-f  ^-"^^^^^^  ^""^'  ^"e^^-^-  «f  the 
entitled  to  borrow  and^  w  fhout  placLrf  confrof  n'^^'n  "^^  ''^^  individuals  are 
instance,  the  brokers  lend  l3s  to  Sne  who  tin'i^'^ J""^'  borrowed.  For 
requiring  them  to  disclose  their  financial  status  to  df ?I?^^  ""^  T^'^^"'  ^^'hout 
entitled  to  credit.  nuanciai  status,  to  determine  whether  they  are 

eaS^ci^St^Ss^'of  ga'Srs  \TraT«S  i^  ''  ^^.^^^-dize  the  borrowing 
viduals  Should  be  based^u^n  th^irScial  .tot,^f  ""'^^.^  '^^  '^^  ^^f' 

Putting  it  in  another  way  rstanJard  ?Pd  n!nr?  f  ^"^  ^^^'"^  ^^^^^^y  to  repay, 
predetermined  idea  to  extend  credit  f^  ^,i,f  for  speculative  pui-poses  is  a 
entitled  to  this  dangerous  fom  of  credit  ""'   ""^  S^n^hl^v^   who   are   not 

I>eo'Se?SU^yrS^^i;i:;f3^oT  f^--  <^f  -edit   with  other 

nothing,  to  be  based  upon  a  predetermined  Imount  0^"'"'  ^'^"'l"^^  ^^^-^^  ^°«^ 
foster  a  new  era  of  stock-marSt  gamblln-^nd  thi.  ^'^'''  '''^^^^^  '^'^^  ^^^^^^ 
a  stage  where  it  cannot  be  stonned    Pm!l^!'o  ^^^°  '''^^"  gambling  reaches 

amount  of  funds  to  be  usedX  eamhHnl  n'^^^'  ^^  T^^  P"<^  ^  ""^^t  on  the 
brokers  loans  of  10  times  the  broker,  nl.^  purposes  by  placing  a  limit  on 
reason  in  this.  This  ?hLs  tb«V  ^ho  "^t  quick  assets.  There  is  no  rime  or 
place.    The  reason  is  that  Sfei-.rib£Vn^^^  ^«  "^  the  wrong 

the  expansion  of  speculSon  deSs  en?  rel^on^f '"''^  borrowers  of  credit  and 
of  credit.  Thereto^,  the  S  of  Secula?/v™.?-f  ^Y  ""^lu"^  P^digious  amounts 
upon  the  financial  standing!  cha?acter  and  aWl?tv  ^"^^  ^^  controlled  and  based 
borrowers,  like  every  bank  loan  is  pred4?ed'^       ""''^^'  "'"•  "'  '^"  ""^^°^^ 

toI'^s^^Lk?' S;yvs*^U'?-r^^^''-^t/-^-''"^  ^^"^^^"^^  --^^^  ^«  ---^ 

from  making  brokers  loans  thru  he  bfokP  "''".""•'''  ^'"^  ^^^^^^'^^^  the  banks 
force  the  gamblers  to  go  direct  to  the  h?,  L'^f.^^n"''-'''"  -^^'"^1«^'^-  This  would 
tions  where  they  would  have  to  cUsHosp  lt.i  /  their  speculative  accommoda- 
reveal  the  damaging  fact    hat  SO  npropL  financial  statements  that  would 

as  the  margin  or  equity  is  colLiLdf^lh?T^  ,"?^  ^""*^^'^  ^''  "'^'iit.  As  far 
of  the  individuals.  th?amort  of  X     --"hV^^^  *^'^'  ^''  "'^  ^^^'i^'^^^ter 

status  of  the  money  marS  ll^o  the  nrS  or  the'^to^k  '''^  ''''''''''''  '^^"^^  '''^ 
other  variable  factors.  It  is  foolh-n-  iv  //,?,.2^  I  '^•^'"''^'^  ""^  ^''^'''^'  1^'"^  many 
as  Congress  is  attempting  to  do    when  everx'^tlf '""•''■  ^  ''^  "^•^^•>'^i". 

variable.     No  standard  h^rs  or  will  ev^  pv,v?  •  ^^^termnnng  factor  is  extremely 

Furthermore,  if  you  pi4e  ,t  hroklv  -  f  "  ?^i-=^"ting  credit, 

accepting  'nv.kers  llnns^irM^rconfine  Z,Snr'" '^^''^^^^  '^"^  '^^"'^^  ''^^ 
cially  responsible.  It  1  lacx4  n  h^ la  L  nfn  T  I"  ^^^'^  "'^^«  '^^'^  «'^'''"- 
and  caution  against  the  haza^dfof  s,^a,Htion'  wl.""'  "^?  ^^'^^"^"^^  ^o  advise 
encourage  the  worst  types  In  •  ddif  in  f',^'' '"''''''  today  the  brokers 
c^ipital  from  legitimate'^business  in  to  snecu  it'i,  ^'l^r  "•?'-^  f  "'^  ''  ^'^^■^^•^•«"  «f 
There  would  be  no  hard  and  fast  rule  on  h--^  *■'"  -    '"      """"^  ^"^  business. 
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speculative  purposes  in  the  right  place,  which  specifically  is  whether  the  origi- 
nal borrower  is  entitled  to  credit  and  whether  the  money  market  will  stand  this 
extension.  The  millions  of  gamblers  situated  throughout  the  United  States 
would  have  to  go  to  their  local  banks  for  their  speculative  credit,  whereas  to- 
day the  brokers  grant  credit  with  a  lavish  hand  to  millions  of  i^ersons  situated 
throughout  the  country  and  then  the  brokers  must  cover  their  extension  of 
credit  by  borrowing  from  the  New  York  City  banks  on  brokers  loans. 

JrJrokers  loans  are  most  dangerous  because  they  have  no  element  of  self- 
liquidation.  The  only  way  they  can  be  paid  oft  is  thru  the  sale  of  the  collat- 
eral, which  is  collectively  liquidated  either  by  the  banks,  brokers  or  gamblers, 
caui^es  or  accentuates  a  stock  market  panic  wherein  the  gamblei's  lose  their  life 
savings.  This  reason  is  also  present  in  every  panic  whether  it  is  small  or 
jarge.  There  is  no  category  of  credit  that  is  as  dangerous  as  these  non-selt- 
iiquidating  brokers  loans.  Brokers  loans  are  the  only  vehicle  by  which  brokers 
can  expand  their  business  with  other  people's  money  at  the  final  expense  of  the 
wliole  country.  Brokers  loans  make  stock  speculation  an  unbeatable  game. 
The  psychological  difference  between  a  gambling  den  and  the  New  York  Ex- 
cange  marginal  game,  in  the  first  instance  "  the  sucker  is  never  given  a  chance  " 
while  in  the  second  instance  "  the  sucker  never  has  a  chance,"  because  of 
brokers  loans. 

The  stock  exchange  is  now  geared  up  to  handle  5  to  10  million  shares  a  day 
with  thousands  of  customers'  men,  clerks,  auditors,  etc.  with  thousands  of  of- 
fices all  over  the  country  and  with  tliousands  of  miles  of  leased  wire  and  they 
are  fighting  for  their  lives  to  keep  their  crap  game  opened.  They  are  using  every 
argument  and  are  getting  individuals  and  associations  to  help  them  out.  They 
say  that  if  speculation  is  curtailed  it  will  hurt  business  and  that  it  will  de- 
flate values  and  slow  down  the  financing  of  corporation.  This  is  a  lot  of 
tommy-rot,  because  if  the  exchange  was  closed  except  for  legitimate  buying 
and  selling  (no  marginal  gambling)  business  and  industry  would  never  feel  it. 
In  fact,  it  would  be  good  for  business  because  stock  market  gambling  with 
l>orrowed  money  eventually  leads  to  disaster.  If  it  were  not  otherwise  all  of 
us  would  be  millionaires.  We  are  suffering  from  too  much  of  the  crap  game 
that  the  Stock  Exchange  stands  for  and  loudly  advances  and  practices. 
Very  sincerely  yours, 

JRE/R  J.  R.  Edwaeds. 

National  Association  of  Building  Owners  and  Managers, 

Washington,  D.C.,  March  8,  193^. 
Hon.   Dxtncan  U.   Fletcher, 

Chairman  Senate  Committee  on  Banking  and  Currency, 

United  States  Senate,  Washington,  D.C. 

My  Dear  Sknator  :  The  National  Association  of  Building  Owners  and  Man- 
agers, representing  an  industry  with  $0,000,000,000  of  invested  capital,  has  a 
direct  and  vital  interest  in  the  National  Securities  Exchange  Act  of  1934,  now 
under  consideration  by  your  committee.  Our  membership  consists  of  federated 
associations  in  41  cities  and  of  associate  members  in  90  other  cities  of  the 
country. 

We  call  your  attention  to  the  fact  that  the  issues  involved  in  this  proposed 
legislation  affect  much  more  than  the  operation  of  security  exchanges,  and  will 
have  far-reaching  influence  upon  the  industry  this  association  represents. 

We  would  point  out  tliat  regulations  so  drastic  as  to  restrict  greatly  the 
security  business  and  endanger  the  transaction  of  many  legitimate  enterprises 
related  thereto  would  have  a  ruinous  effect  upon  property  accommodating 
financial  institutions  in  all  of  the  principal  cities  of  the  country. 

Specifically,  such  curtailment  of  the  security  operations  would  result  in  our 
industry  in  loss  of  tenants,  contraction  of  space  occupied  by  such  tenants,  and 
obsolesence  of  special  equipment  and  facilities  provided  for  their  use,  which 
with  the  difficulty  of  adapting  much  of  this  space  to  other  purposes  could  not 
fail  to  produce  further  impairment  of  real-estate  values.  The  investment  in 
properties  devoted  to  these  uses  in  many  communities  is  sufficiently  great  to 
make  this  a  matter  of  far-reaching  consequence. 

Furthermore,  the  industry,  as  you  must  know,  has  suffered,  and  is  still  suffer- 
ing, severe  distress.     Our  recent  survey  of  rental  conditions,  covering  1,900  office 
buildings,  in  35  cities,  shows  a  total  vacancy  of  48,447,161  square  feet,  and  au 
175541— 34— PT  15 54 
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average  vacancy  for  these  buildings  of  27.57  i>ercent.  In  addition  to  this,  our 
inquiries  have  shown  a  delinquency  in  the  payment  of  rent  to  the  extent  of 
15  percent  of  a  year's  lental.  This  15  percent  delinquency  has  the  same  efEect 
upon  current  income  as  if  vacancies  were  increased  by  this  same  percentage,  so 
that  practically  all  oflSce  buildings  of  the  country  have  a  combined  actual  and 
potential  vacancy  of  40  percent.  From  1920  to  1933.  the  income  for  the  industry 
decreased  .$217,000,000,  while  operating  expenses,  not  including  taxes,  decrea.sed 
$58,500,000,  or  only  about  one  quarter  as  much  as  the  decline  in  income.  As  a 
result  of  the  drastic  shrinkage  in  operating  net  income,  hundrc  ds  of  buildings 
have  been  forced  to  default  on  their  bonds,  have  been  unable  to  pay  their 
ground  rent,  and  in  many  cases  have  insufficient  funds  to  meet  tax  bills.  A 
survey  of  929  buildings  in  16  cities  shows  that  24.3  percent  of  these  buildings 
are  in  financial  default. 

It  may  commonly  he  ;issumed  tiiat  the  effects  of  legislation  regidating  stock 
exchange  operations  would  concern  oidy  those  cities  in  which  important  ex- 
changes are  located.  The  point  we  desire  t(»  emphasize  is  that  in  our  indu.stry 
alone,  they  will  affect  all  of  The  larger  and  many  of  tlie  smaller  cities  of  the 
country.  In  the  limited  time  at  our  disposjil,  we  have  canvassed  tiie  opinion 
of  member-organizations,  and  a  sulistantitil  mjijority  of  the  cities  affected 
have  thus  far  registered  (lisapi)roval  of  those  features  of  the  act  which  would 
tend  to  restrict  serious'y  the  volume  of  security  business. 

You  have  already  been  informed  by  the  representatives  of  the  Keal  Estate 
Board  of  New  York,  Inc..  that  the  building  occupancy  of  stock  exchange  tenants 
in  that  city  represents  at  least  5,000.000  square  feet  of  space  with  a  rental 
value  of  $15,000,000  annunlly. 

A  survey  of  similar  conditions  in  Chicago.  Detroit,  Indianapolis,  Los  Angeles, 
Denver,  Spokane.  Louisville.  Baltimore,  and  Pittsl)urgli  reveals  that  in  these 
9  cities  105  office  buililings  w<iuld  be  affected,  with  2,987,270  square  feet  of 
space  occupied  by  tenants  engaged  in  the  .security  business,  the  invested  capital 
represented  by  such  occupancy  being  e.stimated  at  $69,700,680. 

We  are  opposed  to  tlio.se  features  of  the  proposed  legislation  which,  bv  reason 
of  drastic  requirements,  would  bring  about  a  serious  curtailment  in  tlie  opera- 
tions of  this  business,  and  strongly  recommend  that  material  modifications  be 
made  in  the  act  with  respect  to  lestrictions  so  imposed. 

We  ask— as  I  am  sure  you  are  disposed  to  do— that  in  the  consideration  of 
this  legislation  you  weigh  fully  the  contingent  effects  upon  this,  as  upon  other 
avenues  of  business  throughout  The  nation. 
Very  sincerely  yours. 

National  Association  of  Building  Owners  and  Managers, 
By  R.  W.  Beach,  Executh-e  Secretari/. 


The  Shelton  Looms, 
Sidney  Blumenthal  &  Co.,  Inc., 

Xcir  York,  March  1,  19S^. 
Hon.  Duncan  U.  Fletchee. 

Chairman  Committee  on  Banking  and  Currency, 

United  States  Senate,  Washingtot},  D.C. 
Subject:  National  Securities  Exchange  Act  of  1934. 

De:ar  Senator  Fletcheu  :  All  fair-minded  business  men  must  be  in  sympathy 
with  the  purposes  of  this  act.  The  provisions  are  so  far-reaching,  however, 
that  it  seems  proper  for  those  imbued  with  the  greatest  spirit  of  cooi)eration 
and  sympathetic  interest  to  point  out  unintended  hardships  which  may  have 
escaped  the  framers  of  this  act. 

The  writer  cannot  wit'.diold  his  alarm  at  the  possibilitv  of  error  in  many  of 
these  provisions,  and,  rather  in  tiie  spirit  of  analysis  than  in  the  spirit  of 
criticism,  wishes  to  put  before  you  his  impression  of  various  sections  in  the  act. 
The  writer  trusts,  therefore,  that  you  will  accept  the  enclosed  statement  as 
contributing  to  clarifying  the  bill  and  towards  eliminating  harmful  features. 

In  endorsing  the  suggestion  for  a  special  reviewing  group  (see  page  6  of 
enclosed  statement)  aiding  (he  legislature  or  the  Federal  Trade  Commission  in 
shaping  this  act,  it  is  not  intended  to  cast  any  doubt  on  the  judgment  or 
wisdom  of  fho.se  who  framed  the  Fletcher-Raybuni  bill.  The  additional  out- 
look arising  from  such  review  bids  fair  to  give  a  safer  interpretation  of  the 
difficulties  Involved.  Possibly  such  a  reviewing  committee  mav  be  of  con- 
tinued service  in  conjunction  with  the  Federal  Trade  Commission,  and  should 
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he  made  a  standing  committee,  reviewing  the  experience  had  after  tlie  passage 
of  the  act,  and  making  suggestions  for  amendment  from  time  to  tiine  to  he 
act"d  upon  by  Congress. 

I   therefore  respectfully  urge  that  before  talking  action  on  the  bill,  such  a 
reviewing  committee  he   immediately  formed   and   that   a   report,   taking   into 
itrx-ount  its  recommendations,  he  obtained  at  the  earliest  possible  moment. 
Yours  very  truly, 

Sidney  Blumenthal,  Proiidcnt. 

[Statement  accompanying   letter   from    Sidney    Blumenthal,   Chairman.    Sidney 

Blumenthal  &  Co..   Inc.] 

February  28.  1984. 

national  sectrities  act  of  lo'it. 

Sec.  11,  page  14:  There  is  no  objection  to  llie  control  proposed  to  b'j  exercised 
by  the  Federal  Trade  Commission  in  fixing  a  uniform  ])olicy  for  the  revelation 
and  publicity  of  adequate  and  desirable  information.  There  seems,  however. 
to  be  a  decided  need  to  clarify  the  nature  of  pulMicity  thus  invoked  for  action 
by  the  F.T.C.  and  to  limit  it  as  far  as  possible  so  as  to  satisfy  reasonable 
requirements.  To  accomplish  this  a  draft  should  be  made  by  the  F.T.C.  of 
what  is  considered  desirable  and  necessary,  and  a  full  and  frank  debate  on  the 
subject  should  be  openly  had  in  order  to  avoid  disquietude,  uncertainty,  and,  if 
possible,  unintentional  harm  to  corjiorations,  investors,  and  incidental  delay 
in  business  i"ecovery. 

Sec.  12  and  13.  page  16:  It  .'<eems  wholly  unwise  to  idace  upon  any  corpora- 
tion asking  for  proxies  the  obligation  to  send  to  every  stockholder  the  entire 
list  of  names  and  addresses  of  stockholders.  This  results  in  the  revelation  of 
names,  permitting  of  abuse  by  those  who  have  a  mischievous  purpose.  The 
objective  might  be  propaganda  based  on  irresponsible  statements,  innuendoes 
and  a  spreading  of  questionable  information  which  it  would  be  hard  to  combat 
without  previous  knowledge  rtf  such  a  performance.  The  suspicion  aroused, 
and  the  inability  of  stockholders  to  follow  the  details  of  manoenvers  of  this 
kind,  are  likely  to  do  incalculable  harm.  Surely  other  ways  must  be  found  of 
making  available  to  those  stockholders  who  have  an  honest  claim  to  it  all  the 
information  to  which  the  F.T.C.  might  think  them  entitled,  say  on  condition 
that  they  file  a  bond  or  some  other  obligation  setting  forth  the  entire  and 
exclusive  use  which  they  intend  to  make  of  the  information  and  assuring  the 
necessarily  confidential  use  of  it. 

Monthly  statements  of  gross  sales  a,nd  gross  income  likewise  are  a  revelation 
of  confidential  information  not  reasonably  necessary  to  the  full  enliglitennient 
of  the  stockholder,  who  in  many  cases  does  not  gain  an  advantage  in  having 
this  information  in  suflScient  degree  to  offset  the  great  disadvantage  of  revealing 
it  to  competitors  in  the  same  line  or  in  other  lines  of  business  paralleling 
that  of  the  reporting  corporation,  notably  is  thej'  are  not  listed  or  incorporated. 
No  information  should  be  demanded  of  listed  corporations,  which  is  not  ecpially 
demande<l  from  other  business  organizations,  whether  or  not  incorporated  or 
listed,  if  indetHi  the  publicity  thus  desired  is  necessary  and  valuable  for  the 
enlightenment  of  every  stockholder.  It  is  believed  that  the  object  of  the 
National  Recovery  Act,  in  causing  Code  Authorities  in  each  line  of  business  to 
gather  under  the  seal  of  confidence  information  desired,  is  much  better  calcu- 
hited  to  enlighten  the  investing  stockholder  of  any  particular  company  by 
means  of  figures,  when  published,  giving  a  well-rounded  picture  of  the  entire 
industry  and  the  sum  total  of  its  achievement.  Within  this  framework  it  will 
be  easy  for  the  investor  to  locate  the  effectiveness  and  responsibility  of  indi- 
vidual corporations  by  reason  of  their  quarterly  income  statements.  Even 
then,  the  subdivision  of  many  lines  of  business  into  groups  of  activities  differing 
from  each  other  and  having  a  seasonable  character  and  variation  are  very  apt 
to  mislead,  if  analyzed  too  frequently  and  without  comparison.  There  will  be 
shortly  available,  publication  through  all  Code  Authorities  of  employment  sta- 
tistics as  w^ell  as  the  results  of  the  compilation  of  the  values  of  raw  materials 
used,  power  consumed,  hours  worked,  combined  inventories  and  shipments,  and 
other  items  indicating  the  production  of  units  of  output,  which  are  nuicli  more 
enlightening  than  the  mere  issuance  of  statements  regarding  the  individual 
money  value  of  otitput.  (The  enclosed  statement  issued  to  the  Cotton  Textile 
Industry  by  The  Cotton-Textile  Institute,  Inc.,  giving  a  report  of  the  Chairman 
of  the  Cotton  Textile  Code  Authority,  showing  beneficial  results  to  the  Industry 
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under  its  N.R.A  Code,  is  an  example.)  A  monthly  statement,  composed  Durelv 
?rn  S  n?''"''^^  "^^^""^  °^  ^"^P^^'  ^^^^'^^  °"t  of  Consideration  the  fluctiStfons  ar^sini 
Srul^^f^r^ovemrts""^^^  '''''''  "^^^"^^  ^^"^'^"^^'  ^^^^^  influe^e\^^S 
i^."^  ,9"^/"t^i"ly  statement  is  much  more  apt  to  give  a  correct  picture  and  is 
ess  likely  to  confuse  those  who  desire  to  check  up  on  theii  investments  and 

Ure  ?o?o;-offi?p'""','''^^"?*'°"^-     '  ^^"  '^'  ^«  advantages  accoi-dTd  to  any 
director  or  officer,  who  is  also  an  owner  of  securities,  which  would  be  denied  fn 

wm  pi-obablv  nY'.^'^n'  V''  Y'""'''  .'^  ^^P"^^^  ''  monthirinfo?matTom'  I? 
will  piobably  take  anywhere  trom  three  to  six  weeks  after  the  termimtinn  nf 
each  month  before  such  information  is  available  for  analysis  and  any  advan 
tage  that  a  director  or  officer  of  a  company  might  have  for  the  Dunjo.J  of 
exploitation  would  not  be  thus  removed.  It  would  not  even  be  so  remcwSl  if 
the  report  were  made  on  the  basis  of  weekly  experience,  because  of  the  len-th 
of  time  which  would  intervene  before  such  reports  could  be  compiled  •iMnSdP 

oi  nf  nn  ^;^V'-''  '^'"•^,  ^^^  ^^  ""'  ^'^^""^^^  ^^  I^^^^lic  uccountan^s  Mor^vei  ^he 
cost  of  publishing  such  certilied  information,  and  releasing  it  to  a  lor-T r,„mW 
ot  stockholders,  many  of  whom  have  a  very  small TnteS  is  a  bSdenTS^ch 
will  discourage  the  further  organization  of  corporations  and  wiU  proSlwj^^  eaS 
to  the  abandonment  oi  the  corporate  structure  by  many  enterprises  who  woSd 
feel  themselve^  at  a  disadvantage  with  their  nJn-iucoiToiSed  and  non-TisSd 
coZ?Hn'''V  fi'"''  ""'1''^  ^\"^^"^  information  necessary'^is  now  poTsib le  by  he 
couallmg  of  figures  through  Code  Authorities,  and  this,  if  assembled    mi^h? 

^^uLtJ'T''  f^  '"".^  ^•T-.?-,^  a  pamphlet  or  loose-leaf  distiibuUon    fo?  tlie 
LbSng  for 'It."'''       ""''^^  ^^^^  '"  '""^^''^'^  '"  ^"  ''""^  ^^  •^"^i"^^^  askSg  or 
Sec.   15,   b-1,   page  18:   The  acquisition   and   resale   of  securities   within    n 
shorter  time  than  the  six  months  given  by  this  section  may  ?r?se  f!^n   cimnn 
stances  over  which  the  officer  or  director  has  no  control.     TSeniav  be  death 
or  the  winding  up  of  an  estate,  the  struggle  for  existence  Xich  may  require 
the  sale  and  disposal  of  securities  acquired  with  the  intent  of  holdini    but 
made  necessary  by  pressure  of  unfortunate  circumstances    the  "acts  of  God" 
business  reverses,  or  the  evidence  of  what  may  be  considered  SiiollymulesSle 
lew  tendencies  arising  shortly  after  the  acquisition  of  stock  interests      Ths 
may  arise  from  new  inventions  or  discoveries  which  may  cLe  to  ti  e  "^^Se 
of  those  acquiring  securities;   a   sudden  discovery  of  flaws  oi^ncamcif  of 
management  or  a  sharp  difference  of  opinion  may  cause  a  dTsiie  for  UqSSatin^ 
nterest.s,  the  acquisition  of  which  had  no  venal  objective      In  all  these  the 
issuing  house  may  thus  be  considered  as  involving  its  representative  on  tSe 
board  of  directors.     In  dealing  with  the  possible  abuses  arising  from  acnuTsitSon 
and  disposal  of  stocks  within  a  short  space  of  time  thrS  clrSc  peSS 
the  bill  as  now  di-awn  is  calculated  to  "spill  the  child  wwT  the  batir^    Su -^^^^^^ 
there  must  be  a  better  way  of  controlling  the  possible  abiUe  nf  nnwov      a 
indicated  above,  on  most  boards  of  directofs.'fXiW  ptni^t  "f  the  ??;:ence  t 
bankers   who   have   come   upon   the   board   immediately   after   undeAakin?  Z 
distribute  securities  for  a  new  and  not  widely  known  conation  wS  is  abom 
to  be  listed  or  has  been  listed  on  a  stock  exchange.     It  must  be  X  oblUS 
of  the  bankers  for  many  months,  and  perhaps  for  a  term  of  a  vear  or    fo    to 
stand  ready  to  buy  and  to  sell  securities  from  and  to  investors  who  may  have 
had  a  change  of  mmd  shortly  after  the  sale  or  acquisition  of  stock  f  Jo  n  thele 
ver.v  bankers      In  many  instances  investors,  acting  under  the  advce  of  invest 
ment  connsel    are  apt  to  buy  securities  and  to  sell  them  back  to  ?he  same 
bankers  for  the  pui-pose  of  buying  other  securities  which  at  the  time  may  sJ^m 
uZJTJ^,^^^"^'  ?".'  improving  their  investment  position.  witLut  hf^?n<^  an^ 
ntent  on  of  speculating.    Changes  in  the  international  relationshij"  S  a%  1 1  e 
imposition  of  tariffs,  embargoes  and  other  laws,  to  say  nothing  of  wars  and 
interna    government  complications,  may  demand  a  sudde^chanle  of  mind  on 
the  par    of  the  investor.     Is  anyone  to  be  penalized  for  dealing  accoSiifg  to  Ms 
best  .ludgments  without  regard  to  his  honesty  of  intention^  «<coiaing  to  his 

of  thfS"Tn%"rn^''''-fT/'''"  """'^  ^'^  safegunrded  by  an  obligation  on  the  part 
of  the  F.T.C.  to  permit  the  exposure  of  the  entire  transaction  at  the  timp  I  « 
made  to  the  Commission  for  the  purpose  of  exculpating  and  keeping  f  4"  froS 
any  charge   of  venality   any   director   or   officer   who  m  slit    otWii   expoi    ' 

b™:?^,:;:!  i^*^;;:r^ir'  '""^^^^  ""'^'' '''-  ^^'^^'^'"-  '^  ^-^-^  ^'-  ^no:"^ 

Sec.  If),  b-^,  page  19:  There  are  so  many  ways  bv  which  thi^.  section  mi-hf 
cause  damage  to  all  business  in  general  because  of  the  impossibility  of  e^n-  - 
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trolling  honest  observation  by  those  who  are  genuinely  square  in  interpreting 
it  and  becaus'e  of  the  further  possibility  of  circumvention  of  its  purposes  by 
those  who  are  less  scrupulous,  that  it  seems  a  wholly  undesirable  section.  The 
word  "confidential "  as  applied  to  information  requires  extensive  definition. 
Every  operative  in  the  employ  of  the  companj-  and  every  manager  of  a  de- 
partment, ^^•hether  in  the  factory  or  in  the  distribution  end  of  the  business,  has 
information  which  may  at  times  be  of  extreme  importance ;  and  while  disci- 
pline and  loyalty  may  prevent  the  misuse  of  such  facts  as  are  available  in  this 
manner,  it  seems  impossible  to  eliminate  out  of  daily  conversation  with  cus- 
tomers or  suppliers,  consulting  engineers,  other  advisors,  and  accountants, 
certain  current  information  which  at  times  may  be  of  highest  importance  and 
at  other  times  the  same  information  may  be  most  trivial  and  insignificant  in 
value.  All  of  this  information  may  be  considered  to  be  under  the  control  of 
the  management  officers  and  the  board  of  directors. 

Sec.  17,  page  20 :  This  section  is  fraught  with  much  risk :  First,  many  small 
corporations  will  be  tempted  at  the  earliest  possible  opportunity  to  witlidraw 
from  offering  their  securities  to  the  public  and  from  the  listing  of  such  securi- 
ties on  the  exchange,  acquiring  as  rapidly  as  possible  all  outstanding  stock  in- 
terests not  agreeable  to  withdrawing  from  such  listing;  second,  the  responsi- 
l)ilities  of  officers  and  directors  which  they  attempt  to  safegaiard  by  having 
certified  public  accountants  verify  all  public  statements,  appear  nevertheless  to 
expose  tliem  to  challenge  and  doubt.  I  think  it  is  unfair  and  unreasonable  to 
exjjose  officers  and  directors,  trying  honestly  to  comply  with  the  Iftw,  to  the 
risk  of  a  suit  which  in  light  of  the  circumstances  can  only  be  described  as  a 
"hold-up"  and  to  be  compelled  to  add  to  the  burden  of  their  activities  the 
mental  strain,  the  money  outlay  and  the  tax  upon  their  time  resulting  from 
the  obligatory  defense  of  such  suits  as  might  be  bi'ought  under  this  section. 
either  by  those  who  have  malicious  intentions  or  by  those  who  are  honest  but 
misguided.  Moreover,  there  is  no  method  by  which  a  rapid  determination  of 
the  facts  is  possible,  excepting  by  the  already  certified  statement  of  public 
accountants,  and  these  suits  may  overhang  like  a  cloud  the  contestants  or  liti- 
gants them.selves  for  a  period  of  one  or  more  years,  impairing  both  the  credit 
and  freedom  of  action  of  wholly  innocent  persons  and  injuring  all  others  in- 
terested in  the  company,  as  well  as  impairing  the  functioning  of  the  officers 
•of  the  company  in  behalf  of  its  own  best  interests. 

Sec.  19,  page  24 :  This  section  seems  to  be  particularly  dangerous  to  trustees 
handling  investments  assigned  to  them  by  persons  who  are  at  the  same  time 
officers  or  directors  and  who  still  have  a  right  of  joining  with  the  trustee  in 
an  advisory  capacity,  possibly  influencing  their  decision.  Thus,  the  director 
or  officer  of  a  company  owning  securities  may  have  deposited  some  of  the  securi- 
ties in  behalf  of  certain  beneficiaries  under  trust  agreements,  and  may  exercise 
ills  knowledge  Jind  judgment  in  behalf  of  such  trust  beneficiaries  quite  differ- 
ently from  that  with  which  he  would  view  his  own  interests.  It  would  seem 
that  this  section  wcnild  make  it  inadvisable  for  any  beneficiary  of  such  trust 
to  own  any  securties  in  the  company  in  which  one  of  the  trustees  may  be  inter- 
ested, oven  though  tlie  trustee  is  fully  familiar  with,  and  knows  all  about  this 
business,  and  knows  very  little  about  other  businesses  in  which  the  beneficiary 
would  otherwise  have  to  be  interested,  if  such  a  course  were  made  necessary 
liy  the  sale  of  securities  in  the  company  of  which  the  coti-u  tee  is  an  officer, 
and  the  reinvestment  of  funds  in  other  companies. 

Sees.  21  and  22,  page  26 :  These  sections  giving  blanket  publicity  may  be 
very  harmful,  unless  it  is  mandatory  upon  the  F.T.C.  to  use  all  information 
required  by  it  in  such  manner  as  not  to  injure  the  corporation  furnishing  such 
information  by  undue  publicity  thus  making  available  such  information  to 
persons  intending  to  do  and  capable  of  doing  mi.^chief. 

I  have  no  knowledge  of  the  conditions  under  which  stock  exchanges  can 
operate  for  the  best  interests  of  investors  in  securities,  corporations,  bankers 
and  distributors  of  securities,  but  it  seems  to  me  that  no  action  should  be  taken 
which  will  nullify  a  highly-organized  and  sensitive  mechanism  because  it  has 
been  misused  by  the  accumulated  tendencies  and  habits  which  have  been  un- 
challenged, rather  than  because  of  real  depravity  and  sinister  motives.  Regu- 
lations there  should  and  must  be  because  of  the  recent  revelation  of  misdoings 
in  financial  circles.  Control  must  be  exercised  and  the  Red  and  Green  lights 
of  traffic  on  the  highways  of  financial  transactions  are  indispensable  in  these 
days  of  complicated  relationships ;  but  it  is  impossible  to  make  even  minor 
progress  with  brakes  so  continuously  set  as  to  quench  all  initiative  and  to 
■eliminate  a  structure  of  promotional  and  sales  activity  in  securities  without 
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lircjvidiug  jaiotLier  uue  which  will  meet  all  the  requiieiueuts  of  husiuess  without 
I  he  abuses  heretofore  existing.  Whether  or  not  that  object  is  accomplished 
by  this  bill  it  is  difficult  for  the  layman  to  say.  I  think,  however,  the  suggestion 
which  I  have  seen  made  by  some  of  those  who  claim  judgment  is  not  without 
mei-it.  The  suggestion  is  to  have  the  entire  problem  reviewed  by  a  committee 
composed  of  the  following,  who  may  add  their  advice  and  counsel  to  that  of 
the  committees  of  the  Upper  and  Lower  Houses  of  our  Congress  and  amplify 
the  already  existing  information  and  the  conclusions  arrived  at :  an  industrial- 
ist, an  investment  banker,  a  corporation  lawyer,  a  member  of  the  FTC 
an  economist,  a  professor  of  law,  a  legislative  drafting  expert,  an  account- 
ant, one  of  the  draftsmen  of  the  present  act. 

There  is  a  provision  stating  that  remuneration  to  others  than  officers  and 
directors  in  excess  of  $20,000  per  annum  is  prohibiteil.  Does  this  include  aU 
salesmen  who  may  make  more  than  $20,000  in  commissions  or  local  branch 
managers  or  heads  of  departments,  or  those  having  proflt-sharing  arrangements 
in  special  divisions  of  the  company's  activities,  such  as  sharing  amounts 
earned  in  excess  of  mininuim  limit,  or  factory  managers  having  bonuses  for 
acliievements  in  excess  of  minimum,  etc.?  Does  the  word  "director"  imjily 
anyone  who  has  a  direction  of  a  i)art  of  the  organization  or  does  it  mean 
only  a  member  of  the  board  of  directors?  Is  an  "officer"  only  one  who  has  a 
title,  such  as  President.  Vice-President,  Secretary  or  Treasurer,  or  is  he  any 
executive  acting  under  the  general  management,  in  charge  of  given  responsi- 
bilities?    ■ 

The  difficulty  of  estimating  the  far-reaching  influences  of  the  proposed  legisla- 
tion and  the  disconcerting  feature  connected  therewith,  is  the  impossibility  of 
defining  its  intention.  The  "twilight  zone"'  within  which  (here  must  always 
be  the  decision  as  to  what  constitutes  honest  information  and  what  iniglit  be 
construed  as  an  intent  to  use  for  selfish  interest  the  exprossitm  of  a  viewpoint 
or  the  answering  of  a  question  nuist  be  sharply  defined  by  the  Commission  so 
as  to  avoid  unintended  hardship.  Every  salesman  will  emphasize  excellences 
and  advantages  of  his  offering,  witliout  necessarily  laying  bare  such  risks  as 
must  be  at  all  times  apparent  to  one  engaged  in  the  transaction  as  a  purchaser 
either  regularly  or  haphazardly.  The  presentation  of  any  case  is  bound  to  be 
influenced  by  tlie  bias  of  the  person  making  such  presentation  because  of 
personal  preferences  or  for  the  purpose  of  creating  an  acceptance  of  a  hitherto 
iinrecognized  merit  or  for  the  stimulation  of  a  lagging  interest  for  a  particular 
feature.  All  ot  these  efforts  can  be  construed  as  containing  a  measure  of 
exaggeration  and  the  manifestation  of  a  zeal,  leaving  out  of  the  picture  many 
facts  that  could  possibly  be  conjured  into  the  same  as  essential  for  a  full 
determination  of  all  the  equities  involved.  To  arrive  at  a  ciu-rect  estimate  of 
all  the  items  necessary  to  a  complete  understanding  on  the  part  of  buver  an.l 
seller,  there  is  required  the  establishment  of  an  ethical  concept  so  elaborate 
and  difficult  of  enforcement  that  a  penalty  for  the  slightest  infraction  i hereof 
seems  difficult  of  imposition. 

Tile  F.T.tJ.  will  have  to  become  a  most  gigantic  institution  for  the  foimulation 
of  all  trade  practices  now  left  with  the  Code  Authorities  for  clarification,  and 
the  permission  of  any  officer  or  director  to  give  publicly  an  honest  opinion 
as  to  outlook  from  his  point  of  view  will  be  hampered  by  the  sense  of  ri.«k 
involved  in  a  manner  far  beyond  that  which  will  be  beneficial  to  those  who 
would  be  reasonably  entitled  to  be  fully  informed  in  answer  to  a  question. 
Frequently  such  questions  demand  an  answer  in  terms,  though  .somewhat  vague, 
sufficiently  informative  to  give  the  enquirer  the  frank  viewpoint  of  the  in- 
formant from  a  purely  subjective  point  of  view.  Tlie  information  may  be 
given  from  the  vantage  point  of  a  very  wide  outlook  upon  all  business  rela- 
tions, or  from  the  narrower  one  of  a  particular  interest  or  field  of  action 
within  which  tlic  informant  has  an  opportunity  to  form  a  more  exclusive  judg- 
ment. The  burden  of  responsibility  seems  to  be  much  more  on  the  questioner 
than  it  should  be  on  the  informant,  and  the  right  of  questioning  should  be 
limited,  under  such  circumstances,  unless  a  complete  denial  of  information 
IS  T)ermiltod  to  ;lio  inforuiidit  whoi  he  is  questioned  va^uelv  and  without 
knowing  idl  of  the  purposes  for  which  the  question  is  asked. 

The  risk  to  which  a  director  on  the  board  of  a  corporation  is  exposed 
should  not  be  made  so  great  :is  to  cause  him  to  refuse  to  sit  on  the  board 
unless  he  receives  a  very  large  compensation   or  has  a   tremendous   interest 
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to  tempt  hiui  tu  coiitribiite  his  knowledge  and  experience  and  time.  Tlie  ftees 
paid  to  directors  are  generally  speaking  inadequate  and  tlie  chief  advantage 
directors  might  derive  to  compensate  them  is  in  the  knowledge  arising  out 
of  association  with  business  in  which  they  may  have  an  active  or  collateral 
interest,  or  in  representing  financial  interests  for  which  automatically  they 
have  become  the  custodians,  as  is  the  case  of  bankers  who  have  marketed 
securities  for  the  corporation,  and  who  feel  responsibility  for  maintaining  con- 
tact with  the  institution.  If  the  legislature  will  recognize  that  from  the  honest 
director's  point  of  view  there  is  nothing  to  balance  the  risks  to  which  this 
bill  exposes  him,  then  it  will  be  realized  how  unfortunate  it  will  be  for 
industry  to  lose  the  advantage  of  the  services  of  the  most  desirable  counsel 
and  advice  of  experienced  business  men,  who  because  of  their  contact  with 
other  industries  have  a  vision  into  the  wider  fields  of  activity  which  might 
be  denied  to  those  giving  attention  solely  to  the  interests  of  the  corporation 
in  question,  either  as  officers  or  the  representatives  of  special  stockholders. 
Surely  industry  will  have  to  pay  dearly  for  the  loss  of  many  valuable  directors 
because  of  the  burden  of  this  new  risk  which  is  thus  imposed  without  reason- 
able or  adequate  compensation. 

National  Securities  Ext  hange  Act  of  1934 

STATEMENT  OF  SAMUEL  KNIGHTON,  FRESIDBryT  OP  THE  NEAV  YORK  PRODUCE  EXCHANGE, 
IN  RESPEICT  TO  EXCHANGES  WHICH  MAINTAIN  A  MARKET  FOR  TRADING  IN  UNLISTED 
SECURITIES   AS  AFFECTED  BY   S.    269."    AND  H.R.    7N.-|2 

Mr.  Chairman  and  Gentlemen  of  the  Committee:  The  New  York  Produce 
Exchange  has  a  vital  interest  in  the  propo.sed  National  Securities  Exchange  Act 
because  it  maintains  a  securities  market  which  though  rec<:^nt  in  origin  has 
come  to  be  the  fourth  largest  in  volume  of  shares  in  the  United  States. 

Tlie  Securities  Market  of  the  Exchange  wa.s  organized  in  1928,  following  the 
recognition  by  the  Board  of  Managers  of  this  Exchange  that  there  was  a  need 
for  a  third  Security  Market  in  New  York  City. 

This  opinion  of  the  need  of  such  a  market  was  concurred  in  by  the  ofiice  of 
the  Attorney  General  of  the  State  of  New  York  and  the  following  is  an  excerpt 
of  a  letter  received  from  Mr.  Timothy  J.  Shea,  Assistant  Attorney  General : 

State  of  New  York. 

Department  of  Law, 
74  Triniti/  Plaee,  Neir  York  City,  X.Y.,  Dceemher  7,  192S. 

Mr.  William  Beatty, 

Neio  York  Produce  Exchange,        \ 

2  Broadirny,  New  York  Citij. 
Dear  Sir:  This  office  desires  to  again  state  its  published  opinion  that  an  open 
public  market  where  buyers  and  sellers  <jf  securities  can  be  represented  is  so 
far  preferable  to  a  private  market  in  its  abilities  to  reflect  values,  to  secure 
honesty  of  execution,  and  to  abolish  as  far  as  possible,  unfair  practices,  as  to 
be  incomparable  in  its  results.  This  ofiice  feels  that  any  market  which  affords 
facilities  for  openly  bringing  buyer  and  seller  together  benefits  the  public  per- 
mitting as  it  does  an  open  reflection  of  values.  And  fur  these  and  orher  reasons 
heretofore  stated,  we  feel  securities  not  now  oiieiily  dealt  in  should  be  so  dealt. 
Yours  very  truly, 

Timothy  J.  She.\, 
Assistant  Attorneii  General. 

The  function  of  every  properly  conducted  exchange  is  to  afford  n  market  in 
which  bu.vers  and  sellers  will  obtaiii  as  nearly  the  true  monetary  value  of  a 
security  as  is  practical.  There  is  a  vast  difference  between  public  or  regulated 
markets  and  private  markets. 

An  exchange  market  in  which  representatives  of  buyers  and  sellers  meet  on 
a  single  floor,  more  closely  reflects  the  public  demand  for  securities  and  their 
true  value  than  any  system  of  private  buying  and  yelling  such  as  commonly 
exists  in  outside  trading.  In  an  outside  market,  the  buyer  tind  seller  have  no 
means  of  knowing  whether  the  price  paid  and  obtained  reflects  actual  condi- 
tions, as  regards  supply  and  demand  for  any  particular  security,  or  for 
securities  in  general ;  whereas  a  properly  conducted  market,  in  which  a  number 
of  buyers  and  sellers  meet,  and  in  which  every  actual  or  even  potential  buyer 
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or  seller  is  afforded  public  quotations  of  what  other  actual  or  potential  buyers 
and  sellers  pay  or  are  willing  to  pay  or  accept  gives  assurance  that  values' are 
more  truly  reflected. 

_  In  order  to  afford  such  a  market  for  securities  which  were  not  afforded  a 
similar  market  place  the  Securities  Market  of  the  New  York  Produce  Exchanee 
was  established.  ^ 

The  Exchange  itself,  has  a  long  and  honorable  history.  It  was  formally 
organized  in  1861  as  a  commercial  exchange  and  has  provided  rules  governing 
Its  members  m  more  than  eighteen  trades  in  which  they  were  interested  On 
its  floor  has  been  handled  a  substantial  portion  of  all  of  the  export  grain  trade 
of  the  country.  It  maintains  at  the  present  time  an  inspection  department  for 
gram  which  functions  throughout  the  East,  and  a  Bureau  of  Cheniistrv  for 
chemical  analyses. 

Its  securities  market  organized  in  1928  has  come  to  be  an  important  element 
in  Its  organization.  It  has  seventy-eight  members  who  are  qualified  under  its 
Rules  to  deal  in  securities  and  execute  orders,  as  well  as  some  220  members 
who  are  in  the  securities  business.  It  maintains  facilities  for  publicly  dissemi- 
nating Its  securities  quotations  and  transactions,  and  it  has  a  substantial 
organization  to  investigate  and  pass  upon  applications  for  the  admission  of 
securities  to  trading  privileges. 

The  New  York  Produce  Exchange  subscribes  to  and  urges  the  various  con- 
siderations advanced  by  the  New  York  Stock  Exchange  and  New  York  Curb 
Exchange  in  objection  to  the  National  Securities  Exchange  Act  of  1934  These 
have  been  ably  presented  and  fully  discussed  and  it  is  unnecessary  to  repeat 
them.  The  nature  and  functions  of  the  securities  market  of  the  New  York 
Produce  Exchange,  however,  are  different  in  many  fundamental  respects  from 
the  type  ot  stock  exchange  that  appears  to  be  the  object  of  regulation  under 
the  proposed  law.  The  New  York  Produce  Exchange  feels  it  necessary  there- 
fore to  bring  to  the  attention  of  the  committee  certain  aspects  of  its  market 
for  stocks  and  bonds. 

The  New  York  Stock  Exchange  and  some  exchanges  in  other  cities  through- 
out the  country  provide  facilities  for  trading  principally  in  what  are  known  as 
listed  securities.  Such  securities  are  admitted  to  trading  upon  application  of 
the  corporation  which  issues  them.  The  requirements  of  the  various  markets 
m  respect  to  listing  vary  considerably ;  but  in  every  case  there  is  one  common 
factor,  namely,  the  voluntary  application  of  the  corporation  for  the  admission 
of  Its  securities  to  trading  privileges. 

So-called  "  Listed  Securities "  form  a  relatively  small  proportion  of  the 
total  volume  ot  corporate  securities  issued  in  this  country.  The  New  York 
Produce  Exchange  maintains  a  market  principally  for  securities  which  are 
admitted  to  trading  privileges  upon  application  of  someone  other  than  the 
issuing  corporation.  The  holders  of  such  securities  are  accordingly  afforded  an 
ofShfg.'^''  ""^'''^  ''^'  "'^  advantage  of  fuU  publicity  and  supervisioS 

The  securities  market  of  the  New  York  Produce  Exchange  is  truly  a  market 
place.  The  securities  dealt  in  have  been  admitted  to  trading  upon  tL  awlica- 
tion  in  most  instances  of  a  member  of  the  Exchange  who  is  an  owner  of  such 
security  Members  make  such  application  when  there  has  been  evident  a 
sufficient  interest  in  the  respective  securities  by  persons  wishing  to  buy  and 
those  wishing  to  sell  to  warrant  admission  to  the  Exchange's  facilities  and  the 
securities  have  met  the  standards  for  admission  to  trading.  Of  796  issuel 
admitted  to  trading  only  39  have  been  admitted  upon  the  application  of  the 
issuing  corporation.     The  others  have  no  corporate'  application  behind  them 

In  other  words,_  it  is  an  exchange  which  is,  and  professes  to  be,  nothing 
else  but  an  organized  market  place  with  adequate  facilities  and  convenience! 
in  which  orders  to  buy  and  sell  securities  may  be  executed.  The  conduct  a?d 
practices  of  its  members  are  subject  to  rules  and  regulations  of  the  same 
scope  and  nature  as  those  of  members  of  exchanges  trading  in  securities  listed 
on  corporate  application.  The  exchange  does  not  exercise  supervisory  powers 
over  issuing  corporations  and  does  not  hold  itself  out  to  do  so:  but  it  does 
enquire  into  and  ascertain  that  the  corporation  is  a  bona  fide  enterprise  and 
meets  various  requirements  of  its  listing  department 

Securities  markets  of  the  type  of  the  New  York 'produce  Exchange  must 
have  been  outside  the  contemplation  of  the  draftsmen  of  the  bill  but  they  will 
nevertheless  come  within  its  application  if  it  becomes  law.     The  prohibition 
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against  trading  in  securities  on  a  national  securities  exchange  other  than  on 
corporate  application  applies  directly  to  such  markets  as  that  maintained  by 
the  New  York  Produce  Exchange. 

A  great  many  of  the  corporations  whose  securities  are  admitted  to  trading 
in  this  market  are  those  representing  industries  and  enterprises,  which  are 
slowly  growing  and  are  not  yet  in  a  position,  either  as  to  record  of  perform- 
ance or  distribution  of  ownership,  to  meet  the  requirements  of  other  exchanges 
in  New  York.  The  securities  market  of  the  New  York  Produce  Exchange  is 
partly  a  market  of  primaiy  distribution  of  securities.  Through  such  primary 
distribution  long  term  capital  is  obtained  which  cannot  be  had  through  ordinary 
banking  channels.  The  true  functions  of  the  primary  market  is  to  carry  new 
securities  through  a  sort  of  seasoning  process  by  which  they  are  both  actually 
carried  and  subjected  to  a  process  of  appraisal  of  value.  Such  a  process  is 
economically  useful  and  essential  and  its  speculative  functions  legitimate. 
Somebody  must  take  the  risk  of  new  capital  ventures.  Mature  and  successful 
enterprises  do  not  spring  into  existence. 

The  committee  should  have  in  mind  that  dealing  in  unlisted  securities, 
traded  in  on  exchanges  and  elsewhere,  represents  the  trading  in  over  two 
tliirds  of  all  security  issues.  The  proposed  law  would  deprive  this  enormous 
volume  of  unlisted  securities  of  an  organized  market  place.  Over  ten  million 
shares  were  traded  on  the  New  York  Produce  Exchange  alone  last  year,  which 
gives  it  fourth  rank  in  the  volume  of  stock  sales  on  exchanges  in  the  United 
States. 

Another  factor  of  importance,  which  is  frequently  misunderstood,  is  that  the 
trading  in  securities  on  markets  such  as  the  New  York  Produce  Exchange  is 
almost  entirely  done  on  a  cash  basis.  Many  of  the  issues  range  in  price  from 
Two  Dollars  ($2.00)  to  Ten  Dollars  ($10.00)  per  .share.  Purchasers  of  such 
stocks  pay  for  them  in  c*ash.  The  credit  dangers  which  have  played  such  an 
important  part  in  the  consideration  of  securities  market  regulation  are  com- 
pletely absent  in  this  particular  market. 

Practically  all  of  the  securities  traded  in  have  been  admitted  to  trading 
without  application  by  the  issuing  corporation.  Many  of  such  corpoi-atious. 
unlisted  until  now,  will  certainly  not  be  in  a  position  to  meet  the  requirements 
of  the  proposed  law  to  obtain  a  listing  even  should  they  desire  to  do  .so.  Many 
others  will  fail  or  refuse  to  do  so  for  the  same  reasons  that  have  i)r()mpred 
them  to  fail  to  apply  for  listing  up  to  the  present  time.  If  the  refusal  of  cor- 
porate directors  to  make  application  for  listing  under  the  requirements  of  the 
proposed  Bill  is  to  result  in  the  deprivation  to  the  owners  of  such  securities  of 
the  benefits  of  a  public  market,  then  the  owners  are  to  be  penalized  for  con- 
ditions over  which  they  have  practicably  no  control.  And  all  trading  in  such 
securities  will  have  to  cease  on  national  exchanges.  This  means  that  the 
New  York  Produce  Exchange  Securities  Market  will  cease  to  exist. 

Where  will  the  trading  in  these  securities  on  the  New  York  Produce  Exchange 
and  on  many  other  exchanges  go?  Those  who  hold  tliese  securities  and  those 
who  wish  to  acquire  them  will  have  to  take  their  chances  as  .sellers  and  buyers 
in  wholly  miregulated  markets.  The  speculation  of  the  uninformed  will  not  he 
stoi)ped  but  only  rendt-red  more  uninformed  and  exposed  to  the  dangers  and 
price  irregularities  of  unorganized  markets. 

Such  trading  will  be  driven  to  outside  or  office  or  telephone  markets.  These 
will  be,  more  than  ever,  in  the  hands  of  persons  over  whom  there  is  no  ex- 
change control  or  supervisory  i>ower.  The  greater  part  of  this  business  is  now 
conducted  by  men  who  are  subject  to  no  exchange  supervision  or  regulation. 
Section  6-A  of  the  proposed  bill  prohibits  memi^ers  of  national  exchanges  from 
extending  credit  on  securities  not  registered  on  a  national  securities  exchange. 
As  the  securities  business  follows  available  credit  such  business  will  pa.ss  en- 
tirely out  of  the  hands  of  members  of  exchanges  and  those  who  do  business 
through  members  of  exchanges.  And  should  the  Federal  Trade  Commission 
attempt  to  control  such  outside  markets  pursuant  to  the  general  and  vague 
provisions  of  Section  14  of  the  bill  the  business  will  undoubtedly  seek  secret  and 
underground  markets  where  manipulative  practices  will  be  as  far  out  of 
control  as  was  bootlegging  under  the  Eighteenth  Amendment.  It  will  be  driven 
to  unregistered,  unreporte<l  and  unregulated  channels  of  the  sort  that  can  be 
carried  on  without  the  benefit  of  the  United  States  mails  or  the  instrumentalities 
of  interstate  commerce. 
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It  IS  taken  for  granted  that  the  committee  does  not  wish  to  destroy  the  mauv 
industries   and   enterprises   of  the   nation   whose   securities   have   never   been 

listed  on  any  Exchange.  But  such  result  will  follow  a  successful  destruction 
of  their  capita]  markets  as  represented  by  organized  market  places  It  will 
deny  to  young  and  local  businesses,  existing  and  future,  access  to  buyers  and 
se  lers  of  securities  and  give  to  the  large  corporations  a  monopoly  of  the 
coun  ry's  capital  funds.  It  will  throttle  creative  and  promotional  efforts  from 
which  have  developed  most  of  our  industrial  accomplishment.  It  will  dictate  to 
buyers  and  sellers  of  securities  in  such  unlisted  companies  that  they  cannot  buy 
or  sell  the  securities  they  are  interested  in  except  in  an  unorganizej  and  unregu- 
exchan?r  "''  ''"'^    *^''"^''    ^'''^"'    '''''''''    "°    supervision    of    mi 

The  ideal  situation  visualizes  all  securities  transactions  taking-  place  on  an 
organized  exchange  and  subject  to  reg-ulations  thereof.  Until  such  a  sanation 
becomes  possible,  the  public  is  by  far  better  served  in  per  ni  t/ng  mZS 
unlisted  securities  to  be  traded  on  an  organized  exchange 

Tlie  New  York  Produce  Exchange  has  no  quarrel  with  an'v  measures  the  Cxov 
ernment  wishes  to  take  to  control  corporate  condiK-t  or  exact  corporate  n?onnT' 
tion.  But  It  feels  that  such  control  should  be  exercised  directly  pJitlfcoi-So 
rations  and  not  through  and  by  the  market  places  as  policing  a^ce^  of  he' 
Governmen  .  And  the  New  York  Produce  Exchange  has  no  Quarrel  with  am 
measures  the  United  States  Government  may  wish  to "  take  o  Improve  tie 
internal  practices  of  the  securities  markets.    It  pledges  itself  t..?ooSte  with 

Samuel  Knighton, 
March  S,  1934.  President  of  New  York  Produce  Exrhavfie. 


Banker's  Building, 
Senator  Duncan  U.  Fletcher.  '''"'"""'  '"•'  ^^''"""'-^'^  "''•  ''''<■ 

Chamnan  Banking  and  Cnrrency  Committee,  Washington    DC 
brSfTtafeineiit-   ^'""^^'^ " ^-^  ^   ^»  ^'^'^'-^  ^^  .->"^-  better  I  submit  the  following 

irl'Ii  there  is  to  be  any  authority  placed  over  brokers  and  bankers  in  financ- 
ing the  purchases  and  sales  of  securities  on  margin,  that  authoi-ity  should 
be  one  in  direct  contact  with  the  various  elements  of  the  m.me  make  md 
bSSng'ystem.'  '  '"'''"''  ""'  '''''''''  ''  "^^  "'^^^^^  Policies 'of  me  entire 

ul?  ^n^''  ,''''V'  ^^- ^  ^'''^'i'"^  ''^'  "^^'"*^'-^^  o"  securities  is  obviously  a  credit  fuiic- 
tion  The  lender  in  performing  this  function  is  guided  largely  bv  the  mai^  et 
abiUty  of  the  sec-urity  offered  as  collateral,  and  ify  its  investnint  n  edt^^  T^^^^^^^^ 
such  loans  are  highly  desirable  from  a  banking  shindpoinrZl  furnish  a  sa?e 
avenue  for  the  profitable  use  of  surplus  li.piid  funds  is  a  fact  we  k  own  to 
anyone  with  a  practical  knowledge  of  the  money  market 

Following  September  3  920  wave  after  wave  of  liquidation  swept  the  security 
SSJnIo  iS  ^.if  S^o^i;^;;'  ^:T^^^^^>  15--  to  brokers  ^l^ti^SS^ 

2{^iSoi?-.ipS'r  r  bSo;r  s^^^L-isL^-  ^  x:r^ 
s  !;^aSrSai;;ip;:;if  "^"  "^^  ^^^'^  -^^^  ^'-^-»'^^^^^-  ^-^  "-^-^-^  1-- 

CO?;  ^^.^P^,^'^^"^^  ^\^«  ^li''wn,  however,  that  additional  control  by  Federal  Re- 
ma  nrol^^rh-N^m^  "^^^^  '^  «"'^"^^  speculative  transactions 
maj  pio^e  adM>able  particularly  m  times  of  prosperity  when  such  loans  tend 
to  bec-ome  excessively  large._  This  a<lditioi>Hl  cuntvol  m.y  be  luu  ii  X  i^n 
of  autliority  to  raise  margin  requirements  on  security  loans ;  or  stating  it 
another  way,  reduce  the  loan  value  of  posted  collateral.  This  device  would 
prove  far  more  effective  in  checking  the  voiume  of  funds  seel  ing  emp^on  eiU 
in  the  security  markets  than  raising  the  rediscount  rate,  and  wonlH Isfpro^ 
an  effective  brake  on  speculation  itself.  '  i'i">e 
_  Also,  this  authority  to  raise  margins,  if  made  available  to  the  central  bank- 
It"  ml"l  t 'be 'deirdl^'  ''  "•^'^'^  ""'  """'^  '^'"^'^  '''''•'■  ^^'-•t^^-^  -t  a"hiie  when 
ifi^^if  •  n  ^^^s^^'^^1?  ^'i"  ^^f"  necessary  to  reduce  the  volume  of  monev  em- 
plojed  m  the  securities  markets  without  affecting  the  money  markets. 
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Experience  gives  us  a  situation  illustrating  this  point  when  in  the  latter 
part  of  1928  and  first  few  months  of  1929  it  was  obvious  to  the  Reserve  banks 
that  the  securities  markets  were  absorbing  far  too  much  of  the  available 
liquid  bank  credit,  I)ut  could  do  nothing  about  it  except  raise  the  rediscount 
rate.  Raising  the  rediscount  rate  meant  raising  the  rates  on  all  loans  as 
well  as  security  loans.  With  authority  to  raise  margins  on  security  loans  of 
all  types  with  banks  and  brokers,  no  disturbance  to  the  money  market  would 
have  been  necessary. 

The  Open  Market  Investment  Committee  of  the  Federal  Reserve  Banks 
enlarged  to  include  one  representative  of  the  security  exchanges  other  than 
the  New  York  Stock  Exchange,  and  one  representative  of  the  New  York  Stock 
Exchange  would  seem  the  most  practical  group  in  whom  to  vest  authority  over 
margin  requirements  on  security  transactions.  Securities  on  all  exchanges 
and  al.so  unlisted  securities  suitable  for  collateral  loans  could  be  graded  ac- 
cording to  marketability  and  investment  worth  and  loan  values  established 
accordingly. 

H.  Lastly,  it  must  be  realized  that  the  authority  to  <  hange  margin  require- 
ments carries  with  it  the  power  to  affect  markets.  Herein  lies  one  more  great 
reason  for  constituting  the  authority  over  margin  requirements  in  a  committee 
as  above  indicatoil.  Such  authority  must  obviously  be  placed  in  hands  where 
it  will  be  most  effectively  handled  but  as  free  as  possible  from  political  influ- 
ences and  political  pressure.  This  is  said  with  all  due  reverence  and  courtesy 
to  you  gentlemen  now  in  office,  to  those  in  office  before  you,  and  to  those  who 
may  follow  you. 

It  is  clearly  obvious  that  if  this  authority  is  subject  to  frequent  change  by 
political  appointments,  that  political  clianges.  or  even  threatened  political 
changes,  would  prove  seriously  disturbing  to  the  markets  regardless  of  the 
trend  of  business  conditions. 

The  free  flow  of  investment  capital  is  greatest  when  as  many  uncertain- 
ties as  possible  are  eliminated.  The  Federal  Reserve  Banks  were  created 
as  a  nonpolitical  organization  to  sui)crvise  and  control  the  banking  and  credit 
policies  of  the  country.  The  only  serious  errors  in  policy  in  their  10  years  of 
existence  were  (or  .seemed)  the  rej^ult  of  political  pressure,  one  Democrat 
(1919-1920)  and  the  <'ther  Republican  (1927-1928).  These  errors  only  em- 
phasize the  necessity  of  keeiiing  the  control  of  market  machinery  as  free  as 
I)Ossible  from  political  factors.  In  regard  to  the  Stock  Exchange  bill  as  a 
wliole  and  in  particular  to  the  section  pertaining  to  loans  on  securities,  it  is 
genuinely  hoped  this  will  be  done. 
Yours  very  truly, 

RUUSBI.I.   G.   LoNGMIRE. 


National  Association  of  Mutual  Savings  Banks, 

New  York,  N.Y.,  March  JO,  IBHJ,. 
Hon.  Duncan  U.  Fletchejr, 

Chairman  Coniwitfcc  on  Banking  tC-  Currency, 

Senate  Office  Building,  Washington,  D.C. 
My  Dear  Sei^ ator  :  1  am  sending  you  herewith  a  copy  of  a  memorandum  by 
the  Mutual  Savings  Bank  Association  on  S.  2693.  This  Association  represents 
the  mutual  savings  banks  of  the  United  States.  They  respectfully  request  that 
this  memorandum  be  made  a  part  of  the  record  in  the  present  hearing  before 
your  Committee  on  that  bill. 
Sincerely  yours. 

Fred  N.  Oliveb,  Counsel. 


National  Association  of  Mutual  Savings  Banks, 

Neio  York,  X.Y.,  March  9,  1934- 
Hon.  Duncan  U.  Fletcher, 

Chairman  Committee  on  Banking  d  Currency, 

l<!cnatc  Office  Building,  Washington,  D.C. 
JJkar  Sir:  The  National  Association  of  Mutual  Savings  Banks  has  directed 
the  undersigned  to  communicate  to  your  conunittee  the  views  of  the  Association 
on  S.  2693,  the  proposed  "  National  Securities  Exchange  Act  of  1934." 
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The  association  represents  567  mutual  savings  banks  doin?  business  in  eight- 
een states  of  the  Union.  Their  combined  resources  are  $10,856,000  000  their 
tota    deposits  $9,594,000,000.  something  like  one-fourth  of  tl^e  tota^  bank  de- 

IS^OOOnV^Ty"^^'  ^1"'^^'  ^""'V^'  *°*^^  ^"^^^^-  «^  '"^''^  depositors  is  aiound 
13,400,000.    These  banks  are  not  stock  institutions  but  are  organized  and  oper- 

wPll   f.lL'h'  '?'  benefit  of  the  depositors,  and  the  officials  of  the  banks^as^ 
S  left  themselves,   are  acting  in  what  is  essentially  a   fiduciary 

The  only  object  of  mutual  savings  banks  is  the  safekeeping  and  provident 
investment  of  the  funds  of  depositors  who  are  generally  the  small  savers  of  the 
country,  accumulating  funds  for  old  age  or  special  purposes.  These  total 
savings  represent  an  average  deposit  of  $715.32  for  approximatelv  one  out  of 
every  nine  people  in  the  country.  " 

By  limitation  of  statute  as  well  as  by  force  of  the  verv  nature  of  the 
business  in  which  they  are  engaged  and  of  their  relations  to '  the  i  depositor^ 
the  security  ho  dings  of  these  banks  are  confined  almost  exclusiveh  T  W 
of  the  soundest  and  most  conservative  investment  tvpe.  as  contrasted  with 
speculative  issues.  Typically  and  generally,  their  investment  nsmir7ties 
of  the  character  dealt  in  over  the  exchanges  are  bonds,  and  not  st(i-ks  Their 
test  of  desirability  is  stability  and  dependabilitv,  to  the  subordination  of 
measures  of  return  or  of  capital  profit  .  .     o    t  e   suooiainanon    ot 

The  organized  savings  banks  have  no  comment  to  submit  regarding  what 
W^  TTT  ^^  ■^'^  P'^  P"^^'y  purposes  of  the  proposed  measure  ?hev 
\T^  ^^^i  discu.ssion  to  those  who  are  engaged  in  the  activities  which  the  bill 
f^.ofi"''?^*^"?  i^'  ^"^"^^'^^  *^"«^''  Purports  to  regulate.  This  communication 
IS  confined  to  what  we  deem  to  be  departures  from  the  policy  which  he  hi 
as  we  read  it,  is  intended  to  embody,  and  to  particular  proXions  wh  ch  a  v 
pear  especially  to  threaten  the  proper  and  just  interests  of  investors  such  a^ 
savings  banks. 

Our  criticisms  of  the  bill  may  be  summarized  as  follows- 

1.  It  fails  to  differentiate  between   stocks  and  bonds 
,o7    K,    .    i^^  t.'^^  combined  service  of  dealer  and  broker  in  bonds    freduentlv 
valuable  to  the  holders  of  conservative  investment  securities  '  ^''^"''^"^'•' 

d  Even  outstanding  bonds  of  municipalities,  states  and  theii-  nolitic-il  snl. 
dmsions,  and  railroad  bonds,  w<.uld  be  excluded  from  he  exchSl  exS^ 
under   burdensome   conditions    with    inevitable    impairment    of    valiST  ^ 

4  In  the  matter  of  loans  on  bonds,  the  bill  unjustlv  discriminates  against 
System    ^''^'''^^  '"^   ^'''^°'   ''^  "^^^^'^^   banks    in    the    Federal    Rfserve 

5.  :^equently  the  registration  requirements  for  bonds  already  issued  would 
holdei?«iereof.'    '''''  °'  '^"  '''"''  ''  "^"  ''''''''^'  ^^^  ^'^''''  P^SizI'the 

1*"  W^'\^i!  above  order  that  we  shall  discuss  our  objections  to  the  bill. 

durin^fhi  rL  f  ^'''  ^^^^^.  P""'"*^  *b^  b"^  ^«  "^^  outgrowth  of  disclosures 
during  the  recent  and  continuing  stock-exchange  investigation.  So  far  as  we 
have  obsen-ed    that  investigation  accorded  little  or  no  attention  to  the  diar^ 

?itSeTnstftutionf  n'T'//^  '"^'^^'  ^^^  ''^'  ^'^^"^'-^  b.v  savingl'banls'^^l 
\lStt  institutions    or  to  the  practices  of  those  who  specialize  in  transactions 

tL""  fnf  L  dil^IfeThnvP^T'^i  ''  ?.T'°^  ^^^^^"  "^^t  the  principal  evils  to  Sch 
w\fi,  f!  «"ected   have   to   do   with   corporation    control,    or   are   associated 

'S.^'^f'^?!?  ^f  conducting  transactions  in  stocks  on  margin       ''■''''''^''^ 
u  -^l"^"^hout  the  bill  there  are  provisions  which  in  terms  include  bond«  and 
o'Ih-""  ''i  T'^?''^''-  b"*  ^^'^'^^  ^^^  ^^'''y  ^'f  the  bill  makes  a    mc  We  Zy 
perceive  T.  fu.%Ar'!'''l  '''''''''■■  .Co^si^l?-  Section  15  (a).    It  is  difficult  t , 
montrto  rpflif  Iho        "  ?'■  ^^^"'i'"^-  ^^dious  reports,   with   monthly  supple- 

Ss  BomlbnldPr?f '•  ^"T  ^'^'"""'^  ^^  ^^^  ^^'"^^"^  ''''  "^^'^  ^^  ^  company's 
ponas.  Bondholders  as  such  exercise  no  conti'ol  over  the  management  of  tlie^ 
issuer  and  is  policies.  In  fact,  that  it  was  the  holders  of  thTs  ock  a  d  not  ? 
the  bonds  who  are  in  contemplation  is  suggested  by  the  fact  that  the  ti"le  f  the 
section  reads  "Transactions  by  Directors,  Officers  and  Principal  Stockhol  e"^ 

is  ?mn?;i?o;^'^r"^"*i '•''""  l^  ''''''''  ^"  ""'^  ^-^-^P^^t  between  bond^ands^ock 
s  a  matter  of  material  importance  to  the  savings  banks.     It  is  bv  no  niean^ 
unusual  for  a  savings  bank  to  hold  in  excess  of  five  percent  of  V'  narti^'u  ai- 
class  of  securities  of  a  particular  issuer.  pauKuiai 
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The  burcleiisome  provisions  in  other  sections  of  the  bill  looking  to  the  fur- 
nishing by  issuers  of  voluminoas  data  as  a  condition  to  listing  securities  for 
trading  on  exchanges  in  most  instances  plaiulj'  reflect  the  desire  that  complete 
information  regarding  corporation  couti-ol  be  disclosed  to  the  public.  Bond 
■ownership  does  not  ordinarily  mean  an  opportunity  to  participate  in 
management. 

Section  6  (b),  dealing  with  margin  requirements,  is  also  plainly  aimed  at 
stocks,  as  there  can  be  no  sound  reason  to  require  margins  such  as  are  there 
specified  to  carry  high-grade  bonds. 

2.  As  stated  above,  purchases  of  securities  by  members  of  this  Association  are 
almost  wholly  limited  to  those  of  the  soimdest  and  most  conservative  invest- 
ment type.  The  same  thing  is  true  of  all  institutions  of  a  like  fiduciary  type. 
Chiefly  because  of  the  low  yield  which  goes  hand  in  hand  with  their  high 
degree  of  stability,  such  securities  are  often,  perhaps  usually,  held  in  compara- 
tively large  blocks  by  investment  institutions,  and  change  hands  so  seldom  that 
there  is  no  active  market  for  them.  Consequently  when  an  institution,  such 
as.  a  savings  bank,  desires  to  sell  or  buy  a  large  block  of  such  securities,  there 
may  not  be  bids  to  buy,  or  offers  to  sell,  in  quantities  sufiicient  to  complete 
the  transaction  without  undue  delay. 

Investment  houses  handling  high-grade  bonds  have  therefore  developed  and 
Jiave  acquainted  themselves  with  the  selling  and  the  buying  needs  of  institu- 
tional investors  of  the  kind  mentioned.  They  must  be  prepared  to  purchase 
large  blocks  of  these  securities  with  the  view  of  disposing  of  them  to  other 
investors,  perhaps  a  number.  Taking  the  other  side  of  a  transaction,  it  is 
often  necessary  for  an  institutional  investor  desiring  to  purchase  a  block  of 
seasoned  securities  to  depend  upon  a  security  house  which  had  acquired  the 
securities  previously,  perhaps  by  gradual  accumulation. 

A  dealer  in  bonds  cannot  carry  in  his  inventory  all  issues  of  the  kind  of 
bonds  in  which  he  deals,  and  cannot  carry  issues  which  he  possesses  in  quan- 
tities suflScient  to  satisfy  every  demand  of  his  customers.  Consequently,  it  is 
desirable  for  the  customer  thai  the  dealer  be  permitted  to  handle  some  trans- 
actions in  part  or  in  whole  on  a  brokerage  basis,  going  in  behalf  of  his  cus- 
tomer to  the  exchanges,  or.  as  it  usually  is  done,  to  over-the-counter  markets 
to  complete  or  to  effect  the  transaction.  The  alternative  is  either  to  force 
the  customer  to  resort  to  other  sources  of  supply,  or  to  compel  the  dealer 
to  endeavor  to  sell  the  customer  "something  just  as  good."  A  situation  simi- 
lai-  in  principle  is  presented  where  the  customer  desires  to  sell  an  issue  which 
n  security  house  is  not  in  a  position  1o  acquire  on  its  own  account,  or  to 
acquire  m  the  quantity  in  which  offered. 

In  short,  the  savings  banks  have  Ipund  that  they  require  the  services  of 
dealers  in  high-grade  securities  who  are  also  empowered  to  act  as  brokers. 
This  combination  service  will  bo  denied  to  them  if  the  provisions  of  Section  10 
of  this  bill  become  law.  The  restrictions  there  proposed  should  be  removed 
as  to  security  houses  dealing  in  bonds  of  the  type  held  by  savings  banks.  It 
may  well  be  that  such  dealer-brokers  should  be  subjected  to  some  regulation 
by  the  Federal  Trade  Commission,  including  perhaps  a  requirement  that  they 
make  known  to  their  customers  instances  in  which  they  are  exercising  a  com- 
bination function.  But  it  st-ems  plain  that  to  forbid  such  houses  to  provide 
the  valuable  services  which  have  heretofore  been  availed  of  by  institutional 
investors,  such  as  savings  banks,  would  l)e  highly  unsatisfactory,  and  might 
have  the  effect  of  preventing  the  savings  banks  from  realising  (luickly  on  their 
assets  in  times  of  emergency. 

Many  savings  banks,  as  well  as  other  institutions  of  somewhat  like  fiduciary 
character,  have  rules  which  in  practice  postpone,  sometimes  for  considerable 
periods,  the  final  consummation  of  transactions  in  bonds,  pending  formal 
aiiproval  or  ratification. 

During  the  intervening  time,  it  is  necessary  that  the  bonds  which  have  been 
contracted  for  be  carried  by  the  investment  house.  The  investment  house, 
in  turn,  must  arrange  for  credit  in  order  to  carry  the  securities.  The  provi- 
sions regarding  extent  of  margin  contained  in  Section  7  (b)  would  severely 
limit  the  continuance  of  this  service  which  the  investment  houses  have  fur- 
nished the  savings  banks,  and  other  like  investors.  It  is  plain  that  such 
requirements  are  not  apt  when  the  security  is  a  high-class  bond. 

Investment  houses  handling  high-grade  bonds  are  usually  found  among  the 
subscribers  to  issues  of  state  and  municipal  bonds,  and  bonds  of  like  character, 
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all  involving  pun-liases  in  large  amounts.  It  is  plain  that  if  it  is  necessary 
for  the  investment  house  to  ijossess  such  bonds  iu  its  own  name  for  a  period 
of  more  than  thirty  days  before  a  loan  can  be  had  thereon,  as  contemplated 
in  Section  6  (c),  the  ability  of  investment  houses  to  tinance  such  issues,  and 
to  provide  them  for  savings  banks  and  the  like,  will  be  drastically  curtailed. 

3.  The  bill  pro])oses  what  in  effect  approaches  the  retroactive  application  of 
the  Securities  Act  of  1933  in  that  it  applies  the  substance  of  certain  provisions 
of  the  earlier  act  referring  to  registration  antl  its  consequences  to  seasoned 
investment  securities  tested  by  the  experience  of  years.  It  is  with  surprise, 
therefore,  that  we  find  that  it  fails  to  exeniiJt  from  its  requirements  as  to  regis- 
tration municipal  bonds,  bonds  of  states  and  political  subdivisions,  and  railroad 
bellies,  all  exempted  in  the  Securities  Act. 

The  ground  for  exemption  in  the  Securities  Act  is  plainly  because  obligations 
of  the  classes  specified  possess  guaranties  not  f(!und  in  securities  generally 
As  to  governmental  issues  of  the  several  orders,  there  is  a  presumption  hi 
favor  of  soundness  and  against  deception  in  the  nature  of  their  issuers.  Rail- 
road bonds  must  pass  the  scrutiny  and  obtain  the  api)roval  of  the  Interstate 
('ommerce  Commission. 

It  is  difiicult  to  conceive  of  justification  for  a  refusal  to  accept  like  guarjuities 
in  connection  with  the  acceptance  of  these  already  outstanding  bonds  for 
trading  on  the  exchanges. 

4.  At  the  time  of  the  adoption  of  the  Banking  Act  of  1933,  and  rhrouiih..ut 
the  administration  of  the  provisions  of  that  and  associated  laws  constant 
reassurances  have  been  made  that  there  is  no  intention  to  discriminate  against 
or  in  any  way  injure  banks  which  are  not  members  of  the  Federal  Reserve 
System.  Subsection  (y)  of  section  8  of  the  Banking  Act  of  1933  expres'^Iv 
incorporates  that  policy. 

Adherence  to  that  poUcy  would  be  abandoned  at  least  in  some  measure  if 
the  provisions  of  Section  7  ta)  become  law.  To  forbid  a  bank  which  is  not 
a  member  bank  of  the  Fe<leral  Reserve  System  to  lend  on  any  registered  se- 
curity would  be  to  deprive  such  a  non-member  bank  of  a  very  important  and 
legitimate  part  of  the  business  in  which  it  is  in  justice  entitled  to  participate 
It  IS  the  practice  of  mutual  savings  b;!nks  in  certain  localities,  particulaviy 
Massachusetts  and  Connecticut,  to  make  loans  to  brokers  secured  by  hi-h- 
i^rade  securities  as  collateral.  We  can  hardly  believe  that  it  was  the  intentron 
of  the  framers  of  the  bill  to  prohibit  mutual  savings  banks  from  participating' 
m  such  legitimate  financing  of  securities  as  the  banking  laws  of  the  several 
states  provide.  It  has  been  demonstrated  that  they  prove  to  be  a  strong 
secondary  reserve  and  \vith  proper  arrangement  of  maturities  provide  an  un- 
failing source  of  available  money  received  regularly.  Mutual  savings  banks 
should  not  be  prevented,  where  other  coiiditions  are  proper,  from  making-  such 
loans  secured  by  safe  and  sound  securities.  '^  " 

It  would  also  seem  unwise  to  fix  by  legislation  rigid  margin  requirements 
with  no  differentiation  whatever  as  to  the  classes  of  securities  on  which  loans 
may  be  made  under  the  banking  legislation  of  the  several  states  These  severe 
restrictive  provisions  would  limit  unduly  the  amount  which  savings  banks 
might  loan  on  high-grade  securities.  These  provisions  would  also  apparently 
limit  the  borrowing  capacity  of  mutual  banks  on  securities  which  they  owii 
m  the  case  of  a  sudden  temporary  emergency  wliere  monev  niisht  be  needed 
to  pay  their  depositors. 

5.  Plainly  the  marketability,  and  hence  the  market  value,  of  anv  bond  will 
be  greatly  influenced  by  the  circumstances  whether  or  not  the  bond  is  eligible 
for  purchase  and  sale  on  the  exchanges.  Section  11  makes  it  unlawful  for^any 
person  to  effect  any  transaction  in  an  unregistered  security  on  a  registered 
securities  exchange.  ^i^^i.  ic-i  u 

The  registration  requirements  entail  eixpenditure  of  time  and  trouble  Bv 
statutory  provision  he  issuer  must  furnish  information  as  to  the  issuer  and  its 
afhliatcs  in  respect  of  numerous  specified  matters  concerning  organization 
financial  sti^cture,  security  provisions  and  miscellaneous  information  regardin- 
directors,  oflicers  and  principal  security  holders  and  underwriters,  ami  their 
remuneration  and  relationship  with  the  issuer  and  its  affiliates ;  bonus  and 
profit-sharing  arrangements  must  be  described;  managements  and  service  con- 
tiacts  and  options  on  securities  set  out;  contracts  not  made  in  the  ordinan- 
course  of  business  must  be  described ;  and  other  information  must  be  listed     ' 
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The  conimissiou  may  make  additional  rules  and  regulations  as  to  the  in- 
formation tb  be  furnished  in  connection  with  the  registration  of  securities,  and 
as  to  the  undertakings  to  be  entered  into  by  the  issuer,  but  such  rules  and 
regulations  shall  require,  among  other  things,  an  undertaking  by  the  issuer 
to  comply  with  the  provisions  of  the  bill  and  with  the  Commission's  rules  and 
regulations. 

In  many  cases  the  is.suer  of  a  bond  may  have  little  or  nothing  to  gain  from 
registration  of  the  security.  The  securities  are  already  in  the  hands  of  the 
public,  and  whether  or  not  they  are  readily  realized  upon  may  be  a  matter  of 
little  or  no  concern  to  the  issuer.  On  the  other  hand,  registration  subjects  the 
issuer  to  trouble  and  expense,  to  an  extent  undetermined  and  subject  to  further 
enlargement  by  the  Commission.  Registration  subjects  the  officers  of  the 
issuer,  and  other  agents,  to  dangers  of  personal  finaucial  liability,  or  at  least  to 
annoying  attempts  to  fasten  such  liability  upon  them. 

We  may  confidently  anticipate,  therefore,  that  many  outstanding  issues  will 
not  be  registered.  It  will  be  the  holders  of  the  securities,  and  not  the  issuers, 
who  will  pay  the  penalty  of  impaired  marketability. 

Tile  mutual  savings  banks  own  municipal  bonds  to  the  value  of  several  hun- 
dred millions  of  dollars.  It  is  doubtful  if  many  municipal  bonds  now  out- 
standing will  be  registered.  The  same  thing  is  true  of  the  bond  issues  of  states, 
counties,  school  districts,  improvement  districts,  and  other  obligations  of  like 
nature.     To  a  somewhat  less  extent,  it  is  true  of  equipment  trust  obligations. 

The  savings  banks  urge  that  consideration  be  given  to  this  effect  of  the  bill 
of  visiting  the  penalty  of  nonregistration  upon  those  who  are  unable  to  control 
the  issuer  in  this  respect.  Hero  we  have  an  additional  illustration  of  the 
inapplicability  of  the  principles  of  the  bill  to  bonds.  The  holders  of  the  out- 
standing stock  of  an  issuer  cannot  be  said  to  be  without  an  opportunity  of 
influencing  the  course  of  the  issuing  corixtration  with  regard  to  registration. 
The  holders  of  outstanding  bonds  certainly  are  afforded  no  such  opportunity 
to  influence  the  action  of  the  issuing  corporation. 

It  is  conceivable  that  the  requirements  concerning  registration  before  bonds 
are  eligible  for  sale  en  the  exchanges  might  afford  openings  for  abuses  by  issuers 
with  nothing  to  gain  from  enhanced  marketability.  For  example,  an  issuer 
nught  decline  to  make  the  registration  statement  and  to  enter  into  requisite 
undertakings  for  the  very  purpose  of  depreciating  the  market  value  ;ind  enabling 
the  issuer  to  l)u.y  in  its  outstanding  bonds  at  a  substantial  discount  from  par. 
This  would  penalize  the  owners  of  the  bonds,  and  not  the  issuer. 

CONCLUSION 

We  ask  the  Committee  not  to  construe  this  expression  as  voicing  disapproval 
of  the  general  policy  of  the  bill.  We  have  purposely  and  carefully  confined 
ourselves  to  an  attempt  to  point  out  particulars  in  which  the  bill  appears  to 
threaten  the  direct  and  proioer  interests  of  savings  banks,  chiefly  by  impairing 
the  marketability  of  the  bonds  which  they  hold. 
Respectfully  submitted. 

Philip  A.  Benson, 

President. 
O.  O.  Rennet, 
Chairman  Committee  on  Federal  Legislation. 


Southern  Building, 
Wasliinuton,  D.C.,  March  li,  193',. 
Hon.  Duncan  U.  Fletcher, 

Chairman  Co)nniittee  on  Banking  and  Currency, 

\  United  States  Senate,  Washington,  B.C. 

My  Dear  Senator  Fletcher:  In  compliance  with  your  request  to  comment 
on  Senate  Bill  2693,  73d  Congress",  2d  Session,  relating  to  the  regulation  of 
Security  Exchanges,  I  submit  a  few  observations  on  the  more  vital  aspects  of 
this  bill. 

First,  the  regulation  of  the  stock  exchanges  was  an  issue  in  the  campaign  of 
1932,  and  its  neces?sity  has  been  fully  demonstrated  by  our  experience. 
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When  President  Roosevelt  assuiiied  office,  he  immediately  had  a  committee 
organized  under  the  Department  of  Commerce  to  study  this  question.  It  con- 
sisted of  the  following  members :  John  Dickinson,  Chairman ;  A.  A.  Berle  Jr  • 
Arthur  H.  Dean  ;  J.  M.  Landis  ;  and  Henry  J.  Richardson.  '       ' ' 

This  committee  gave  the  subject  matter  very  thorough  study  and  tlieir  report 
to  the  Secretary  of  Commerce,  the  Honorable  Daniel  C.  Roper,  was  submitted 
by  the  Secretary  of  Commerce  to  the  President  of  the  United  States  and  by 
him,  submitted  to  you  as  Chairman  of  the  Banking  and  Currency  Committee 
on  January  25,  1934. 

The  President  offered  his  own  good  offices  and  that  of  the  committee  who 
had  studied  this  question  but,  for  some  reasou,  apparently  the  report  of  the 
committee  appeared  to  have  been  overlooked  in  drafting  the  present  bill  which 
departs  widely  from  their  recommendations. 

It  seemed  to  me  that  the  report  of  the  Dickinson  committee  was  sound  and 
(hd  nut  go  beyond  what  was  necessary  to  be  done  in  order  to  regulate  the 
stock  exchanges  and  safeguard  the  rights  of  the  public. 

It  proposed  to  put  the  exchanges  under  a  Federal  charter  with  authority  in 
the  Government  through  an  administrative  agencv  to  impose  on  the  stock 
exchanges  a  charter  requiring  minimum  standards  which  would  protect  the 
public  and  the  buyers  of  securities.  It  did  not  attempt  to  go  bevond  this  but 
authorized  sufficient  penalties  to  compel  the  exchanges  to  administer  'their 
affairs  in  such  a  manner  as  to  safeguard  the  public  interest. 

I  do  not  believe  it  is  a  wise  or  sound  practice  to  go  beyond  this  I  do  not 
think  the  Government  of  the  United  States  should  be  charged  with  the  respon- 
sibility of  administering  the  stock  exchanges  or  to  deal  with  them  further  than 
to  require  them  to  observe  the  high  standards  which  the  Government  would 
impose. 

In  the  pending  bill  the  draftsmen  apparently  thought  it  advisable  not  only 
to  give  to  the  Federal  Trade  Commission  the  power  in  efOect  to  control  the 
operation  of  the  stock  exchanges  but  to  direct  in  detail  such  exchanges  and 
the  members  thereof,  and  went  very  much  further  than  this  in  giving  the 
Federal  Trade  Commission  power  over  all  corporations  whose  stocks  and  bonds 
were  listed  upon  such  exchanges. 

An  example  of  what  was  thought  advisable  appears  in  the  matter  of  proxies 
Senate  Bill  2693  requires  a  company  sending  out  proxies  to  send  a  list  of  all 
stock  holdei-s  to  each  stock  holder.  I  am  advised  that  the  American  Tel  and 
Tel.  has  over  seven  hundred  thousand  stock  holders  and  that  it  is  rou^-hly  esti- 
mated it  would  cost  them  nearly  a  million  dollars  to  circularize  the  stock 
holders  for  proxies.  Obviously,  those  drafting  these  provisions  must  have  had 
no  conception  of  this  cost,  and  it  demonstrates  the  unwisdom  of  givine  such 
power  as  the  bill  proposes  to  any  commission. 

The  powers  given  to  the  Commission  in  this  bill,  in  my  judgment  could 
easily  result  m  a  very  great  and  unnecessary  cost  to  the  corporations  involved 
and  thereby  cut  down  the  income  taxes  which  they  could  otherwise  pay  Whv 
should  the  American  Tel.  and  Tel.  have  its  income  cut  down  bv  nine  hundred 
thousand  dollars  for  such  a  purpose  as  obtaining  proxies'^' 

Another  very  grave  error,  it  seems  to  me,  is  the  attempt  by  a  legislative  man- 
date to  torbid  a  free  flow  of  credit  into  brokers'  loans  by  arbitrarily  imposing 
a  heavy  restriction  on  margins.  iin^siUf, 

The  flexibility  of  margin  accounts  is  a  most  important  means  of  controlling 
credit  and  this  control  should  be  left  free  to  some  governmental  agencv  that 
would   expand   the  margins  ^vhen   inflation   threatens   and   leave   the  mar-ins 
uncontrolled  except  by  the  credit  markets  when  there  is  no  inflation  or  when 
as  at  present,  the  flow  of  credit  is  paralyzed.  ' 

The  control  of  margins  and  of  the  interest  rate  on  brokers'  loans  is  of 
supreme  importance  in  preventing  inflation  of  credit  for  stock  market  specu- 
lation. 

One  of  the  most  important  means  by  which  these  brokers'  loans  are  expanded 
almos  without  limit  is  the  fact  that  the  interest  rate  on  call  loans  is  uncon- 
trolled and  may  go  anywhere  from  five  per  cent  up  to  twenty-five  per  cent 
Your  examination  has  shown  that  these  high  rates  have  attracted  and  caused 
to  flow  into  this  speculative  market  untold  billions  of  dollars  in  the  aggregate 
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of  such  call  loans.  The  interest  rate  on  such  call  loans,  under  no  circum- 
stances, should  be  permitted  to  go  beyond  a  very  low  rate  which  would  prevent 
any  undue  competition  of  such  loans  with  loans  by  commercial  banks  for  the 
accommodation  of  manufacturers  and  distributors. 

The  call  loan  is  safe  because  it  is  well  margined  and  convertible  into  cash  in 
twenty-four  hours.  The  banks  now  pay  no  percent,  as  a  rule,  on  demand 
deposits  and  the  demand  deposits  in  brokers'  loans  are  even  better  than  demand 
deposits  with  commercial  banks  because  the  brokers'  loans  are  margined  heavily 
and  capable  of  conversion  always  into  cash  on  demand  while  a  deposit  in  the 
bank  is  not  margined  and  we  have  witnessed  in  America  billions  of  such 
deposits  that  were  not  paid  on  demand  and,  in  many  cases,  were  lost  to  the 
depositors  because  they  were  not  secured. 

It  is  of  supreme  importance  to  control  the  flow  of  credit  for  speculative  pur- 
poses in  the  stock  exchanges  because  it  was  the  collapse  of  such  credits  which 
resulted  in  the  present  great  industrial  depression,  as  I  ventured  to  set  forth 
in  great  detail,  with  many  tables  and  charts,  in  my  comments  on  the  Golds- 
borough  Bill  for  the  stabilization  of  money  in  March,  1932,- page  123. 

"  BROKEES'  LOANS  AND  INDUSTRIAL  DEPRESSION  " 

For  the  purpose  of  making  it  perfectly  clear  that  the  present  industrial 
depression  was  due  to  the  inflation  of  credit  on  brokers'  loans,  as  obtained  from 
the  Bureau  of  Research  of  the  Federal  Reserve  Board,  the  figures  show  that 
the  inflation  of  credit  for  speculative  purposes  on  stock  exchanges  were  respon- 
sible directly  for  a  rise  in  the  average  of  quotations  of  the  stocks  from  sixty 
in  1922  to  225  in  1929  to  35  in  1932  and  that  the  change  in  the  value  of  such 
Stocks  listed  on  the  New  York  Stock  Exchange  went  through  the  same  identical 
changes  in  almost  identical  percentages. 

For  your  information,  I  submit  these  tables : 


No.  1. — The  fluctuation  of  common-stock  prices  according  to  the  index  numbers 
of  the  Standard  Statistics  Co.     1926=100 


1921- 
1922. 
1923- 
1924. 


55.2 
67.7 
69.0 
72.8 


1925 89.  7 

1926 100.  0 

1927 118.  3 

1928 149.  9 


1929 

1930 

1931 

1932 

1933 

1934 

January .  .           ....        ..  . 

185.2 
186.5 

156.3 
165.5 

112.3 
119.8 

58.0 
56.5 

49.1 
44.9 

75.6 

February. - 

1929 

1930 

1931 

1932 

189.1 

172.4 

121.6 

56.8 

186.6 

181.0 

109.2 

43.9 

187.8 

170.5 

98.0 

39.8 

190.7 

152.8 

95.1 

34.0 

207.3 

149.3 

98.2 

35.9 

218.1 

147.6 

95.5 

53.3 

225.2 

148.8 

81.7 

58.2 

201.7 

127.6 

69.7 

49.9 

151.1 

116.7 

71.7 

47.5 

153.8 

109.4 

57.7 

47.4 

1933 


March 

April 

May 

June 

July 

August 

September 
October... 
November. 
December. 


43.2 
47.5 
62.9 
74.9 
80.4 
75.1 
74.8 
69.5 
69.1 
70.4 


175541^34 — PT  15- 
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No.  II. — The  total  market  values  of  all  itoeks  (in  billions)  listed  on  the  New 
York  Stoek  Exchamje,  showing  the  changes  uiliich  took  place  from  January 
192')  to  Fchjiiarii  J93Jt 

January : 

1925 27.1 

1926 34.5 

1927 38.4 

1928 49.7 


1929 

1930 

1931 

1932 

1933 

1934 

January 

67.  5 
71.1 
71.9 
69.  8 
73.7 
70.9 
77.3 
81.6 
89.7 
87.1 
71.8 
63.6 

64.7 
69.0 
70.8 
76.1 
75.3 
75.0 
63.9 
67.2 
67.7 
60.1 
55.0 
53.3 

49.0 
52.1 
57.1 
53.3 
48.6 
42.5 
47.4 
44.4 
44.6 
32.3 
34.2 
31.1 

26.7 
26.4 
27.6 
24.6 
20.3 
16.1 
15.6 
20.5 
27.8 
26.  7 
23.4 
22.3 

22.8 
23.1 
19.7 
19.9 
26.8 
32.5 
36.3 
32.8 
36.7 
32.7 
30.1 
32.5 

33.1 
37.4 

February 

March ■ 

April. 

May •_ 

June - 

July 

August -. 

September 

October. 

November 

December 

Exhibit   III   is   a    rouaii    draft   of   brokers'   loans   ou   the   New   York   Stock 
Exchange. 


January : 

1921 $1,790,000,000 

1922 1, 192.  000.  000 

February    1926 3,513,000,000 

January : 

1927 3.293,000.000 

1928 4,  433,  000.  000 

1929 6,  440,  000,  000 


September  1929 $8,549,000,000 

January : 

1930 3,  990,  000,  000 


1931. 

1932 

July  30.  1932- 

1933 

1934 


,  894,  000.  000 
587,  000.  000 
242,  000,  000 
347,  (XX),  000 
845.  000,  00() 


You  will  observe  that  the  common  stock  prices  quoted  in  1921  at  55  rose  to 
100  in  192G  and  to  225  in  September.  1929.  and  fell  again  to  35  in  July,  1932, 
and  that  the  values  of  the  stocks  listed  on  the  New  York  Stock  Exchange 
increased  from  January  1925  from  twenty  seven  billions  to  forty  nine  billions 
in  1928  up  to  eighty-nine  and  seven-tenths  billions  in  September,  1929,  and 
fell  to  fifteen  and  six-tenths  billions  in  July  1932. 

Observing  that  the  brokers'  loans  ou  January.  1921,  were  $1,790,000,000  and 
that  these  loans  increased  in  1926  to  $3,513,000,000  and  to  September,  1929, 
to  $8,549,000,000,  and  fell  to  a  low  point  ou  July  30,  1932  to  $242,000,000,  it 
will  be  obvious  that  the  increase  in  stock  market  quotations  and  the  stock 
market  values  went  up  with  brokers'  loans  and  went  down  with  brokers'  loans. 

There  is  nothing  surprising  about  this  because  it  is  merely  an  example  of  the 
law  of  supply  and  demand.  In  other  words,  when  these  brokers'  loans  were 
at  the  peak,  it  means  that  there  was  a  super  abundance  of  money  available 
for  speculation  and  stocks  and  bonds.  As  a  consequence,  the  purchasing 
power  of  such  money  and  the  exchange  value  of  such  stocks  went  up.  When 
this  was  reversed  and  the  brokers'  loans  in  1932  fell  to  one-half  billions,  there 
was  a  great  scarcity  of  money  for  speculation  on  the  stock  exchange  and  an 
over  supply  of  stock  certificates  seeking  a  market.  As  a  consequence,  the  value 
of  such  mouey  went  up  and  the  value  of  the  stock  went  down. 

It  is  therefore  of  supreme  inn.K)rtance  that  the  Country  should  realize  that 
the  Constitutional  requirement  imposed  on  the  Congress  of  "coining  money  and 
regulating  the  vahie  thereof"  makes  it  necessary  to  regulate  the  flow  of  credit 
for  speculative  punio.ses  on  the  stock  exchanges. 

It  should  be  clearly  perceived  and  understood  at  all  times  that  the  destruction 
of  tlie  value  of  the  securities  of  the  Country  meant  almost  universal  bankruptcy: 
that  it  resulted  in  enormous  increases  in  the  purchasing  power  of  money  so  that 
even  on  the  necessaries  of  life  such  as  commodities  in  the  wholesale  markets, 
the  purchasing  power  of  money  ran  an  index  of  sixty  in  May,  1920  to  166  in 
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February,  IftliS,  an  increase  of  278  per  cent.  This  increase  in  the  purdiasing 
IK»wer  of  money  in  relation  to  commodities  is  tlie  least  of  the  evils  for  the 
purcliasing  power  of  money  in  terms  of  invt-stments  such  as  stocks  increase* I 
on  an  average  of  over  three  hundred  ijer  cent  and  in  many  cases  to  over  a 
thousand  per  cent,  and  in  terms  of  real  estate,  the  increased  purchasing  power 
of  money  was  quite  as  great  in  many  cases. 

When  it  comes  to  preventing  the  inflation  of  credit  and  tiie  control  of  the 
margins  on  the  stock  exchanj»es  and  the  control  of  the  interest  rate,  it  seems 
to  me  that  it  could  be  safely  left  with  the  United  States  Treasury,  the  Federal 
Reserve  lioard  and  Federal  Reserve  banks,  under  a  legislative  instiuction,  oi- 
lould  be  put  in  the  hands  of  an  independent  monetary  board  but  the  power 
must  belong  in  tlie  hands  of  the  Government  somewhere  where  it  can  l)e  used 
in  a  disinterested  manner  for  stabilizing'  the  purchasing  power  of  money  and 
preventing  the  repetition  of  the  unspeakable  tragedy  which  has  afflicted  this 
Country  duiing  the  last  four  yejirs  and  a  half. 

This  Administration  is  pledged  to  restore  the  general  commodity  index  to 
normal  and  to  lestore  to  the  Country  a  dollar  of  the  same  purcliasing  power  as 
when  the  debts  were  created. 

It  has  yet  to  be  properly  accompli>«hed,  and  is  the  most  important  duty  now 
resting  upon  the  Government.  When  the  commodity  index  is  restored  to  normal 
and  the  purchasing  power  of  money  Is  retluced  to  normal,  the  Country  will  find 
relief. 

By  reducing  the  purchasing  iK»wer  to  normal,  I  do  not  mean  to  normal  in 
terms  of  commcxlity  values  only  but  to  normal  in  terms  of  .securities  and 
properties  of  all  kinds,  and  stocks  and  bonds.  Thi.s  can  only  be  done  by  the 
exercl.se  of  the  power  of  the  Government  of  the  United  States,  and  against 
this  reme<lial  pro<ess  which  is  so  vitally  important  to  the  great  body  of  the 
Country,  there  are  those  who  are  vigorously  resisting  it  and  using  arguments 
which  may  mislead  the  Administration  into  a  <langerous  postponement  of  the 
relief  which  has  been  .so  generously  promi.scd. 

Relief  from  this  condition  ^^  as  the  issue  of  1932.  The  relief  was  promised  to 
the  Country  by  the  Demfxratic  leaders.  The  Country  has  trusted  to  sueh 
leadership  and  the  responsibility  rests  upon  the  Party  in  jiower.  The  Country 
i.s  looking  with  eager  eyes  and  hopeful  hi  arts  for  a  sjicedy  rtstovalion  to  a 
normal  condition.  The  Congress  has  granted  the  power  and  is  now-  engaged  in 
other  processes  which  should  be  helpful. 
Yours  most  respe<tfully. 

Robert  L.  Owen. 


CoMMiTiKK  Exhibit  No.   110,  Febkuary  26,  1934 

Xkw  Yohk   Stock  E.kchange, 

<  »FFICE    of    the    PKESIDE.NT, 

KeiK  York,  February  7',,    W.iJf. 
To  All  Members: 

You  have  already  received  or  you  will  find  enclosed  herewith  a  copy  of  a 
Bill  introduced  in  <^'(jngress  on  February  9th  entitled  "National  Se<.-urities 
Excliange  Act  of  1934." 

This  Bill  is  the  mrjst  important  legislation  affecting  the  Stock  Exchange  and 
its  listed  Corix>rations  which  has  ever  been  introduced  in  Congress.  It  con- 
tains sweeping  and  drastic  provisions  which  alTw.-t  seriously  the  business  of  all 
members  and  which  may  have  very  disastrous  con.sequences  to  th£  stock 
market  resulting  in  great  prejudice  to  the  interests  of  investors  throughout  the 
country. 

I  call  your  particular  attention  to  subdivision  (a)  Section  6  which  prohibits 
members  extending  credit  upon  securities  unless  they  are  registered  upon  a 
national  securities  excliange.  This  will  make  all  unlistwl  securities  worthless 
for  margin  purposes  and  consectuently  will  discriminate  against  small  or  local 
enterprises  which  are  not  listed  on  any  exchange.  Subdivision  (b)  of  this 
section  fixes  minimum  margins  which,  dependhig  uix)n  conditions,  can  vary 
between  25  per  cent  and  IHO  per  cent.  At  the  present  time  the  latter  provision 
will  be  applicable  in  the  ca.se  of  praf-tically  all  stocks,  on  account  of  the  low 
prices  reached  by  securities  within  the  last  three  years,  but  not  now  prevailing. 
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'These  two  provisions,  operating  together,  will  undoubtedly  require  the  iiquida^ 
tion  of  a  substantial  number  of  customers'  accounts. 

8ub<livision  (c)  of  Section  6  makes  these  margin  requirements  applicable  to 
all  banks  lending  money  against  securities  registered  on  a  national  exchange 
winch  were  purchased  within  thirty  days,  thereby  controlling  the  use  of  credit 
now  exercised  under  the  law  by  the  Federal  Reserve  System. 

Section  7  places  an  arbitrary  limit  upon  the  amount  which  members  mav 
horrow  and  vests  in  the  Federal  Trade  ("ommission  unlimited  power  to  furthei- 
i-educe  the  amount  proscribed  by  the  Bill. 

Section  8.  dealing  with  the  manipuh'tion  of  security  prices,  contains  man\ 
vague  and  general  prohibitions  which  may  eliminate  honest  and  legitimate  a'' 
well  as  illegitimate  pi-actices.  It  further  impose,^  drastic  civil  penatties  whicli, 
while  purporting  to  allow  people  who  have  been  injured  to  recover  damages,' 
will  actually  permit  persons  who  may  claim  that  they  have  been  injured  by 
manipulation  when  in  fact  they  have  not  suffered  any  loss,  to  recover  vast  sums 
which  will  be  in  the  nature  of  penalties. 

Section  9  prohibits  all  short  selling  unless  the  Federal  Trade  Commission 
shall  permit  this  practice  by  specific  rules  and  regulations.  It  likewise  pro- 
hiijits  stop-loss  orders. 

Section  10  prohibits  a  member  from  acting  as  a  dealer  in  or  underwriter  of 
jiny  securities  whether  they  be  registered  on  a  national  exchange  or  not.  This 
section  will  prevent  all  "over-the-counter"  dealer  activities  by  members  even 
in  local  or  unlisted  securities,  and  will  also  completely  destroy  the  odd-lot 
business. 

Sections  11.  12,  13.  15,  17  and  18  (a)  and  (b)  require  all  corporations 
AA'hose  securities  are  listed  on  a  national  exchange  to  file  registration  state- 
ments with  the  Federal  Trade  Commission  and  to  supply  it  with  an  unlimited 
amount  of  finnucial  and  other  information.  They  likewise  impose  severe  civil 
I)enalties  upon  the  directors.  ofHcers  and  principal  stockholders  of  any  corpora- 
tion whose  securities  are  listed  on  a  national  exchange,  and  Section  24  adds 
criminal  jienalties  which  may  amount  to  fines  of  $25,000  and  ten  years  imprison- 
ment. In  this  connection  I  direct  your  particular  attention  to  Section  17. 
These  powers  are  so  extensive  that  they  might  be  used  to  control  the  manage- 
ment of  all  listed  companies  and,  inasmuch  as  information  secured  by  the 
Federal  Trade  Conmiission  must  be  made  public,  vital  statistics  in  regard  to 
American  industry  may  be  made  available  to  foreign  competitors,  which,  nat- 
urally, would  be  highly  detrimental  to  the  best  interests  of  the  country. 

Section  14  purports  to  control  "  over-the-counter "  market  activities  in  un- 
listed as  well  as  listed  securities.  The  constitutionality  of  this  section  is  very 
doubMul  because  the  Federal  government  has  no  power  to  control  the  intra- 
state activities  of  persons  dealing  in  unlisted  securities  who  do  not  use  the 
United  States  mails.  Tlie  obvious  purpose  of  this  section  is  to  give  the  Federal 
Trade  Commission  power  to  control  all  dealings  in  unlisted  securities  and  thereby 
to  impose  upon  small  local  enterprises,  which  are  not  of  the  character  to  warrant 
listing  upon  an  exchange,  the  same  obligations  to  furnish  information  and  to 
submit  to  regulation  by  the  Federal  Trade  Commission  as  the  bill  specifically 
imposes  upon  listed  corporations.  If  this  section  should  be  upheld  by  the 
courts,  and  Section  10,  which  prohibits  a  member  of  any  national  exchange  act- 
ing as  a  dealer  in  securities,  is  not  amended,  the  market  for  unlisted  securities 
will  be  completely  destroyed. 

Section  16  gives  the  Federal  Trade  Commission  power  to  examine  all  records 
of  every  exchange  and  of  every  member  thereof,  and  to  send  its  representatives 
to  make  such  examinations  as  the  Commission  may  detennine.  All  expenses  of 
such  examinations,  including  the  compensation  of  the  employees  of  the  Com- 
mission, must  be  paid  by  the  exchange  or  member  whose  records  are  under 
review.  This  gives  the  Commission,  irrespective  of  whether  such  examinations 
tire  reasonable  or  necessary,  arbitrary  power  to  dictate  the  extent  of  such 
examinations  and  the  expense  of  them. 

Section  18  (c)  gives  the  Federal  Trade  Commission  power  to  control  the 
manjigement  and  operation  of  stock  exchanges.  In  eifect.  it  vests  in  the  Federal 
Trade  Commission  all  the  powers  normally  exercised  by  the  Governing  Com- 
mittee of  the  Exchange  and,  in  addition,  would  allow  it  to  amend  the  constitu- 
tion of  the  Exchange  at  will.     The  full  effect  of  this  section  is  not  apparent. 
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unless  it  is  read  in  connection  with  Section  20  (b)  (II)  (III)  wliich  allows 
the  Federal  Trade  Commission  to  suspend  for  twelve  months  or  entirely  with- 
draw the  registration  of  an  exchange  which  does  not  comply  with  all  of  the 
rules  and  regulations  adopted  by  the  Feileral  Trade  Commission,  and  further 
allows  the  Federal  Trade  Commission  to  suspend  for  twelve  months  or  to  expel 
any  member  or  oflScer  of  an  exchange  who  the  Federal  Trade  Commission 
believes  has  violated  any  of  the  rules  or  regulations  which  it  may  adopt.  This 
arbitrary  power  to  suspend  or  exj^el  a  member  or  ofHcer  of  an  exchange  gives 
the  Federal  Trade  Commission  power  to  dominate  and  actually  run  all  stock 
•exchanges. 

Sections  21  and  22  provide  for  hearings  and  require  all  information  receiveil 
by  the  Commission  to  be  public  records. 

Section  23  provides  for  court  review  of  orders  entered  by  the  Federal  Trade 
Commission,  but  the  value  of  this  section  is  destroyed  by  the  provision  that 
"  the  findings  of  the  Commission  as  to  the  facts,  if  supported  by  evidence,  shall 
be  conclusive."  Practically  every  question  involving  the  validity  of  any  rule  or 
regulation  adopted  by  the  Federal  Trade  Commission  would  depend  ui)on  find- 
ings of  fact  and  not  upon  questions  of  law. 

Section  24  contains  criminal  penalties  wliich  may  ;i mount  to  fines  of  $25,0(»Oi 
or  imprisonment  for  ten  years,  or  both. 

Sections  25,  26  and  27  deal  with  jurisdiction  of  offenses  and  suits  and  tht- 
effect  of  the  provisions  of  the  bill  on  existing  law  and  on  contracts  whether  now^ 
existing  or  not. 

Section  28  purports  to  prohibit  dealings  on  foreign  exchanges,  but  the 
effectiveness  of  this  provision  is  extremely  doubtful. 

Section  29  requires  each  exchange  to  pay  to  the  Federal  Trade  Commission  a; 
registration  fee  equal  to  l/500ths  of  1  per  cent  of  the  aggregate  dollar  amount 
of  all  busine.'^s  transacted  on  it  during  each  calendar  year.  Tliis,  in  effect,  rep- 
resents a  tax  ui)on  the  security  business  which  will  apparently  be  in  addition  to 
the  existing  transfer  tax  on  stocks  and  bonds  and,  therefore,  represents  another 
heavy  burden  on  stock  exchange  business. 

Section  30  authorizes  the  Federal  Trade  Commission  to  employ  and  fix  the 
compensation  of  an  unlimited  number  of  employees,  attorneys  and  agents  and 
exempts  such  employees  from  the  requirements  of  the  existing  Civil  Service 
Law. 

Sections  31  and  32  deal  with  the  separability  of  provisions  and  the  effei-tive 
date  of  the  Act. 

If  you  desire  more  copies  of  this  communication  or  of  the  printed  copies  of 
the  Bill,  they  will  be  furnished  to  you  upon  application. 
Faithfully  yours,  ^ 

Richard  Whitney,   President. 


CoMMiTTEB  Exhibit  No.  Ill,  Februaky  26,  1934 

New  York  Stock  Exchange. 

Office  of  the  President, 
New  York,  Februarn  Ui,  193'i. 

To  the  Prcsidcnt>i  of  All  Listed  Corporations: 

I  enclose  herewith  a  copy  of  the  bill  introduced  into  the  Congress  on  Feb- 
ruary 9,  1934,  whicli  proposes  the  enactment  of  the  "  National  Securitie-s^ 
Exchange  Act  of  1934." 

This  bill,  while  purporting  to  regulate  stock  exchanges,  in  fact  contains  so 
many  provisions  which  would  seriously  affect  listed  corporations  and  their 
officers,  directors,  and  principal  stockholders  that  I  have  taken  the  liberty 
of  sending  you  a  copy  and  invite  your  attention  to  the  following  sections 
of  the  bill. 

Sec.  11  (page  14)  requires  corporations  which  are  listed  upon  an  exchange 
to  tile  with  the  Federal  Trade  Commission  a  registration  statement.  Inasmuch 
as  the  bill  l)ecomes  effective  on  October  1st  and  this  section  provides  that  the 
registration  statement  must  be  filed  with  tl)e  Federal  Trade  Commission  thirty 
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days  before  it  becomes  effective,  the  last  day  on  which  listed  corporations 
could  comply  with  this  provision  would  be  September  1,  1934 

The  registration  statement  must  include  an  undertaking  by  the  corwration 
to  abide  by  all  future  rules  and  regulations  made  by  the  Federal  Trade  Com- 
mission and  an  agreement  not  to  lend  any  funds  in  the  money  market  or  to 
any  person  who  transacts  a  business  in  securities  except  in  accordance  with 
the  regulations  of  the  Federal  Trade  Commission. 

Furthermore,  elaborate  financial  and  other  statements,  not  only  for  current 
years  but  also  for  preceding  years,  must  be  filed,  many  of  which  must  be 
certified  by  indei>endent  public  accountants.  Finally,  the  Federal  Trade  Com- 
mission IS  authorized  to  demand  such  other  infonnation  as  the  Commission 
may  require  as  necessary  and  appropriate  in  the  public  interest  or  for  the 
protection  of  investors. 

This  same  section  apparently  would  allow  a  corporation  which  was  once 
registered  wiUi  the  Federal  Trade  Commission  to  withdraw  from  registration 
only     upon  such  terms  as  the  Commission  may  fix  ". 

See.  12  (page  16)  deals  with  annual  and  other  reports  and  requires  every 
listed  c-orporation  to  file  with  the  Exchange  and  tiie  Commission  in  such  form 
as  the  Commission  may  prescribe: 

(1)  Such  information  and  documents  as  the  Commission  may  require  to 
keep  reasonably  current  the  information  previously  filed  • 

(2)  Annual  and  quarterly  reports,  including  both  a  balance  sheet  and 
^^^'^o\  'i^}     i2f  statement  certified  by  independent  public  accountants  • 

U)   Monthly  reports  including  among  other  things,  a  statement  of  gross 
sales  or  gross  income ;  and 

(4)   Such  other  reports  and  at  such  times  as  the  Federal  Trade  Commis- 
sion may  require. 
The  unlimited  character  of  the  reports  which  may  be  required  under  this 
section  IS  not  apparent  unless  subdivisions  (a)  and  (b)  of  Sea  18  (page  21)  are 
read  in  connection  with  Sees.  12  and  13. 

Sec.  18  (a)  gives  the  Commission  power  to  prescribe  the  form  and  contents 
of  the  statements  and  reports  which  must  be  filed  by  corporations  and  allows 
^^  A-  ?^  ^^  accounting,  technical  and  trade  terms  used  in  the  Act 
Subdivision  (b)  permits  the  Federal  Trade  Commission  to  prescribe  the  forms 
which  must  be  used;  the  items  and  details  to  be  shown  in  the  balance  sheet 
and  earning  statement,  and  also  the  methods  to  be  followed  in  the  preparation 
of  accounts,  m  the  appraisal  and  valuation  of  assets  and  liabilities  in  the 
deterimnation  of  depreciation  and  depletion,  in  the  differentiation  of  recurring 
and  non-recurring  income,  and  in  the  differentiation  of  investment  and  operating 
income.  The  Commission  may  also  require  consolidated  statements  of  ac- 
counts with  any  person  directly  or  indirectly  controlling  or  controlled  bv  the 
listed  corporation  or  with  any  person  under  direct  or  indirect  common  control 

hv  d'lfinu  r^^'-,  l\  "^  ^^  ''''"'  ^'''^"^'^^  ''"^  prohibits  any  person  (and  this  term 
by    definition   includes   any    corporation)    soliciting   any    proxy    or    consent  or 

sl^n  I'^hnvp'rin  flf^r'^^f  f/^y"«ted  security  unless  prior  thereto  a  statement 
oi  1     !J.    ^  """^  '^u^  *,^^  Commission.     This  statement  must  be  included 

;.vo^.^  n  ""^  every  such  so  leitation  and  must  set  forth  the  purposes  of  the 
pioxy  the  persons  to  exercise  it,  their  relation  to  and  interest  in  the  listed 
Snvii^'  and  a  so  the  names  and  addresses  of  the  persons  from  whom  similar 
pioxies  are  being  solicited.  It  shall  contain  such  further  information  as  the 
Commission  may  require.  Literally  construed,  this  would  require  every  cor- 
poration sending  proxies  to  its  own  stockholders  to  send  each  of  them  a  copv  of 
Its  list  of  stockholders. 

Sec  15  (page  18)  requires  every  director,  officer  or  owner  of  more  than  5%  of 
r^^f  n^  ^  listed  security  to  file  with  the  Exchange  and  with  the  Federal 
Tiade  Commission  at  the  time  of  listin-  or  when  he  becomes  a  director  officer 
or  such  owner  of  securities  and  also  within  ten  days  after  the  close  of  each 
calendar  month  in  winch  there  has  been  any  change  in  the  amount  of  such 
securities  owned  by  him,  a  statement  indicating  the  extent  of  his  ownership 
of  such  securities  and  of  all  changes  therein  which  may  have  occurred  dm-  n? 
the  calendar  month.  * 
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It  further  prohibits  any  director,  oflScer  or  such  owner  of  securities : 

(1)  From  purchasing  such  listed  security  with  the  intention  or  expecta- 
tion of  selling  the  same  within  six  months  and  in  the  event  that  any 
transaction  is  made  within  six  months  any  profit  realized  on  it  may  be 
recovered  by  the  corporation  of  which  he  is  an  ofBcer,  director  or  stock- 
holder. The  profit  so  recoverable  is  not  the  actual  profit  realized  but  the 
difference  between  the  liighest  price  or  prices  at  which  the  security 
has  been  sold  and  the  lowest  price  or  prices  at  which  it  has  been  pur- 
chased by  said  director,  ofiicer  or  stockholder  within  the  six  months'  i)eriod. 

(2)  From  selling  such  listed  security  which  he  does  not  own  or  selling 
the  same  even  when  owned  if  actual  delivery  is  not  made  within  five  days. 

(3)  From  disclosing  any  confidential  information  to  any  person  and  if 
any  profit  is  made  by  any  person  who  shall  have  receivet"  confidential  in- 
formation it  can  be  recovered  by  the  corporation.  The  metLod  of  calculat- 
ing the  profit  so  recoverable  is  similar  to  the  method  employed  in  deter- 
mining the  profits  realized  by  ofiicers,  directors  or  principal  stockholders 
buying  and  selling  within  six  months. 

Sec.  17  (page  20)  provides  that  any  i)erson  who  shall  make,  or  any  person, 
including  any  director,  oflScer.  accountant  or  agent  of  a  coriwration.  who  shall 
be  responsible  for  making  any  .statement  in  any  report  or  document  filed  with 
the  Federal  Trade  Commission  which  statement  "  is,  in  the  light  of  the  cir- 
cujnstances  under  which  it  was  made,  false  or  misleading  in  respect  of  any 
matter  sufficiently  important  to  influence  the  judgment  of  an  average  investor  " 
liable  to  any  person  who,  while  ignorant  of  the  falsity  of  such  statement,  shall 
purchase  or  sell  any  security  the  price  of  which  may  have  been  affected  by 
such  statement.  The  person  sued  will  not  be  liable  if  he  can  sustain  the  bur- 
den of  proof  that  he  acted  in  good  faith  and  in  the  exercise  of  reasonable  care 
had  no  gi'ound  to  believe  that  such  statement  was  false  or  misleading.  Other- 
wise, he  will  be  liable  in  an  amount  equal  to  the  difference  between  the  price 
paid  and  the  lowest  price  at  which  the  security  shall  have  sold  for  ninety  days 
before  and  ninety  days  after  any  purchase  or,  in  the  case  of  a  sale,  the  differ- 
ence between  the  price  realized  and  the  highest  price  at  which  the  security 
shall  have  sold  for  ninety  days  before  and  ninety  days  following  the  sale. 
Such  amount*;  can  apparently  be  rtniovered  irrespective  of  the  actual  damages 
suffered  by  the  person  bringing  suit,  and  he  can  sue  each  director,  officer  and 
stockholder  if  more  than  one  was  responsible  for  making  the  statement.  The 
right  of  a  person  to  sue  does  not  depend  upon  whether  he  may  have  seen  or 
relied  upon  the  false  statement  and,  therefore,  all  stockholders  who  bought  or 
sold  would  presumably  have  a  right  of  action  against  all  officer.^  directors  and 
principal  stockholders  who  made  or  were  responsible  for  making  such 
statement. 

Sec.  18  (page  21)  which  confers  .si>ecial  powers  on  the  Federal  Trade  Com- 
mission, has  been  referred  to  in  connection  with  Sees.  11  and  12.  These  powers 
are  so  extensive  that  the  Federal  TiMde  Couunission  might  dominate  and 
actually  control  the  management  of  each  listed  corporation. 

Sec.  19  (page  24)  makes  every  person  who  controls  another,  through  stock 
ownership,  agency  or  otherwise  or  through  any  agreement  or  understanding, 
liable  for  the  acts  of  the  controlled  person  to  the  same  extent  as  if  such  acts 
were  his  own.  In  like  manner,  the  acts  of  any  spou.se  or  of  a  child  or  parent 
residing  with  a  person  may  be  imputed  to  such  person  for  the  pui-pose  of 
(ietennining  liability  under   the  Act. 

Sec.  20  (page  25)  provides  means  by  which  the  Federal  Trade  Commission 
may  enforce  its  rules  and  regulations  and  while  Sec.  23  purports  to  give  any 
aggrieved  person  the  right  of  reviewing  decisions  of  the  Commission  by  appeal 
to  the  courts,  the  value  of  this  remedy  is  limited  by  the  provision  that  the 
findings  of  the  Commission  as  to  the  facts,  if  supported  by  evidence,  shall  be 
conclusive. 

Sees.  21  and  22  (page  26)  provide  that  all  hearings  by  the  Commission  shall 
be  public  and  that  all  reports  or  documents  filed  with  the  Commission  shall  be 
public  records.  In  effect,  therefore,  all  statistical  data  and  all  information  in 
regard  to  trade  practices  of  the  affairs  of  listed  corporations  which  the  Federal 
Trade  Commission  has  the  right  to  require  must  be  made  available  to  the 
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public    irrespective   of   whetlier   such   information    may    adversely   affect    Hip 
"Suor?    '    ''''^    corporation    by    furnishing  ^afuaWe'YntrmSn    to 

of^«9^^fSA  ^^^^^  ^^  provides  criminal  penalties  which  may  amount  to  a  fine 
of  $25,000  or  miprisonment  for  ten  years  or  both  for  any  violation  of  any  pro 
vision  of  the  Act  or  for  any  violation  of  any  rule  or  regulation  that  ma?  at  anv 
time  be  adopted  by  the  Federal  Trade  Commission  *''"*"  '^^^  "^'^^  ^^  ^^^ 
pffT^f  u!l%  P''*^^^«i«^?  of  the  Act  deal  primarily  with  security  markets  and  will 
sSuritles  ^^^■I*^^'^'^*^^^  ^"ly  indirectly  by  destroying  the  market  fo?tS 
I  have  taken  the  liberty  of  addressing  you  because  the  prevalent  belief  that 
the  bill  applies  only  to  stock  exchanges  and  dealers  in  secm^Tios  hL  led  manv 
people  to  overlook  the  provisions  which  it  contains  directirSTng  Jornorition^ 
and  ^"J^^X^m/y^^^^  to^th    control  of  the  Federal  Trade  ComSifn!''^' 

RicHAKD  Whitney,  President. 


CoMMii-TEB  Exhibit  No.  11_,  Febbuaky  26,  1934 

MEMOE.\NDUM  IN  REGARD  TO  EFFECT  OF  NATIONAL  SECURITIES  EXCHANGE  APT  OK 
PERSONS  OB  FIRMS  NOT  MEMBERS  OF  AN  EXCHANGE  AND  OX  Col^O^^o^S  WHOSE 
SECURITIES  ABE  NOT  LISTED  ON  ANY  EXCHANGE  CORPORATIONS   WHOSE 

The  National   Securities   Bxchanse  Act   of  1934,   if  enacted   into  Inw    will 
st^r  UT^  lIsfeT'oir.?;""^  '^"  "^^"^.'^^-^  '''''  all\.o%o"a?ions\vi:>^ 

^s:i::j^^:^^j-i  -™^-  ^^  -  -nange  Za':^z^:s^ 

Sec.  14  of  the  bill  gives  the  Federal  Trade  Commission  power  to  reeuHfe 
tile  making  or  creating  of  an  over-the-counter  market  in  any  srcuritv  whethe? 
or  not  listed  on  a  national  securities  exchange.  The  sectSn  prov  L  that  it 
shall  be  un  awful  for  "any  person  singly  or  in  concert  S  o  he  .fto  make  ui 
of  the  mails  or  of  any  means  or  instrumentality  of  commui  ica  ion  S-  trans 
por  tation  in  interstate  commerce  for  the  purpose  of  makh  go  creating  oi" 
enabling  another  to  make  or  create,  a  market  for  any  sec-ui-ity  whether  o?' not 
registered  on  a  national  securities  exchange,  without  complV  Tie  w1?h.rh 
rues  and  regulations  as  the  Commission  mfy  presSe  asTppoprirte  in  the 
public  interest  or  for  the  protection  of  investors  "  appiopuate  in  the 

The  term  "person"  as  defined  in  sub-division  9  of  Sec   3    includes  an  inrii 
"l"e?\TrmTes^;r"SSi  ?""^^^^^^"  ^'^^  miin?rrpo'.rero'ian1^aUon: 

nS^^rseriLre^chlnge^"^  ^•"^^^"^^-  ^^  ^^^  --•^^■^'  not^lls^l^X '^^ 

in^r  ti^U  Tn^^:rT^SLS.^--li^r^;SZe  rr  nS 
extend  or  maintain  credit  on  a  security  listed  on  such  an  exchang?  e?cidS 

secnrltv  listed  „„  a  ,„„l„„,,i  secmUles  eLh„„i™n  an   ,,  munt  SLeS  "tlie 
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credit  on  unlisted  securities,  and  it  limits  the  credit  which  can  be  extended  on 
listed  securities.  Finally,  it  prohibits  any  person,  whether  or  not  such  i^rson 
transacts  a  business  in  securities  through  a  member  of  a  national  securities 
exchange,  from  lending  on  listed  securities  an  amount  exceeding  the  amount 
which  a  member  of  a  national  securities  exchange  could  lend,  unless  the 
borrower  states  that  he  has  owned  such  securities  outright  for  more  than  thirty 
days. 

Sec.  7  provides,  among  other  things,  that  it  shall  be  unlawfvd  for  any  person 
who  transacts  a  business  in  securities  through  a  member  of  a  national  securities 
exchange — 

(a)  To  borrow  on  any  security  listed  on  a  national  securities  exchange 
from  any  person  other  than  a  member  bank  of  the  Federal  Reserve  System ; 

(b)  To  permit  the  aggregate  indebtedness  of  such  person,  including  cus- 
tomers' deposits,  to  exceed  such  percentage  of  the  net  current  assets  owned 
by  the  borrower  and  employed  in  the  business  not  exceeding  1,000  per 
centum  as  the  Commission  may  by  rules  and  regulations  prescribe ; 

(c)  To  use,  if  a  broker,  the  capital  employed  in  the  business  to  carry  or 
finance  the  carrying  of  securities  for  himself  or  for  others  than  bona  fide 
customers  excluding  any  partner  or  employee  of  such  broker. 

The  term  "  broker  "  is  defined  in  subdivision  4  of  Sec.  3  as  meaning  any 
person  engaged  in  a  business  of  effecting  transactions  in  securities  for  the 
account  of  others. 

Subdivision  (7)  of  Sec.  8  (a)  makes  it  unlawful  for  any  person,  by  the  use 
of  tho  mails  or  any  means  or  instrumentality  of  interstate  commerce,  or  of 
any  facility  of  any  national  securities  exchange  to  engage  in  any  series  of 
transactions  or  in  any  operation  for  the  purchase  and  sale  of  any  security 
listed  on  a  national  securities  exchange  which  has  the  purpose  or  effect  of 
pegging,  fixing,  or  stabilizing  the  price  of  such  security  Avithout  having  prior 
thereto  reported  to  the  exchange  authorities  and  to  the  Commission  such  infor- 
mation regarding  the  purpose  and  nature  of  such  transactions  or  operations, 
the  details  thereof  and  the  per.son  or  persons  interested  tlierein  as  the  Commis- 
sion may  prescribe. 

Subdivision  (9)  of  Sec.  8  (a)  also  forbids  any  person  to  effect  by  use  of 
the  facility  of  any  national  securities  exchange  any  transaction  whereby  a  put, 
call,  straddle  or  other  option  or  privilege  is  acquired. 

Sec.  9  prohibits  any  person,  by  use  of  any  means  or  instrumentality  of  inter- 
state commerce  or  of  the  mails  or  of  any  facility  of  any  national  securities 
exchange  from  effecting  a  short  sale  of  any  listed  seciirity  or  giving  a  stop-loss 
order  with  resi^ect  to  sucli  security  except  in  accordance  with  rules  prescribed 
by  the  Commission.  It  also  forbids  the  use  in  connection  with  the  purchase  or 
sale  of  any  listed  security  of  any  device  or  contrivance  which  the  Commission 
may  find  detrimental  to  the  public  interest  or  to  the  proper  protection  of 
investors. 

Sec.  10  forbids  any  member  of  a  national  securities  exchange  or  any  person 
who  engages  in  the  business  of  effecting  transactions  in  securities  for  the  ac- 
count of  others  through  a  member  of  a  national  securities  exchange  to  act  as  a 
dealer  in  or  underwriter  of  securities  whether  or  not  registered  on  any  national 
securities  exchange. 

Sec.  15  requires  every  director  or  oflBcer  of,  and  every  person  OAvning  as  of 
record  or  beneficially  more  than  5  per  centum  of  any  class  of  securities  of,  any 
corporation  which  has  any  security  listed  on  a  national  securities  exchange : 

(1)  To  tile  with  the  exchange  and  with  the  Commission  at  the  time  of 
the  listing  of  the  security  or  at  the  time  he  becomes  a  director,  ofiicer 
or  owner  of  over  5  per  centum  of  any  class  of  the  securities  of  such 
corporation,  the  amount  of  all  securities  of  the  corporation  which  he 
owns,  and 

(2)  Within  ten  days  after  the  close  of  each  calendar  month,  to  file  a 
notice  of  any  change  in  such  ownership  occurring  during  the  month. 

Sec.  15  also  prohibits  any  .such  director,  officer  or  owner  from  purchasing 
any  listed  security  of  sucii  corporation  with  the  intention  or  expectation  of 
selling  the  same  within  six  months;  and  any  profit  made  by  such  person  on 
any  transaction  in  such  listed  security  extending  over  a  period  of  less  than 
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six  months  shall  inure  to  and  be  i-ecoverable  by  the  issuer,  irrespective  of  any 
intention  or  expectation  on  his  part  in  entering  into  such  transaction  of  holding 
the  security  purchased  for  a  period  exceeding  six  months.  T!ie  prolit  so  re- 
coverable shall  be  calculated  on  the  sale  or  sales  by  such  person  of  such 
security  made  at  the  highest  price  or  prices  and  on  the  purchase  or  purchases 
made  by  such  person  of  such  security  at  the  kwest  price  or  prices  during 
the  six  months'  period,  irrespective  of  the  certificates  for  such  security  received 
or  delivered  by  such  person  during  such  period. 

Sec.  18  (c)  gives  the  Federal  Trade  Commission  authority  to  prescribe  such 
rules  and  regulations  for  persons  transacting  a  business  in  securities  through 
members  of  a  national  securities  exchange  as  it  may  deem  necessary 

Sec.  28  forbids  any  broker  or  dealer,  directly  or  indirectly,  to  make  iise  of  the 
mails  or  of  any  means  or  instrumentality  of  transportation  or  communication 
m  interstate  commerce  for  the  purpose  effecting  on  a  foreign  exclaii-e  any 
transaction  in  any  security  the  issuer  of  which  is  a  resident  of,  or  is  orglinizecl 
under  the  laws  of,  or  has  its  principal  place  of  business  in,  a  place  subject  to 
the  jurisdiction  of  the  United  States  except  in  accordance  with  such  rules 
and  regulations  as  the  Commission  may  prescribe. 

Only  the  most  important  provisions  of  tlie  bill  which  affect  non-members 
of  an  exchange  and  unlisted  corporations  have  been  summarized  above  The 
bill  contains  many  other  provisions  which  may  affect  persons  who  are  not 
members  of  any  national  securities  exchange  and  corporations  whose  stock 
IS  not  listed  on  any  such  exchange. 

Committee  Exhibit  No.  113,  February  26,  1S34 

Answers  submitted  by  New  York   Stock   Exchange   to   the  questions  asked 
of  It  by  counsel  for  the  United  States  Seuate  Committee  on  Banking  and  Cur- 
rency (such  questions  being  in  the  form  agreed  to  in  conferen-es  with  members 
of  the  staff  of  the  counsel  to  the  Committee  and  the  representatives  of  the  Ex- 
change in  conferences  held  in  New  York  City  on  October  10th  and  11th) 
A.  Give  the  following  data  for  a  current  date: 
1.  Number  of  members   of  the  New   York   Stock  Exchange 
Ansiver.— As  of  October  17,  1923,  the  authorized  membership  of  the  Exchange 
was  1,375,  classified  as  follows : 

Memberships  of  deceased  members lo 

Suspended  for  insolvency IZ_" I  ~        i 

Suspended  for  cause "_~ ~~         i 

Expelled    member ~ ~~~ ^ 

Members  in  good  standing I_I_I II 1362 

Total _ -^^ 

1  1^^^^  A*^  February  7,  1929,  the  authorized  membership  of  the  Exchange  was 
l,lUU  As  of  that  date  the  membership  was  increased  to  1.375,  each  existing 
member  being  given  a  right  to  one-quarter  of  one  of  the  new  memberships 
Iwo  hundred  and  thirty  of  such  new  memberships  were  transferred  during 
the  year  1929 ;  nineteen  in  1930 ;  eight  in  1931 ;   and  eighteen  in  1932 

2a.  Estimate  the  number  of  members  considered  as  acting  primarily  as 
traders  for  their  own  account. 

Answer.—Basea  on  a  census  taken  on  August  25.  1933,  the  estimated  number 

IS  OD. 

2b.  Estimate  the  number  of  members  considered  as  acting  primarily  as  floor 

is  289*^^*  ■~'^^^^^  ""^  "^  '^''"^"'''  ^'""^^^"^  """  August  25,  1933,  the  estimated  number 

2c.  Estimate  the  number  of  members  present  on  the  floor 
r,ri^fZT^^^^J^^''''^^^  ""^  activity,  such  as  in  June  1933,  the  number  would  ap- 
proximate  1,100:   in   less   active   times   between   900  and   1,000-   and   in    dull 
times,  particularly  at  vacation  seasons,  the  number  might  be  reduced  to  about 

fhf^fl  ^^^A"J"^^''  ?^  members  who  do  not  maintain  regular  representation  on 
the  floor  of  the  Exchange,  giving  the  names  and  addresses 

Ansiver —Based  on  the  census  taken  on  August  25,  1933,  the  estimated  num- 
ber is  186,  composed  of  10  deceased  members,  one  member  suspended  for  in- 
solvency, one  member  suspended  for  cause  and  174  inactive  members  in  good 
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standing.  The  names  and  addresses  of  such  members  is  annexed  hereto  as 
"  Schedule  A". 

2e.  Number  of  registered  firms  carrying  margin  accounts  for  customers  and 
number  of  memberships  held  by  such  firms. 

Ansicer. — On  September  30,  1933,  there  were  447  firms  carrying  margin 
accounts  for  customers,  such  firms  had  602  members  of  the  Exchange  as  gen- 
eral partners  and  13  members  of  the  Exchange  as  special  partneis. 

2g.  Names  of  all  member  houses  engaged  exclusively  in  handling  odd  lot 
transactions. 

Carlisle.  Mellick  &  Co. 
DeCoppet  &  Doremus 
Jacquelin  &  DeCoppet. 

C.  Obtain  from  all  odd  lot  houses  the  number  of  shares  bought  and  the 
number  of  shares  sold  by  them  during  the  period  April  1,  1933  to  July  31,  1933, 
inclusive. 

Answer. — I  understand  that  this  information  will  be  sought  directly  from 
the  odd  lot  houses. 

K.l.  Give  the  names  of  all  members  who  acted  as  specialists  on  October  1, 
1929  and  July  1,  1933.     Give  the  names  of  the  securities  assigned  to  each. 

Answer. — As  explained  to  Messrs.  Schenker  and  Flynn,  the  Exchange  has  no 
records  for  the  dates  in  question.  Attached  hereto  is  the  nearest  information 
which  the  Exchange  possesses,  i.e.,  a  list  of  the  specialists  and  the  stocks  in 
which  they  specialized  which  was  published  on  October  14,  1930  and  a  proof 
copy  of  a  revision  of  this  list  which  gives  the  data  as  of  October  1933.  See 
Schedule  A-1  hereto  annexed. 

K.2.  Furnish  copies  of  all  provisions  in  the  constitution  and  by-laws  of  the 
New  York  Stock  Exchange  relating  to  specialists  in  effect  on  December  31, 
1929,  and  copies  of  all  amendments  subsequent  thereto  up  to  August  31,  1933. 

Answer. — A  copy  of  the  constitution  and  rules  showing  all  amendments  was 
furnished  to  Messrs.  Schenker  and  Flynn  on  October  11,  1933. 

K.3.  Give  names  of  all  specialists  who  have  been  subjected  to  formal  warn- 
ing, trial,  or  disciplinary  action  of  any  nature  or  character  whatsoever  by  any 
committee  or  governing  body  of  the  Exchange  for  the  period  from  January  ], 
1928  to  September  1,  1933.  In  each  case  state  the  date,  the  nature  of  the 
alleged  violation  and  the  disposition  thereof. 

Answei: — See  "  Schedule  B  "  hereto  annexed. 

L.  Give  the  following  data  for  each  of  the  years  from  1929  to  1933,  in- 
clusive : 

1.  Number  of  persons  employed  by  Committee  on  Publicity  of  the  New  York 
Stock  Exchange. 

Anstver. — 

1929 12 

1930 15 

1931 15 

1932 15 

1933 14 

This  includes  all  persons  employed,  although  some  were  part-time  em- 
ployees. 

L.3.  Number  of  i)ersons  employed  by  the  department  of  the  economist  of 
the  New  York  Stock  Exchange. 

Anstver. — 

1929 12 

1930 15 

1931 9 

1932 9 

1933 12 

This  includes  all  persons  employed,  although  some  of  them  were  only  part- 
time  employees. 

L.4.  Total  yearly  expenditures  by  the  New  York  Stock  Exchange  for  all 
of  the  above  enumerated  purposes. 

Answer. — See  "  Schedule  C  "  hereto  annexed. 

L.5.  Total  number  of  Presidents'  addresses  or  statements,  year-books,  annual 
reports  of  the  President,  and  similar  publications  circulated  or  distributed 
by  the  Exchange  or  any  of  its  subsidiaries. 
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Ansiccr. — 


Vear 

Number 
of  pam- 
phlets 

Approximate 

number  of 

copies 

Year 

Number 
of  pam- 
phlets 

Approximate 

number  of 

copies 

1929 

11 
13 
12 

466,  000 

790,  000 

2,  250,  000 

1932 

6 
3 

1930 

1933  (to  Oct.  1).. 

260.000 

1931 

55,000 

Note. 


at  the  Wa.shiiistoii's 
Pai-i.s.   Paris,    Fiance. 


I..6.  The  titles  and  d.-ites  of  all  such  publications 

Ans>rer~The  followin.u'   is   a   list   of   the   titles   of   tlie   foregoin^i'   addre.sses 
statenients,   etc.,   together  with   a  statement  of  the   number  of  copies  of  each 
pun-liased  by  the  Exchange.     The  estimate  of  the  amount  distributed  contained 
in  the  foregoing  answer  has  been  based  upon  these  figures,  l)ut,  naturally  there 
a'eniiiins  m  st(iek  a  cou'^iderable  number  of  each  pamphlet. 

1929 
Finnticing  Industrial    Development 

(Address   by   E.    H.    H.    Simmons,    President,    before   The   Atlanta 
C  bamber  of  Commerce.  Atlanta.  Georgia.  Jaiuiarv  18   19-^9  ) 

Heal  Estate  and  the  Capital  Market " ' 

(Address  I)y  E.  H.  H.  Simmons.  President.  at"tbe  AnmiarB.inquet 

'>  1929^*"        ''^^*^  ^''''""*^  "^"  ^'^"'  '^'*''"^'  ^^  ^^*'"'  ^''^'^  ^''^■''  J^^'>»'"'"'>" 

An  Indissoluble  Friendsliiit 

(Address  by  E.  H.  11.  Simmons.  President 
Birthday  Dinner  of  The  American  Club  of 
F'ebruary  22,  1929.) 

Old   and    New   Amstenbim 

(Address  by   E.   II.   H.    Simmons,   Pre'sideniy  at'a" biiineroflhe 
Amsterdam  Stock  Exchange  Committee.  Amsterdam.   Holland.   Feb- 
ruary 2b.  1929.) 
Stock    Market   Loans 

/-^'^^l^'f •!'•''  '•>'  K-  H-  H.  Simmons.  PresTd7nt7artl7e"An7uaTDi"nner 
o1  til'-  Chicago  Stock  Exchanae.  May  9,  1929  ) 

Rejxn-t  of  the  President i ^ 

(By  E.  H.  H.  Shnmons;  May,  1929.) 

^peevdation   in   Securities __'_ 

(Address  by  E.  H.  H.  Simmous."presidenrbeforrtlTrNew"Hamp~ 
suire  Bankers  Asso(  iatioii.  at  Manchester,  NH     Mav  '>4    ig'^O  ^ 

Stabilizing    American    Business ' '_  "  '      ~ 

r  Address  by  E.  H.  H.  Simmons."  Presi^lVnt7a7nie"ThirtV-;[xth 
Annual  (■cmvention  of  the  Virgina  Bankers  Association.  Old  Point 
<  omfort.  Virginia.  June  20,  1929.) 

New  Asi)ects  of  American  Corporate  Finance 

(Address   by   E.    H.    II.    Simmons,   Presidwit,   at~"the   Thirt"v-third 
Annual  Convention  of  The  Indiana  Bankers  Association,  at  Evans- 
viile,  Indiana.  September  11.  1929  ) 
Statement  and  Report  of  the  Special  Committee  on  Stock  DiN  idends 
(E.  II.  II.  Simmons.  President;  September  11    1929) 

>ew  York  Stock  Exchange  Yearbook 

f  December,   1929.)  ~ 

19.30 

"^Nine^"" '^'"^  ^"''"'''"■^  "^  """  ^^''''^  Mai'ket  Crisis  of  Nineteen  Tweuty- 

•  '^'If^i'^^sj^^'  E-  H.  il.  slmmo"ns.~Pr;sr(?e~nt7befm-rThe"Traas~^^^^^^^^      207.  oOO 
V.'v',.       'or^  i;iie  Pennsylvania  Railroad.  Philadelphia,  Pennsylvania, 


ynmbe.) 
purcliased 

22.  000 


5,  150 

47.  100 

6.050 

143. 500 

62,  500 
62,  000 

57,  000 

50,  100 

1.700 
10,  51X) 
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Kumher 

pui  viumed 

The  Evolution  of  Stock  Exchanges 8,  000' 

( Address  by  E.  H.  H.  Simmons,  President,  at  a  Dinner  of  the  Hart- 
ford Stock  Exchange,  and  the  Connecticut  Investment  Bankers'  Asso- 
ciation, Hartford.  Connecticut,  Felnuary  28,  1930.) 

Distribution  of  Securities  Throu.ijh  the  Stock  Market 1.  0(X> 

(By  J.  E.  Meeker,  Economist.  Reprinted  from  New  York  Evening 
Post  of  December.  1928.  in  March,  1930.) 

Italy  and  America ; ;-B,  iQ(i 

(Address  by  E.  H.  H.  Simmons,  President,  before  the  General 
Bankers  Confederation  of  Itaiy,  Milan,  Italy,  April  9,  1G30.) 

Some  Aspects  of  Modern  American  Finance 9.6:0 

(Address  by  p].  H.  H.  Simmons.  President,  before  the  Zurich  Stock 
Exchange  Association,  at  Zuricli.  Switzerland,  April  11.  1930.) 

Financing  American  Industry  and  Other  Address'i.s 10,  250. 

(Collection  of  addresses  of  E.  H.  H.  Simmons.  President.  April, 
1930.) 

Education  and  American  Business 4,  300 

(Address  by  E.  II.  H.  Simmons.  Priesident,  at  the  Annual  Dinner  of 
the  Columbia  University  School  of  Business  Alumni  Association,  at 
the  Columbia  University  Club,  New  York,  N.Y..  April  28.  1930.) 

Report  of  the  President 62,  700 

(By  E.  H.  H.  Simmons;  May,  1930.) 

The  work  of  the  New  York  Stock  Exchange  in  the  panic  of  1929 110,600 

(Address  by  Richard  Whitney.  President,  before  the  r>oston  Asso- 
ciation of  Stock  Exchange  Fii-ms,  at  the  Algonquin  Club,  Boston. 
Massachusetts,  June  10,  1930.) 

Trade  depressions  and  stock  pjinics 180,  OOt 

(Address  by  Richard  Whitney,  President,  before  the  Merchants" 
Association  of  New  York,  at  the  Hotel  Astor,  New  Y(»rk,  N.Y.,  Sep- 
tember 9,  1930.) 

A(  counting  for  investors 6,  9<)0> 

(Address  by  J.  M.  B.  Iloxsey.  Executive  Assistant  to  the  (.ommittee 
On  Stock  List  to  The  American  Institute  of  Arc(mntants,  Colorado 
Springs,  Colorado,  September,  1930.) 

Speculation 132,  000 

(Address  by  Richard  Whitney,  President,  before  the  Illinois  Cham- 
ber of  Commerce,  at  the  Hotel  Stevens,  Chicago,  Illinois,  October  10. 
1930.) 

New  York  Stock  Exchange  Yearl)ook ' 10.  30O 

(December,  1930.) 

1931 

The  place  of  the  Stock  Exchange  in  American  business 15.  40O 

(Address  by  Ricliard  Whitney,  Pi-esident.  before  the  New  York 
State  Bankers  Association,  at  the  Hotel  Roosevelt.  New  York  City. 
January  22,  1931.) 

Measuring  the  Stock  Market 20,  500 

(Address  by  J.  Edward  Meeker,  Economist,  before  the  American 
Statistical  Association,  Cleveland,  Ohio,  December  30,  1930.) 

Public  opinion  and  the  Stock  Market 145,  000 

(Address  by  Richard  Whitney,  President,  before  the  Boston  Cham- 
ber of  Commerce,  Boston,  Massachusetts,  January  29,  1931.) 

Business  honesty 336,  COO 

(Address  by  Richard  Whitney,  President,  before  the  Philadelphia 
Chamber  of  Commerce,  at  the  Bellevue-Stratford  Hotel,  Philadelphia. 
Pa..  April  24,  1931.) 
Statement  on  Investment  Trusts  (Management  Type)  Special  Require- 
ments for  Listing  Investment  Trust  Securities 12.  (Kio 

(April,  1931.) 

Report  of  the  President 63,  5(X> 

(By  Richard  Whitney:  June,  1931.) 

Economic  law  in  business 365,  50O 

(Address  by  Richard  Whitney,  President,  before  the  Merchants' 
Association  of  New  York,  at  the  Hotel  Astor,  New  York,  September 
17,  1931.) 


7292 


STOCK   EXCHANGE   PRACTICES 


Numher  purcliased 

The  Stock  Exchange  and  the  Investment  Trusts 1,  050 

(Address  by  George  L.  Tirrell,  Chief  Examiner  of  the  Committee 
on  Stock  List,  before  The  National  Association  of  Securities  Com- 
missioners, Oklahoma  City,  September  25,  1931.) 

Short    Selling 743,  500 

(Address  by  Richard  Whitney,  President,  before  the  Hartford 
Chamber  of  Commerce,  Hartford,  Connecticut,  October  16,  1931.) 

Short  Selling  and  Liquidation 527,500 

(Address  by  Richard  Whitney,  President,  before  the  Syracuse 
Chamber  of  Commerce,  Syracuse,  New  York,  December  15,  1931.) 

Statistics  in  Regard  to  Short  Selling 25,000 

(May  25-November  30,  1931.) 

New  York  Stock  Exchange  Yearbook 9,800 

(December,  1931.) 

1932 

Statement  of  Richard  Whitney,  President  (Jutliciary  Committee) 1,  GOO 

(February,  1932.) 

Statement  of  Richard  Whitney,  President 84,000 

(Before  the  Committee  on  Finance  of  the  United  States  Senate  in 
regard  to  the  Revenue  Act  of  1932,  H.R.  10236,  entitled  "An  Act  to 
Provide  Revenue,  Equalize  Taxation  and  for  Other  Purposes,"  April 
15,  1932.) 

Statement  of  Richard  Whitney,  President 41,  (X)0 

(Made  to  the  Governing  Committee  and  the  Membership  in  regard 
to  the  investigation  of  stock  exchange  practices  by  the  Committee  on 
Banking  and  Currency  of  the  United  States  Senate,  August  24, 
1932.) 

"The  New  York  Stock  Exchange 74,  000 

(Address  by  Richard  Whitney,  President,  before  the  Industrial 
Club  of  St.  Louis,  and  the  Chamber  of  Commerce  of  St.  Louis,  at 
St.  Louis,  Missouri,  September  27,  1932.) 

Report  of  the  President 64,500 

(By  Richard  Whitney;  November,  1932.) 

New  York  Stock  Exchange  Yearbook: 9,000 

(November,  1932.) 

1933 

AVriting  down  assets  and  writing  off  losses 9,  500 

(Address  by  J.  M.  P>.  Hoxsey.  Executive  Assistant  to  the  Committee 
on  Stock  List,  to  the  Massachusetts  Society  of  Certified  Public  Ac- 
countants. Boston,  Mass.,  February  23,  1933.) 

Security  investors  and  the  future 45, 000 

(Address  by  Richard  Whitney,  President,  before  The  Cleveland 
Chamber  of  Commerce,  at  the  Hotel  Statler,  Cleveland,  Ohio, 
February  28,  1933.) 

Statement  of   Richard   Whitney,   president 5, 400 

(To  the  Board  of  Estimate  and  Apportionment  of  the  City  of  New 
York,   in   regard   to   the   proposed   New   York   City   tax   on   stock 
transfers;  September  11,  1933.) 
L.7.  The   number   of   copies   of   the   two   books — "  The   Work   of    the    Stock 
Exchange  "  and  "  Short  Selling ",  written  by  the  Economist  of  the  New  York 
Stock  Exchange,  which  were  purchased  by   the  Exchange  or  any  of  its  sub- 
sidiaries   and    were    distributed    gratis    and    the    general    nature    of    such 
distribution. 

Answer. — The  first  edition  of  "  The  Work  of  the  Stock  Exchange "  was 
published  some  years  ago  and  no  records  exist  in  regard  to  the  distribution  by 
the  Exchange.  A  revised  edition  was  issued  in  1930.  In  the  aggregate,  7.650 
were  purchased  by  the  Exchange  and  its  subsidiaries,  all  such  purchases  being 
made  through  the  Committee  on  Publicity. 

The  book  "  Short  Selling "  was  published  in  1032  and  1,.500  conies  were 
purchased  by  the  Exchange  and  its  subsidiaries,  all  through  the  Committee 
on  Publicity. 
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The  distribution  of  the  books  so  purchased  was  as  follows; 


"Short 
Selling" 


COPIES  SOLD 

To  members  or  to  employees  of  the  Exchange  and  students  of  New  York  Stock 
Exchange  Institute -.. 

COPIES  GIVEN  AWAY 

To  officers  and  employees  of  the  Exchange 

To  students  of  Stock  Exchange  Institute - 

To  the  Economics  faculties  of  colleges - - 

To  foreign  economicsts -.. - 

To  public  libraries 

To  colleges  and  other  libraries 

To  newspiipcrs.  magazines,  etc - 

To  public  officials .- ..- 

To  other  exchanges - 

To  Security  Commissioners  and  anti-fraud  agencies 

Miscellaneous,  on  hand,  etc --- 


L.9.  Furnish  copies  of  all  the  articles,  speeches,  pamphlets,  brochures  or 
writings  of  Richard  Whitney,  President  of  the  New  York  Stock  Exchange,  pub- 
lished since  1928. 

Ansivcr. — C<>l)ios  of  all  speeches,  pamphlets,  annual  reports,  etc.,  published 
by  the  Exchange  are  forwarded  herewith.  We  are  informed  that  remarks 
made  by  Mr.  Whitney  on  a  few  occasions  were  printed  and  distributed  by  the 
organizations  addressed.  They  were  not,  however,  published  by  the  Ex- 
change and  no  supply  of  such  pamphlets  is  in  the  possession  of  the  Exchange. 

M.  Give  the  following  data  for  each  of  the  years  from  1928  to  September  1, 
1933: 

1.  Names  of  bond  issues  listed  on  the  New  York  Stock  Exchange  which  have 
been  in  default  in  the  payment  of  principal  and  interest  during  such  period. 

Answer. — Such  a  list  is  in  the  course  of  preparation  and  will  be  forwarded 
as  soon  as  completed. 

M.2.  List  of  members  or  member  houses  of  the  New  York  Stock  Exchange  who 
were  suspended  for  insolvency. 

Anstcer. — Such  list  is  as  follows: 


1928 

Aug. 

M 

1029  1 

Nov. 

IS 

Dec. 

13 

1930  1 

June 

19 

Sept. 

30 

Oct. 

9 

27 

Nov. 

19 

1931   1 

Jan. 

22 

Apr. 

24 

27 

Sept. 

21 

Oct. 

1 

13 

23 

Dec. 

8 

1932  1 

Jan. 

5 

Mar. 

21 

Apr. 

29 

Name 


Spencer  W.  Aldrich 

Charles  C.  Chaffee,  Jr 

Walker  P.  Hall — 

Charles  L.  Woody,  Jr.  (Reinstated) 
Norris  B.  Henrotin  (Reinstated)... 
Q.  Lisle  Forman,  Morrison  B.  Orr. 
John  Bell  Huhn 

D.  Harry  Lake 

Arthur  C.  Hilmer 

Wilbur  F.  McWhinney 

Thomas  O.  Stockhausen 

Charles  E.  Knoblauch 

Duncan  F.  Thayer.. 

Herman  D.  Kountze 

J.  A.  W.  Iglehart 

Thomas  P.  Fowler 

Henry  R.  Coons 

Perry  B.  Strassburger 

Charles  H.  Patton 


Firm 


W.  D.  Moore  &  Co. 


Mandeville,  Brooks  &  Chaffee. 
Roberts  <fe  Hall. 


Woody  &  Co. 

J.  A.  Sisto  &  Co. 

Prince  &  Whitely. 

C.    Clothier  Jones   &   Co.    (The  customers' 

accounts  of  this  firm  were  taken  over  by 

another  firm  and  paid  in  full.) 
Bauer,  Pogue,  Pond  &  Vivian. 


Lorenzo  E.  Anderson  <fe  Co. 

Pynchon  &  Co. 

West  &  Co. 

Schuyler,  Chadwick  &  Burnham. 

Curtis  &  Sanger. 

Kountze  Brothers. 

J.  A.  W.  Iglehart  &  Co. 

Palmer  &  Co. 


Ournett  &  Co. 

Mr.  Strassburger  was  a  floor  broker  with  no 

public  customers. 
Mark  C.  Steinberg  &  Co. 
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M.3.  List  of  members   Pusijended  or  expelled  by   tlie  New  York   Sfor-k   Pv 
chauge  giving  the  dates  of  such  suspension  or  expulsion;thI  reasons  the^-eJ^T 

lnJwt7  V:  ^'^'^^  ^'^'^-  r  ^'^^^•^"^^•■^1"P'  the  names  of  such  fi?ni       '    ' 
A.n,swe}. — bee  '"Schedule  D"  hereto  annexed 

incms?vl?  ^^^  ^^"«^''"§  information  for  each  of  the  years  from  1928  to  1933, 

1.  All  committees  of  the  New  York  Stock  Exchange  and  the  names  of  the 
members  of  each  conunittee.  names  ot  tiie 

Amwer. — See  ''  Schedule  E  "  liereto  annexed. 

Schedule  A-1 

Speciausts  axd  Stocks-New  York   Stock  Exchange>-Committi:e:  op 

Arrangements 

(Corrected  to  October  14,  1930) 


CONTENTS 


Stocks  and  Specialists,  by  Stocks__ 
Speeinlists  and  Stocks,  by  Specialists 


Page 
3-57 

58-77 


STOCKS 


Abbrn. 

A 

APr 

AAC 

AB 

ABI 

ABI  Pr 

ABK 

ABK  Pr 

ABN 

ABN  Pr 

ABP 

ABS 

ABS  Pr 

ABY 

ABY  Pr 

AC 

AC  Pr 

ACC 

ACCPr 

ACD 

ACD  Pr 

ACE 

ACF 

ACJ 

ACL 

ACN 

ACNPr 

ACR 

ACS 

ACT 

ADD 

ADD  Pr 
ADE 
ADN 
ADO 
ADT 
ADT  Pr 
AE 
AE  Pr 


Post 
(2) 
(2) 

(17) 
(7) 
(5) 
(5) 

(10) 

(30) 
(4) 

(30) 
(7) 


N.  G. 

C.  H. 

D.  T. 
D.  T. 


E.  C.  Rollins  &  Co. 
E.  C.  Rollins  &  Co. 


C.  Brown  &  Co. 
J.  T.  Berdan 


J.  T.  Berdan 


Specialists 
J.  D.  Frankel  &  Co.,  W.  J.  Ehrich,  M.  E.  Monahan 
J.  D.  Frankel  &  Co     W..  J.  Ehrich,'  M.  E.  Monahan 

-Hart  &  Co.,  Ferdinand  Maver 

Patton 

Moore  &  Co.,  Palmer  &  Co 

Moore  &  Co.,  Palmer  &  Co 
Leeds  Johnson 
Miller  &  Dodge 
William.s,  Nicholas  &  Moran 
Miller  &  Dodge 
,  ,    Brinton  &  Co 

f^S   mT""  f  Thompson,  Berg,  Eyre  &  Kerr 
(dU)    Miller  &  Dodge 
(14)   Stern  &  Lowitz 
(30)   Miller  &  Dodge 
(6)    Brown  &  Gruner,  V 

(6)  V.  C.  Brown  &  Co., 
(16)   H.  Spear 
(16)   H.  Spear 

(7)  F.  H.  Douglas  &  Co. 
(7)   F.  H.  Douglas  &  Co. 

(30)  Miller  &  Dodge 

(^)  C.  F.  Young,  J.  E.  Sheridan 

(6)  E.  R.  Whitehead 

(30)  Miller  &  Dodge 

(16)  Foster  &  Friede 

(16)  Foster  &  Friede 

(13)   Adler,  Coleman  &  Co, 

(17)  Corlies  &  Booker 

mS   £•  h  '^^'^J^"^^"  *^  Co.,  Harold  M.  Cone 

dLvIs  &  fio""^  ^  ^°-'  "•  ^-  C^^Pbe"  &  Co.,  Fellowes 
(30)   Miller  &  Dodge 

(9)   Kerr  &  Armstrong 

(7)   Albert  Fried  &  Co. 
(30)    Miller  &  Dodge 
(10)   Travers  &  Clark 
(30)    Miller  &  Dorlge 

(9)   Homans  &  Co 
(30)    Miller  &  Dodge 
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Abbrn. 

Post 

AEN 

(17) 

AF 

(10) 

AFPr 

(10) 

AFG 

(15) 

AFGPr 

(30) 

AFI 

(15) 

AFW 

(8) 

AFWPr 

(8) 

AFW  VI  Pr 

(30) 

AFW  II  Pr 

(8) 

AFX 

(11) 

AG 

(6) 

AGPr 

(6) 

AGL 

(1) 

AGM 

(4) 

AGNPr 

(30) 

AGR 

(13) 

AGRPr 

(13) 

AGS 

(2) 

AGS  Pr 

(30) 

AH 

(7) 

AHP 

(9) 

AHS 

(16) 

AIN 

(13) 

AJ 

(8) 

AKL 

(11) 

AKLPr 

(30) 

AKO 

(14) 

AL 

(5) 

ALL 

(7) 

ALM 

(30) 

ALO 

(14) 

ALOPr 

(14) 

ALR 

(11) 

ALR  Pr 

(11) 

ALT 

(9) 

ALT  Pr 

(9) 

AM  A 

(13) 

AM  B 

(13) 

AM  Pr 

(13) 

AMD  Pr 

(13) 

AME 

(11) 

AMM 

(14) 

AMM  Pr 

(14) 

AMS 

(16) 

AMU 

(8) 

AMX 

(30) 

AMZ 

(17) 

AN 

(30) 

AN  Pr 

(30) 

ANC 

(30) 

ANO 

(4) 

ANO  A 

(30) 

ANR 

(30) 

AOW 

(3) 

AOW  V  Pr 

(3) 

AOW  V  Pr 

(3) 

STMPD 

AOW  VI  Pr 

(3) 

173541—34- 

-PT  1." 

STOCKS— Continued 

Specialists 
J.  E.  Greenia,  L.  G.  Salomon 
Leeds  Johnson 
Leeds  Johnson 
LaBranche  &  Co. 
Miller  &  Dodge 
LaBranche  &  Co. 
Richards  &  Co.,  Tefft  &  Co. 
Tefft  &  Co.,  Nash,  Cloud  &  Isaacs 
Miller  &  Dodge 

Tefft  &  Co.,  Nash,  Cloud  &  Isaacs 
Morgan,    Rowland   &   Co.,   Eric   H.    Marks,    Mortimer 

W.  Loewi  &  Co.,  W.  H.  Goadby  &  Co. 
Barrett  &  Co. 
Barrett  &  Co. 
Cohen  &  Streusand 
Cowen  &  Co. 
Miller  &  Dodge 
Adler,  Coleman  &  Co. 
Adler,  Coleman  &  Co. 
B.  H.  Roth,  J.  D.  Frankel  &  Co. 
Miller  &  Dodge 
Brinton  &  Co. 

Mc William,  Wainwright  &  Luce,  Perrv  B.  Strassburger 
Barbee  &  Co..  J.  C.  Bradford  &  Co. 
Hedge  &  Ellis 
Blumenthal  Bros.,  J.  Rutherfurd, 

Delaficld  &  Frothingham 
Morgan,    Howland   &.   Co.,   Eric   H.    Marks,    Mortimer 

W:  Loewi  &  Co.,  W.  H.  Goadby  &  Co. 
Miller  &  Dodge 

"   H.  Weekes,  T.  S. 
S.  Stern  berger 


Young,  G.  J.  Dolan 


S.  Rheinstcin,  H. 

G.  H.  Wilder,  H. 

Spero  &  Co. 

Miller  &  Dodge 

Smith  &  Gallatin 

Smith  &  Gallatin 

Cyril  de  Cordova  &  Bro.,  E.  de  Cordova 

Cyril  de  Cordova  &  Bro.,  E.  de  Cordova 

Drake  Brothers 

Drake  Brothers 

Adler,  Coleman  &  Co. 

Adler,  Coleman  &  Co. 

Adler,  Coleman  &  Co. 

Adler,  Coleman  &  Co. 

Howard  Boulton  &  Co. 

Sidney  Rheinstein,  T.  S.  Young,  H. 

Dolan 
Sidney  Rheinstein,  T.  S.  Young,  H. 

Dolan 
H.  G.  Campbell  &  Co.,  Fellowes  Davis  &  Co.,  Bond, 

McEnany  &  Company 
Tefft  &  Co.,  Nash,  Cloud  &  Isaacs 
Miller  &  Dodge 

Harold  M.  Cone,  F.  L.  Salomon  &  Co. 
Miller  &  Dodge 
Miller  &  Dodge 
Miller  &  Dodge 
Williams,  Nicholas  &  Moran 
Miller  &  Dodge 
Miller  &  Dodge 

Stewart  &  Co.,  A.  G.  Somers,  W.  E.  O.  Bebee 
Stewart  &  Co.,  A.  G.  Somers,  W.  E.  O.  Bebee 
Stewart  &  Co.,  A.  G.  Somers,  W.  E.  O.  Bebee 

(3)  Stewart  &  Co.,  A.  G.  Somers,  W.  E.  O.lBebee 


H.  Weekes,  G.  J. 
H.  Weekes,  G.  J. 
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STOCKS— Continued 


Abbrn. 

AOY 

APP 

APW 

APW  Pr 

AQS 

AR 

AR  Pr 

AR  VI  Pr 

ARC 

ARR 

ARR  Pr 

ARS 

ART 

ARU 

ARZ 

AS 

ASC 

ASR 

ASR  Pr 

AST 

AST  Pr 

ASU 

ASV 

ASV  Pr 

AT 

AT  B 

AT  Pr 

AU 

AU  Pr 

AUA 

AUZ 

AVC 

AW  CT 

AW  VI  Pr 

AWC 

AWW 

AWW 

AWY 

AX 

AY 

AYY 

AYY  Pr  WW 

AYY  Pr  XW 

AYY  Pr  WW 


Post 


I  Pr 


S.  Hatch,  John  M.  Hynes 
S.  Hatch,  John  M.  Hynes 
S.  Hatch,  J.  M.  Hynes 


R.  Bishop,  Henry  D.  Talbot 
R.  Bishop,  Henry  D.  Talbot 


E.  H.  Marks,  M.  W.  Loewi  & 


B 

B  Pr 

BB  A 

BB  B 

BB  Pr 

BBL 

BBLPr 

BC 

BCC 

BCH 

BCK 

BDL 

BDM 

BDM  Pr 

BDO 

BE 


(11) 

(13) 
(9) 

(14) 
(7) 
(7) 
(3) 
(1) 

(17) 

(1) 

(30) 

(3) 

XXX  (3) 

(3) 

XL     (3) 


(10) 
(30) 

(2) 

(2) 
(30) 
(30) 
(30) 
(11) 
(13) 
(30) 
(17) 

(9) 
(14) 
(30) 

(1) 
(30) 


Specialists 
(1)   Cohen  &  Streusand 
(17)   Louis  S.  Gimbel,  Jr. 

(10)  H.  W.  Goldsmith 
(30)    Miller  &  Dodge 
(30)   Miller  &  Dodge 

(11)  Alfred  Eckstein,  E. 
(11)   Alfred  Eckstein,  E. 

(11)  Alfred  Eckstein,  E. 

(12)  M.  J.  Meehan  &  Co. 

(6)  Richards  &  Heflfernan,  Hume  &  Benedict 
(30)   Miller  &  Dodge 

(7)  Albert  Fried  &  Co. 

(2)  Barbour  &  Co.,  R.  Melson,  C.  E.  Danforth 
(6)   Barrett  &  Co. 

(10)   H.  W.  Goldsmith 

(3)  J.  E.  Sheridan 

(13)  C.  Hyland  Jones 

(14)  Finch,  Wilson  &  Co.,  A. 
(14)   Finch,  Wilson  &  Co.,  A. 

(6)   E.  R.  Whitehead 
(30)   Miller  &  Dodge 
(30)   Miller  &  Dodge 
(1)   Filer  &  Co. 
(1)   Filer  &  Co. 
(13)   Adler,  Coleman  &  Co. 
(13)   Adler,  Coleman  &  Co. 
(13)   Adler,  Coleman  &  Co. 
(11)    Morgan,  Howland  &  Co. 

Co.,  W.  H.  Goadby  &  Co. 

Morgan,  Howland  &  Co.,  M.  W.  Loewi  &  Co  ^E    H 
Marks,  W.  H.  Goadbv  &  Co.  v.o.,ii^.  a. 

Hedge  &  Elhs 

Perry  B.  Strassburger    Mc William,  Wainwright  &  Luce 

E.  B.  Condon,  E.  R.  Tweedy 

C.  H.  Patton 

C.  H.  Patton 

R.  T.  Stone  &  Co. 

Frank  A.  Shea,  McClave  &  Co. 

Frank  A.  Shea,  McClave  &  Co, 

Luber  &  Shaskan 

E.  M.  Anderson 

Miller  &  Dodge 

A.  G.  Somers.  A.  Gwvnne,  W. 

Schafer  Bros.,  A.  G.  Somers 

Schafer  Bros.,  A.  G.  Somers 

Schafer  Bros.,  A.  G.  Somers 

B 

Bramley  &  Smith 

Miller  &  Dodge 

S'  §'  5^"forth,  Ralph  Melson,  Barbour  &  Co. 

V;-i,  •  ^^!l{oi'tli'  Ralph  Melson,  Barbour  &  Co. 

Muler  &  Dodge 

Miller  &  Dodge 

Miller  &  Dodge 

Alfred  Eckstein,  E.  S.  Hatch 

Adler,  Coleman  &  Co. 

Miller  &  Dodge 

Luber  &  Shaskan 

Nash  &  Company 

E.  B.  Condon,  E.  R.  Tweedy 

Miller  &  Dodge 

Frank  A.  Shea,  McClave  &  Co 

Miller  &  Dodge 


L.  Gwynne,  Schafer  Bros. 
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STOCKS— Continued 

Abbrn.  Post  Specialists 

BEX  (15)   C.  F.  Henderson  &  Sons 

BEY  (6)   Barrett  &  Co. 

BEY  CV  Pr  (6)   Barrett  &  Co. 

BEY  Pr  (30)   Miller  &  Dodge 

BF  (6)   Barrett  &  Co. 

BF  Pr  (6)   Barrett  &  Co. 

BFQ  (30)   Miller  &  Dodge 

BFQ  Pr  (30)   Miller  &  Dodge 

BG  Pr  (30)   Miller  &  Dodge 
BGG  (9)   R.  Conried,  Leopold  Spingarn  &  Co. 

BGH  (9)   Kerr  &  Armstrong 

BGI  (5)   E.  Weisl  &  Co. 

BGW  (9)   E.  C.  Anness,  Seymour  Johnson 

BH  (15)   Wilcox  &  Co. 

BH  D  (30)   Miller  &  Dodge 

BHB  Pr  (30)   Miller  &  Dodge 

BHL  (17)  F.  L.  Salomon  &  Co.,  H.  M.  Cone 

BI  (10)   Bramley  &  Smith 

BI  Pr  (10)   Bramlev  &  Smith 

BK  (11)   C.  B.  Spears 
BKM  (2)   Q.  F.  Feitner  &  Co. 

BKM  Pr  (30)   Miller  &  Dodge 

BKR  (30)   Miller  &  Dodge 

BKR  Pr  (30)   Miller  &  Dodge 

BKU  (30)   Miller  &  Dodge 

BKU  Pr  (30)   Miller  &  Dodge 

BKX  (14)   A.  L.  Fuller,  B.  H.  &  F.  W.  Pelzer 
BLR  (3)   Schafer  Bros.,  Arthur  G.  Somers 

BLR  Pr  (30)   Miller  &  Dodge 

BLW  Pr  (12)   Siegel  &  Co.,  H.  I.  Clark  &  Co. 
BM  (5)  Tappin,  Rose  &  Cammann 

BMR  (3)   O.  S.  Campbell,  Leo  Kaufmann 

BMT  (11)  J.  V.  Bouvier,  3rd.,  C.  O.  Maver,  Jr.,  S.  B.  Blumenthal 

BMT  Pr  (11)  J.  V.  Bouvier,  3rd.,  C.  O.  Mayer,  Jr.,  S.  B.  Blumenthal 

BNK  (10)  Sartorius  &  Smith,  Sumner  &  Hewitt 

BNK  Pr  (30)   Miller  &  Dodge 

BNU  (13)   Adier,  Coleman  &  Co. 
BO  (9)  Homans  &  Company 

BO  Pr  (9)   Homans  &  Company 

BOS  (12)  H.  I.  Clark  &  Co.,  Siegel  &  Co. 

BOV  (15)  Cecil  Lyon,  Carreau  &  Snedeker,  Sneckner  &  Heath 

BOV  Pr  (30)   Miller  &  Dodge 
BP  (4)   Williams,  Nicholas  &  Moran 

BQT  (14)  Stern  &  Lowitz 

BQT  Pr  (14)  Stern  &  Lowitz 

BR  (30)   Miller  &  Dodge 

BR  Pr  (30)  Miller  &  Dodge 

BRY  (14)   Fransioli  &  Wilson 

BRY  Pr  (14)   Fransioli  &  Wilson 

BS  (10)   Travers  &  Clark,  D.  W.  Armstrong 

BS  Pr  (10)  Travers  &  Clark,  H.  W.  Goldsmith 
BST  (7)  Spero  &  Company 

BT  (3)   C.  Griflfen 

BTY  (16)   Foster  &  Friede 
BU  (5)   Chauncey  &  Company 

BUD  (1)   Gaines  &  Company 

BUZ  (13)   Hedge  &  Ellis 

BUZ  Pr  (13)   Hedge  &  Ellis 

BVA  (15)  Stevens  &  Legg 
BVA  (7)   Sydeman  Bros. 

BW  (8)   Morris  Joseph  &  Co. 

BW  Pr  (30)   Miller  &  Dodge 
BWC  (1)   Filer  &  Co. 

BY  (30)   Miller  &  Dodge 

BY  Pr  (30)   MUler  &  Dodge 
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STOCKS— Continued 


Abbrn. 
C 

CAD 
CAD  Pr 
CAH 
CAM 
CBD 

CBX 

CBR  Pr 

CC 

CCPr 

CCK 

CCK  Pr 

CCL 

CCL  STMPD 

CCUPr 

CDD 

CDH 

CDI 

CDP 

CE 

CE  Pr 

CEG 

CEH 

CEZ 

CF 

CFPr 

CFF 

CFG 

CFG  Pr 

CFM 

CFM  Pr 

CFY 

CFYPr 

CG 

CGPr 

CG  V  Pr 

CGG 

CGG  Pr 

CGH 

CGR 

CGR  P  Pr  WW 

CGR  P  Pr  XW 

CGR  VII  Pr 

CH 

CHA 

CHC 

CHK 

CHL 

CHS  VII  Pr 

CHS  VIII  Pr 

CHT 

CIA 

CIB 

CI  Pr 

CIK 

CIL  Pr 

CIM 

CIS 

CIT 


Post. 

(4) 
(4) 
(4) 
(15) 
(13) 
(8) 


(8) 

(30) 

(7) 

(30) 

(7) 


(17) 
(7) 
(8) 
(8) 
(13) 
(17) 
(6) 


Specialists 
Hyde  &  Miller,  Williams,  Nicholas  &  Moran 
P.  P.  McDermott  &  Co. 
P.  P.  McDermott  &  Co. 
Stevens  &  Legg 
C,  Hyland  Jones 

^'Kerfurd^'''^^"'''   ^'^^^^^"^   ^  Frothingham,   John 

^RutTerfurd^'^''     ^^^^^"^"^    ^    Frothingham,     John 
Miller  &  Dodge 
Brinton  &  Co. 
Miller  &  Dodge 
,  .    Spero  &  Co. 
(7)   Spero  &  Co. 
(30)   Miller  &  Dodge 
(30)   Miller  &  Dodge 
(12)   M.  J.  Meehan  &  Co. 
(15)   Wilcox  &  Company 
(4)   P.  P.  McDermott  &  Company 
Liberman  &  Stone 
Brinton  &  Co. 
Carl  Levis 
Carl  Levis 
C.  Hyland  Jones 

F.  L.  Salomon  &  Co.,  H.  M.  Cone 
,  ,    J.  G.  Cahn 
(10)   Bramlev  &  Smith 
(30)   Miller  &  Dodge 
(1)    Alfred  L.  Norris 

(ioj  MiUe.TDodge''"-  ''^  ''^  '*"'"'"''"'•  '■  ^-  «'='''»■'• 

(8)   Moss,  Ferguson  &  Kerngood,  Engel  &  Co. 
/•f o<   ^°TT^'  Ferguson  &  Kerngood,  Engel  &  Co. 
(13)   C  Hyland  Jones 
(30)   Miller  &  Dodge 

R.  T.  Stone  &  Co. 

R.  T.  Stone  &  Co.  . 

R.  T.  Stone  &  Co. 

H.  W.  Goldsmith 

H.  W.  Goldsmith 

Adler,  Coleman  &  Co. 

Miller  &  Dodge. 

Miller  &  Dodge 

.     ,    Miller  &  Dodge 

Miller  &  Dodge 
Miller  &  Dodge 
Miller  &  Dodge 


(3) 
(3) 
(3) 
(10) 
(10) 
(13) 
(16) 

(30) 
(30) 
(30) 


(30) 
(30) 
(30) 


(30)   Miller  &  Dodge 
(4)    Hyman  &  Co. 
(4)    M.  Schafer,  Hvman  &  Co. 

(4)  Hyman  &  Co. ' 
(3)   C.  Griffen 

(30)   Miller  &  Dodge 

(5)  Vaughan  &  Company 
(5)   E.  Weisl  &  Company 

(14)   Fransioli  &  Wilson 
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Abbrn. 

Post 

CIT  WAR 

(14) 

CITWARSTMPD(14) 

CIT  CV  Pr 

(14) 

CIT  61/2  Pr 

(14) 

CIT  VII  Pr 

(30) 

CJ 

(4) 

CJ  Pr 

(4) 

CK 

(16) 

CK  Pr 

(16) 

CKO 

(30) 

CKO  Pr 

(30) 

CLL 

(8) 

CLO 

(14) 

CLO  Ct 

(14) 

CLO  Pr 

(30) 

CLQ 

(2) 

CLU 

(7) 

CLU  Pr 

(30) 

CLZ 

(6) 

CMM 

(7) 

CMO 

(13) 

CMO  A 

(13) 

CMO  Pr 

(30) 

CMO  Pr  B 

(30) 

CMO  I  Pr  WW 

(30) 

CMO  I  Pr  XW 

(30) 

CMR 

(7) 

CN 

(14) 

CNG 

(15) 

CNR  A 

(17) 

CNRB 

(17) 

CNV 

(30) 

CO 

(17) 

CO  Pr 

(30) 

COG 

(10) 

COS 

(4) 

COT 

(17) 

CP 

(8) 

CP  N 

(8) 

CPC 

(7) 

CPC  Pr 

(7) 

CPL 

(17) 

CPLPr 

(17) 

CPU 

(30) 

CR 

(13) 

CRM 

(4) 

CRT 

(12) 

CRT  Pr 

(12) 

CRW 

(30) 

CRW  Pr 

(30) 

CRX 

(11) 

CSA 

(30) 

CSC  Pr 

(30) 

CSS 

(9) 

CSS  A 

(30) 

csu 

(14) 

CSU  Pr 

(30) 

CTM 

(10) 

CTM  Pr 

(30) 

CTX 

(3) 

CTY 

(17) 

CTY  Pr 

(30) 

CUB 

(12) 

cue 

(8) 

STOCKS— Continued 

Specialists 
Fransioli  &  Wilson 
Fransioli  &  Wilson 
Fransioli  &  Wilson 
Fransioli  &  Wilson 
Miller  &  Dodge 
Williams,  Nicholas  &  Moran 
Williams,  Nicholas  &  Moran 
Morris  &  Co. 
Morris  &  Co. 
Miller  &  Dodge 
Miller  &  Dodge 
Blumenthal  Bros.,  John  Rutherfurd,  Delafield  &  Froth- 

ingham 
Henry  Goldman,  Jr. 
Henrv  Goldman,  Jr. 
Miller  &  Dodge 

Barbour  &  Co.,  R.  Melson,  C.  E.  Danforth 
Brinton  &  Co. 
Miller  &  Dodge 
Samuels  &  Kornhlum 
Spero  &  Company 
E.  L.  Norton 

E.  L.  Norton 
Miller  &  Dodge 
Miller  &  Dodge 
Miller  &  Dodge 
Miller  &  Dodge 
Brinton  &  Co. 
Smith  &  Gallatin 
A.  A.  Zucker 
Luber  &  Shaskan 
Luber  &  Shaskan 
Miller  &  Dodge 
Hoge,  Underhill  &  Co. 
Miller  &  Dodge 

Sumner  &  Hewitt,  Sartorius  &  Smith 

P.  P.  McDermott  &  Co. 

Luber  &  Shaskan 

A.  J.  Elias  &  Co. 

A.  J.  Elias  &  Co. 

Stackjwle  &  Buchanan 

Stackpole  &  Buchanan 

Hoge,  Underhill  &  Co.,  J.  Dempsey 

Hoge,  Underhill  &  Co.,  J.  Dempsey 

Miller  &  Dodge 

Adler,  Coleman  &  Co. 

Williams,  Nicholas  &  Moran 

H.I.  Clark  &  Co.,  Siegel  &  Company 

H.  I.  Clark  &  Co.,  Siegel  &  Company 

Miller  &  Dodge 

Miller  &  Dodge 

Cyril  de  Cordova  ct  Bm.,  E.  de  Cordoya 

Miller  &  Dodge 

Miller  &  Dodge 

Kerr  &  Armstrong 

Miller  &  Dodge 

Finch,  Wilson  &  Co.,  A.  R.  Bishop,  Henry  D.  Talbot. 

Miller  &  Dodge 

Bramlev  &  Smith 

Miller  &  Dodge 

C.  Griff  en 

F.  L.  Salomon  &  Co.,  H.  H.  Cone 
Miller  &  Dodge 

M.  J.  Meehan  &  Co. 
Morris  Joseph  &  Co. 
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Abbrn. 
CUX 

cuz 
cv 

CVD 

CVD  Pr 

CW 

CWPr 

CWH 

CWT 

CWWPr 

CWZ 

CWZ  A 

CX 

CX  T  Pr 

CX  II  Pr 

Corn  Ex. 

Bank 


D 

DB 

DD 

DD  D 

DEM 

DERPr 

DET 

DET  Pr 

DG 

DGIPr 

DO  II  Pr 

DGL 

DGRPr 

DH 

DHI 

DHOPr 

DHS 

DK 

DKPr 

DL 

DMS 

DN 

DO 

DOS 

DPS 

DPSPr 

DQU  I  Pr 

DRS 

DRSPr 
DRU 

DS 

DS  Pr 
DTE 

E 

EI  Pr 

EllPr 

EG 

EGK 

EGM  A 

EGM  B 

EGS 

EGS  I  Pr 

EH 


Post 

(17) 

(30) 

(5) 

(14) 

(30) 

(9) 

(9) 

(2) 

(15) 

(30) 

(13) 

(13) 

(12) 

(30) 

(30) 

(30) 


STOCKS— Continued 

Specialists 
Hoge,  Underhill  &  Co. 
Miller  &  Dodge 
E.  Weisl  &  Co. 

B   H.  &  F.  W.  Pelzer,  A.  L.  FuUer  &  Co. 
Miller  &  Dodge 

Nash  &  Co.,  Roberts  &  McAleenan 
Nash  &  Co.   Kerr  &  Armstrong,  Roberts  &  McAleenan 
H.  M.  Dreyfus,  H.  I.  Nicholas 
LaBranche  &  Co. 
Miller  &  Dodge 
Adler,  Coleman  &  Co. 
Adler,  Coleman  &  Co. 
M.  J.  Meehan  &  Co. 
Miller  &  Dodge 
Miller  &  Dodge 
Miller  &  Dodge 


D 


(17) 
(30) 
(1) 
(1) 
(2) 
(1) 
(30) 


(3) 
(7) 
(10) 
(10) 
(30) 
(30) 
(15) 


Harold  M.  Cone 


F.  L.  Salomon  &  Co. 

Miller  &  Dodge 

Frank  A.  Shea,  McCIave  &  Co 

Frank  A.  Shea,  McClave  &  Co. 

J.  D.  Frankel  &  Co.,  W  J.  Ehrich,  M.  E.  Monahan 

A.  L.  Norris,  Cohen  &  Streusand 
.     ,    Miller  &  Dodge 
(30)   Miller  &  Dodge 

iU}  Sy*"?!  *?^  Cordova  &  Bro.,  E.  de  Cordova 
SHJ  S^"  1®  Cordova  &  Bro.,  E.  de  Cordova 
(11)   Cyril  de  Cordova  &  Bro.,  E.  de  Cordova 

Stewart  &  Company 

C.  H.  Patton 

Ely  &  Son 

P^T^  t  Thompson,  Berg,  Eyre  &  Ken- 
Miller  &  Dodge 
Miller  &  Dodge 
._-,   Stevens  &  Legg 

(15)  Stevens  &  Legg 
(7)   Brinton  &  Co., 

(16)  Foster  &  Friede 

(16)  J.  Robinson-Duff  &  Co 
(6)  J.  V.  Onativia,  Jr. 
(1)   Gaines  &  Company 

SJS  ST^  t  T^on^Pson,  Berg.  Eyre  &  Kerr 

(SO)  Miller  &  Dodge 

(5)  Chauncey  <^  Co. 

(16)  J^^^d^McEnany  &  Co.,  H.  G.  Campbeli:&  Co.,  Fellowes 

Miller  &  Dodge 

Stokes    Hodges  &  Co.,  Peter  J.  Maloney  &  Co.,  E.  C. 
Coultry,  M.  H.  Russell  '  • 

M  T^  S^"l  ^^  Cordova  &  Bro..  E.  de  Cordova 

!ii    ?^"^  '^^  Cordova  &  Bro.,  E.  de  Cordova 

(10)  Sumner  &  Hewitt,  Sartorius  &  Smith 
E 
Schafer  Bros.,  Arthur  G.  Somers.  W.  E   O 
hchafer  Bros.,  Arthur  G.  Somers,  W.  E   O 
Schafer  Bros.,  Arthur  G.  Somers,  W   E   o" 
Barrett  &  Co.  *     * 

Cyril  de  Cordova  &  Bro.,  E.  de  Cordova 
Perry  B.  Strassburger,  McWilliam,  Wainwright  &  Luce 
Perry  B.  Strassburger,  McWilliam    Wainwriiht  &  LucI 
S.  Rheinstein,  T.  S.  Young,  H.  H.  Weekes,  G  J.  Dolan 
'•  ^iTfiZ'JJ-  Y-"^'  «•  H-  Weekes.  G.  J.  Dolan 


(30) 

(6) 

(11) 


(3) 

(3) 

(3) 

(6) 

(11) 

(9) 

(9) 

(14) 

(14) 


Bebee 
Bebee 
Bebec 


(7)  Spero  &  Company 
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Abbm. 

Post 

EH  Pr 

(30) 

EJ 

(12) 

EJPr 

(12) 

EK 

(15) 

EKPr 

(30) 

EL 

(1) 

ELFPD 

(30) 

EL  LXX  PD 

(30) 

ELPr 

(1) 

EL  VI  Pr 

(1) 

ELB 

(2) 

ELO 

(15) 

ELO  Pr 

(30) 

EMP 

(30) 

ENX 

(6) 

EP 

(30) 

EPU 

(8) 

EPUPr 

(8) 

EPU  Pr  WW 

(8) 

EQ 

(13) 

ER 

(6) 

EU 

(5) 

EVY 

(8) 

EXY 

(30) 

F 

(15) 

FDS 

(6) 

FFL 

(30) 

FFLPr 

(30) 

FHK 

(13) 

FHP 

(1) 

FHPPr 

(30) 

FI 

(2) 

FI  Pr 

(30) 

FIR 

(13) 

FIRPr 

(13) 

FIS  Pr 

(30) 

FJ 

(12) 

FJPr 

(30) 

FK 

(10) 

FKI  Pr 

(30) 

FK  CV  I  Pr 

(30) 

FK  II  Pr 

(30) 

FKM 

(13) 

FKM  Pr 

(30) 

FL  II  Pr 

(30^ 

FLPPr 

(30) 

FLO 

(4) 

FLOPr 

(4) 

FLT 

(9) 

FLT  Pr 

(30) 

FLZ 

(7) 

FMT 

(16) 

FN 

(8) 

FN  Pr 

(8) 

FO 

(6) 

FPX 

(10) 

FRW 

(1) 

FS 

(9) 

FSPr 

(9) 

FST 

(17) 

FT 

(7) 

FTH 

(17) 

STOCK  S— Continued 

Specialists 
Miller  &  Dodge 

H.  I.  Clark  &  Co.,  Siegel  &  Co. 
H.  I.  Clark  &  Co.,  Siegel  &  Co. 
Stevens  &  Legg 
Miller  &  Dodge 
M.  F.  Untermeyer 
Miller  &  Dodge 
Miller  &  Dodge 

Clinton  Gilbert  &  Co.,  Seholle  Bros. 
Clinton  Gilbert  &  Co.,  Seholle  Bros. 
J.  D.  Frankel  &  Co.,  W.  J.  Ehrich,  M.  E.  Monahan 
Wilcox  &  Co. 
Miller  &  Dodge 
Miller  &  Dodge 
Wright  &  Sexton 
Miller  &  Dodge 

Moss,  Ferguson  &  Kerngood,  Engel  &  Co. 
Moss,  Ferguson  &  Kerngood,  Engel  &  Co. 
Moss,  Ferguson  &  Kerngood,  Engel  &  Co. 
Adler,  Coleman  &  Co. 
Joel  G.  Cahn 
E.  Weisl  &  Co. 

Tefft  &  Co.,  Nash,  Cloud  &  Isaacs 
Miller  &  Dodge 

F 

Stevens  &  Legg 

E.  R.  Whitehead 
Miller  &  Dodge 
Miller  &  Dodge 
Adler,  Coleman  &  Co. 
Lowell  &  Son 
Miller  &  Dodge 

J.  D.  Frankel  &  Co.,  W.  J.  Ehrich,  M.  E.  Monahan 

Miller  &  Dodge 

Hedge  &  Ellis 

Hedge  &  Ellis 

Miller  &  Dodge 

M.  J.  Meehan  &  Co. 

Miller  &  Dodge 

Leeds  Johnson 

Miller  &  Dodge 

Miller  &  Dodge 

Miller  &  Dodge 

Adler,  Coleman  &  Co. 

Miller  &  Dodge 

Miller  &  Dodge 

Miller  &  Dodge 

Hyraan  &  Co. 

Hyman  &  Co. 

Kerr  &  Armstrong 

Miller  &  Dodge 

Spero  &  Co. 

Morris  &  Co. 

W.  Thiele 

W.  Thiele 

Wright  &  Sexton 

Sumner  &  Hewitt,  Sartorius  &  Smith 

Andrews,  Posner  &  Rothschild 

Drake  Brothers 

Drake  Brothers 

Ferdinand  Maver,  N.  G.  Hart  &  Co. 

F.  H.  Douglas&  Co. 
Liberman  &  Stone 
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Abbm 
FV 
FW 
FW  Pr 
FWC 
FWCPr 
FWS 
Fifth  Ave 
First  Nat. 


Bank 
Bank 


G 

GPr 

GAG 

GB 

GBGPr 

GF 

GG 

GGPr 

GGN 

GGN  A 

GGN  Pr 

GGO 

GGS  A 

GGS  B 

GGS  CV  Pr 

GGS  VII  Pr 

GGS  VIII  Pr 

GGZ 

GH 

GH  Pr 

GHM 

GHM  Pr  WW 

GHM  Pr  XW 

GHR 

GHR  CT 

GI 

GI  Pr 

GIL 

GIS 

GlSPr 

GIV 

GIV  Pr  WW 

GJ 

GJPr 

GK 

GKPr 

GL 


GLSpl 

GLN 

GLN  P 

GLZ 

GM 

GM  Pr 

GN 

GNL 

GNP 

GNW  N 

GNWPr 

GOR 

Pr 

GPI 

GPI  Pr 


Pr 


Post 

(30)    Miller  &  Dodge 
(30)   Miller  &  Dodee 
(30)   Miller  &  Dodge 
(5)   John  M.  Lummis 
(5)   John  M.  Lummis 
(1)   Gaines  &  Co. 
(30)   Miller  &  Dodge 
(30)   Miller  &  Dodge 

G 


Specialists 


Chauncey  &  Company 
Chauncey  &  Company 
Miller  &  Dodge 

SS  f  Dod.e*  ''"'  ^-  ^-  ^^^^-P'  Henry  D.  Talbot 

f'  l^-S^uf€'  T-  ^-  ^^""-  G.  J.  Dolan 
tj.  R.  VA'  hitehead 

Wright  &  Sexton,  A.  J.  Vo^-el 

Wilcox  &  Co. 

Wilcox  &  Co. 

Miller  &  Dodge 

R.  T.  Stone  &  Co. 

Adler,  Coleman  &.  Co. 

Adler,  Coleman  &  Co. 

Adler,  Coleman  &  Co. 

Miller  &  Dodge 

Miller  &  Dodge 

r;,^;  J^']"«'  t  ?''•'  Auerbach,  Pollak  &  Richardson 

mierl  Dodge '^'''  ^'"^  ^^°"'  ^^^^'^"^^  ^  ^eath 

Adler,  Coleman  &  Co. 

Miller  &  Dodge 

Miller  &  Dodge 

Foster  &  Friede 

Foster  &  Friede 

Richards  &  Heffernan,  Hume  &  Benedict 

Richards  &  Heffernan,  Hume  &  Benedict 

B  ram  ley  &  Smith 

S-  5-  ^'^'f^^J-  A-  R.  Biship,  Finch,  Wilson  &  Co. 

H.  D.  Talbot,  A.  R.  Bishop,  Finch,  Wilson  &  Co. 

Drake  Bros. 

Drake  Bros. 

H.I.  Clark  &  Co.,  Siegel  &  Co. 

Miller  &  Dodge 

Morris  Joseph  &  Co. 
,  .  Morris  Joseph  &  Co. 
(6)   Stokes,  Hodges  &  Co.,  Peter  J.  Maloney  &  Co.,  Edmund 

^,  C.  Coultry,  Marshall  H.  Russell 

C   Cnnlt^'lf  ^^'I^K^-  ^^^o^^^y  &  Co.,  Edmund 
A,r-  V'2."ltry,  Marshall  H.  Russell 
Alfred  Eckstein,  E.  S.  Hatch,  John  M.  Hvnes 
Miller  &  Dodge 
,    Liberman  &  Stone 

/^f)   w-l)-^""^'  Nicholas  &  Moran,  Hvde  &  Miller 
(4)   Williams,  Nicholas  &  Moran       " 
Miller  &  Dodge 

M.  Drevfus 


(5) 
(5) 
(17) 
(14) 
(30) 
(U) 
'(6) 
(6) 
(15) 
(15) 
(30) 
(3) 
(13) 
(13) 
(13) 
(30) 
(30) 
(2) 
(15) 
(30) 
(13) 
(30) 
(30) 
(16) 

a6) 

(6) 

(6) 
(10) 
(14) 
(14) 

(9) 

(9) 
(12) 
(30) 

(8) 
(8) 


(0) 

(in 

(30) 
(17) 


(30) 

(2) 
(30) 

(17) 
(17) 
(15) 


H.  I.  Nicholas,  H 
Miller  &  Dodge 
N.  G.  Hart  &  Co. 
N.  G.  Hart  &  Co. 
Stevens  &  Lcgg 
(15)   Stevens  &  Legg 
(30)   Miller  &  Dodge 
(30)   Miller  &  Dodge 


Ferdinand  Mayer 
Ferdinand  Maver 
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Abbrn. 
GPV 
GQX 
GRC 
GRD 
GRL  Pr 
GRR 
GRS 
GRSPr 
GRX 
GRY 

GRY  Pr  WW 
GS 

GSPr 
GSW 
GSW  Pr 
GSX 
GT 
GTE 
GTY 
GU 
GU  Pr 
GUC 
GUX 
GUX  Pr 
GVZ 
GVZ  A 
GW 

GWPr 

GY 
GYPr 


H 

HAR 

HARPr 

HH 

HHN 

HHNPr 

HI 

HIPr 

HIP 

HK 

HKPr 

HKM 

HKM  Pr 

HLL 

HLN 

HM 

HMO 

HMT 

HMW 

HMWPr 

HMY 

HN 

HNPr 

HN  War 

HNAPr 

HO 

HOFPr 

HOO 

HPC 


Post 

(1 

(5 
(5 
(16 
(7 
(10 
(17 
(30 
(10 
(16 
(16 
(10 
(30 
(16 
(30 
(30 

(11 

(2 

(5: 
(9: 
(o; 
(9: 
(6: 

(6 
(14 
(14 

(11 
(11 

(9 
(30 


(5: 

(30 
(30 

(8 

(4 

(4 

(11 

(11 

(30 

(10 

(30 

(17 

(30 

(7 

(11 

(17 

(1 

(2 

(1 

(30 

(6 

(s: 

(30 

(8: 

(30 

(15 

(13 

(3 

(3: 


Ferdinand  Mayer 


STOCKS— Continued 

Specialists 
Gaines  &  Co. 
Chauncey  &  Co. 
G.  H.  Wilder,  H.  S.  Sternberger 
Morris  &  Co. 
Sydeman  Bros. 
Ely  &  Son 
N.  G.  Hart  &  Co. 
Miller  &  Dodge 
Ned  D.  Biddison 
Alan  M.  Limburg 
Alan  M.  Limburg 
Ned  D.  Biddison 
Miller  &  Dodge 
Foster  &  Friede 
Miller  &  Dodge 
Miller  &  Dodge 
A.  Barnwell  &  Co. 
H.  M.  Drevfus,  H.  I.  Nicholas 

E.  C.  Rollins  &  Co.,  Palmer  &  Co.,  D.  T.  Moore  &  Co. 
Kerr  &  Armstrong 
Kerr  &  Armstrong 
E.  C.  Anness,  Seymour  Johnson 
V.  C.  Brown  &  Co.,  J.  T.  Berdan 
V.  C.  Brown  &  Co.,  J.  T.  Berdan 
Stern  &  Lowitz 
Stern  &  Lowitz 
Morgan,  Howland  &  Co.,  Eric  H.  Marks,  Mortimer  W. 

Loewi  &  Co.,  W.  H.  Goadby  &  Co. 
Morgan,  Howland  &  Co.,  Eric  H.  Marks,  Mortimer  W, 

Loewi  &  Co.,  W.  H.  Goadby  &  Co. 
Seymour  Johnson,  E.  C.  Anness 
Miller  &Dofige 

H 

Chauncey  <fe  Co. 

Miller  &  Dodge 

Miller  &  Dodge 

Tefft  &  Co.,  Nash,  Cloud  &  Isaacs 

Peter  P.  McDermott  &  Co. 

Peter  P.  McDermott  &  Co. 

Cyril  deCordova  &  Bro.,  E.  deCordova 

Cyril  dcCordova  &  Bro.,  E.  deCordova 

Miller  &  Dodge 

Leeds  Johnson 

Miller  &  Dodge 

Joseph  ^L  Adrian  &  Co. 

Miller  &  Dodge 

Albert  Fried  &  Co. 

J.  V.  Bouvier,  3rd,  S.  B.  Blumenthal,  C.  O.  Mayer 

Hoge,  l^nderhill  &  Co. 

Filer  &  Company 

Auerbach,  Pollak  &  Richardson,  Q.  F.  Feitner  &  Co. 

Lowell  &  Son 

Miller  &  Dodge 

Barrett  &  Co..  J.  V.  Onativia,  Jr. 

Blumenthal  Bros.,  J.  Rutherfurd,  Delafield  &  Frothing- 

ham 
Miller  &  Dodge 

J.  Rutherford,  Delafield  &  Frothingham 
Miller  &  Dodge 
Stevens  &  Legg 
Hedge  &  Ellis 

Leo  Kaufmann,  O.  S.  Campbell 
C.  F.  Young 
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Abbrn. 
HPCPr 
HPG 
HPT 
HR 
HRPr 
HRTA 
HRTB 
HSY 
HSYPr 
HSY  P  Pr 
HW 
HWA 
HWA  Pr  A 
HX 
HXPr 
HYB 


lA 

ICL 

ICM 

ICR 

ICRPr 

IGL 

IGL  P  Pr 

IKL 

IKN 

IKNPr 

IL 

ILPr 

ILLL 

ILM 

ILN 

ILR 

ILS 

IMN 

IMY 

IMYPr 

IN 

IN  Pr 

INQ 

INR 

INRPr 

INS 

INU 

IPPr 

IP  A 

IPB 

IPC 

IP  Pr  N 

IPH 

IPX 

IR 

IR  Pr 

IRC 

IRCCt 

IRCPr 

IRR 

IRT 

IRT  CD 

IRU 

IRY 

IS 


Specialists 


Post 

(30)   Miller  &  Dodge 

(16)   Barbee  &  Co.,  J.  C.  Bradford  &  Co. 

(14)   Stern  &  Lowitz 

(12)  H.I.  Clark&Co.,Siegel&Co. 

(12)   H.  I.  Clark  &  Co.,  Siegel  &  Co. 

Barrett  &  Co. 

Barrett  &  Co. 

Wilcox  &  Co. 

Wilcox  &  Co. 

Wilcox  &  Co. 

Morris  Joseph  &  Co. 

Miller  &  Dodge 

Miller  &  Dodge 

John  Muir  &  Co. 

John  Muir  &  Co. 

Laurence  C.  Leeds 


I 


(6) 

(6) 

(15) 

(15) 

(15) 

(8) 

(39) 

(30) 

(6) 

(6) 

(16) 


(30)    Miller  &  Dodge 

(7)   Brinton  &  Co. 
(13)   Adler,  Coleman  &  Co. 

(4)   Williams,  Nicholas  &  Moran 
(30)    Miller  &  Dodge 
(13)   Adler,  Coleman  &  Co. 

Adler,  Coleman  &  Co. 

Adler,  Coleman  &  Co. 

Sej'mour  Johnson,  E.  C.  Anness 

Miller  &  Dodge 

Drake  Brothers 

Drake  Brothers 

Miller  &  Dodge 

M.  J.  Meehan  &  Co. 

E.  M.  Anderson 

/,o<   ^-  ^;  9°^^'^^'  Leopold  Spingarn  &  Co 
(12)   biegel  &  Co. 

(11)   C.  de  Cordova  &  Bro.,  E.  de  Cordova 

Adler,  Coleman  &  Co. 

Miller  &  Dodge 

Harris  &  Fuller 

Harris  &  Fuller 

M.  J.  Meehan  &  Co. 

Ferdinand  Mayer 

Miller  &  Dodge 

Morgan,  Howland  &  Co 


(13) 

(13) 

(9) 

(30) 

(9) 

(9) 

(30) 

(12) 

(1) 

(9) 


(13) 
(30) 
(1) 
(1) 
(12) 
(17) 
(30) 
(11) 


Eric  H.  Marks,  Mortimer  W 


(7) 
(30) 
(5) 
(5) 
(5) 
(5) 
(5) 
(11) 
(5) 
(30) 
(30) 
(30) 
(30) 
(6) 
(5) 
(5) 
(9) 
(16) 
(7) 


W.  H.  Goadby  &  Co. 


Loewi  &  Co., 
Brinton  &  Co. 
Miller  &  Dodge 
Edwin  Weisl  &  Co. 
Edwin  Weisl  &  Co. 
Edwin  Weisl  &  Co. 
Edwin  Weisl  &  Co-. 
Edwin  Weisl  &  Co. 

n  ^-r  ^r''''''"'/^'^'  ^r.^-  Blumenthal,  C.  O.  Mayer 

D    T.  Moore^&  Co.,  Palmer  &  Co.,  E.  C.  RoUins  &  Co. 

Miller  &  Dodge 

Miller  &  Dodge 

Miller  &  Dodge. 

Miller  &  Dodge 

Wright  &  Sexton 

E.  C.  Rollins  &  Co.,  D.  T.  Moore  &  Co.,  Pahner  &  Co. 

E.  C   Rollms  &  Co.,  D.  T.  Moore  &  Co.,  Palmer  &  Co. 

Kerr  <v:  Armstrong 

Morris  &  Co. 

Brinton  &  Co. 
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Abbrn.  Post                                                    Specialists 

IS  Pr  (7)  Brinton  &  Co. 

ISD  (9)  Richard  Conried,  Leopold  Spinearn  &  Co. 

ISD  Pr  WW  (30)  MiUer  &  Dodge 

ISD  Pr  XW  (30)  MiUer  &  Dodge 

ISH  (17)  Corlies  &  Booker 

ISS  (16)  Foster  &  Freide 

IT  (17)  Corlies  &  Booker 


J  (9)  Homans  &  Co.,  J.  H.  Holmes  &  Co. 

JC  (12)  M.  J.  Meehan  &  Co. 

JJ  (9)  E.  C.  Anness,  Seymour  Johnson 

JKS  (6)  E.  R.  Whitehead 

JL  Pr  (30)  Miller  &  Dodge 

JLO  (30)  Miller  &  Dodge 

JMP  (10)  Hume  &  Thompson,  Berg,  Evre  &  Kerr 

JMP  Pr  (30)  Miller  &  Dodge 

JO  (4)  Williams,  Nicholas  &  Moran 

JU  (9)  Callaway,  Fish  &  Co 

JW  (5)  E.  Weisi  &  Co 

K 

K  (2)  Henry  Zuckerman  &  Co.,  C.  F.  Watson,  Jr. 

KDS  (7)  Stackpole  &  Buchanan 

KDS  Pr  (30)  Miller  &  Dodge 

KG  (7)  Stackpole  &  Buchanan 

KG  Pr  (30)  Miller  &  Dodge 

KK  (16)  Reynolds  &  Co. 

KK  VI  Pr  (30)  Miller  &  Dodge 

KK  VIII  Pr  (30)  Miller  &  Dodge 

KKN  (6)  A.  J.  Vogel 

KLL  Pr  (30)  Miller  &  Dodge 

KLO  (12)  M.  J.  Meehan  &  Co. 

KLO  Pr  (12)  M.  J.  Meehan  &  Co. 

KLT  Pr  (30)  Miller  &  Dodge 

KLV  (10)  Ely  &  Son 

KMB  (1)  Gaines  &  Company 

KN  (11)  J.  V.  Bouyier,  3rd,'  S.  B.  Blumenthal,  C.  O.  Mayer 

KNX  (17)  Corlies  &  Booker 

KNX  Pr  (30)  Miller  &  Dodge 

KO  (11)  A.  Barn\vell  &  Co. 

KO  A  (11)  A.  Barnwell  &  Co. 

KOC  (30)  Miller  &  Dodge 

KOR  (15)  C.  F.  Henderson  &  Sons 

KOR  Ct  (15)  C.  F.  Henderson  &  Sons 

KR  (8)  J.  S.  Bach 

KRS  (7)  Sydeman  Bros. 

KRT  (5)  D.  T.  Moore  &  Co.,  Palmer  &  Co.,  E.  C.  Rollins  &  Co. 

KS  (11)  J.  V.  Bouyier,  3rd,  S.  B.  Blumenthal,  C.  O.  Mayer 

KSU  (6)  Richards  &  HeflFernan,  Hume  &  Benedict 

KSU  Pr  (6)  Richards  &  Heffernan,  Hume  &  Benedict 

KT  (15)  Cecil  Lyon,  Carreau  &  Snedeker,  Sneckner  &  Heath 

KT  Pr  (15)  Cecil  Lyon,  Carreau  &  Snedeker,  Sneckner  &  Heath 

KW  (13)  Adler,  Coleman  &  Co. 


LAM 

LB 

LBO 

LEH 

LEHPr 

LEM 


(14)   S.  Rheinstein,  H.  H.  Weekes,  T.  S.  Young,  G.  J.  Dolan 
(14)   A.  L.  Fuller  &  Co.,  B.  H.  &  F.  W.  Pelzer 

(10)  Sumner  &  Hewitt,  Sartorius  &  Smith 

(11)  Cyril  de  Cordoya  &  Bro.,  E.  de  Cordova 
(11)   CVril  de  Cordoya  &  Bro.,  E.  de  Cordova 

(14)   S.'  Rheinstein,  H.  H.  Weekes,  T.  S.  Young,  G.  J.  Dolan 
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Abbrn. 
LF 
LG 

LGPr 
LL 

LLPr 
LM 
LM  B 
LM  Pr 
LMS 
LMS  Pr 
LMW 
LN 
LNP 
LNY 
LO 

LOPr 

LOR 

LORPr 

LOU 

LPT 

LPTPr 

LQ 

LQT 

LR 

LT 

LTPr  A 

LTPr  B 

LV 

LW 

LW  Pr  WW 

LW  Pr  XW 


M 
MA 

MAB 

MAP 

MAP  Pr 

MAH 

MAN  MG 

MAN  GTD 

MAQ 

MAR 

MB 

MC 

MCG 

MCH 

MCK 

MCK  Pr 

ME 

MES 

MFI 

MGLPr 

MGX 

MGXPr 

MHW 

MK 

MK  Pr 

MLL 

MLL  Pr 

MM 

MMC 

MMP 

MMW 


Post 

(5) 
(30) 
(13) 
(30) 


Specialists 

Wm.  J.  Ehrich,  M.  E.  Monahan 


J.  D.  Frankel  &  Co., 
E.  Weisl  &  Co. 
Miller  &  Dodge 
E.  L.  Norton 
._-.    Miller  &  Dodge 
(13)   Adler,  Coleman  &  Co 
(13)   Adler,  Coleman  &  Co 
(13)   Adler,  Coleman  &  Co 
(17)   Corlies  &  Booker 
Corlies  &  Booker 
H.  W.  Goldsmitli 
E.  M.  Anderson 
M.  J.  Meehan  &  Co. 
..,   C.  S.  Weil 
(11)    Mortimer  W.  Loewi 
Eric  H.  Marks,  W 
Miller  &  Dodge 
Cyril  de  Cordova  &  Bro 
A.  L.  Fuller  &  Co.,  B.  H 
C.  H.  Jones 

^6n{   P;-,^-  Campbell,  Leo  Kaufmann 

(30)   Miller  &  Dodge 

(17)   F.  L.  Salomon  &  Co.,  H.  M.  Cone 

F.  Mayer,  N.  G.  Hart  &  Co. 

E.  Weisl  &  Co. 

Wilco.x  &  Company 

Miller  &  Dodge      " 

Miller  &  Dodge 

Cyril  de  Cordova  &  Bro.,  E.  de  Cordova 

R.  Meson,  C.  E.  Danforth,  Barbour  &  Co. 

R.  Me  son,  C.  E.  Danforth,  Barbour  &  Co. 

R.  Melson,  C.  E.  Danforth,  Barbour  &  Co 


(17) 
(10) 

(1) 
(12) 

(7; 


(30) 

(11) 
(14) 

(13) 
(3) 


(17) 

(5) 

(15) 

(30) 

(30) 

ril) 

(2) 

(2) 

(2) 


^^^Co.,   Morgan,  Rowland  &  Co., 
H.  Goadby  &  Co.  ' 

E.  de  Cordova 
&  F.  W.  Pelzer 


(8) 
(9) 
(17) 
(17) 
(30) 
(30) 
(7) 


M 

TefFt  &  Company 

Salomon  &  Co. 


H.  M.  Cone,  F.  L 
xMiller  &  Dodge 
Miller  &  Dodge 
...    C.  H.  Patton 
(30)   Miller  &  Dodge 
(10)  H.  W.  Goldsmith 
(3)   C.  GriflFen 

m   UmlrTSoZ  ^  '""''"''  ^'''''  ""  "'^ 
(14)   A^  L.  Fuller-  &  Co.,  B.  H.  &  F.  W.  Pelzer 

Wilcox  &  Company 

Laurence  C.  Leeds' 

Laurence  C.  Leeds 

Miller  &  Dodge 

F.  L.  Salomon  &  Co.,  H.  M.  Cone 

E.  B.  Condon,  E.  R.  Tweedv 

A.  L.  Scheuer  &  Co 


(15) 
(16) 
(16) 
(30) 
(17) 
(14) 
(5) 


(30l   S£KX?  ^"•'  ^-  ^-  B-hop.  Henry  D.  Talbot 


(30) 

as) 

(30) 

(30) 

(1) 

(1) 

(7) 

(14) 

(12) 

(7) 


Miller  &  Dodge 

A.  A.  Zticker 

Miller  «fe  Dodge 

Miller  &  Dodge 

Gaines  &  Co. 

Gaines  &  Co. 

E.  H.  H.  Simmons  &  Co.,  Brintou  &  Co. 

I'ransioli  &  Wilson 

M.  J.  Meehan  &  Co. 

Albert  Fried  &  Co. 
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Abbrn. 

Post 

MMW  Pr 

(7) 

MMX 

(1) 

MN 

(30) 

MN  Pr 

(30) 

MNO 

(30) 

MNS 

(17) 

MNS  Pr 

(30) 

MNU 

(30) 

MNU  Pr 

(30) 

MOK 

(13) 

MOL 

(17) 

MOO 

(14) 

MOP 

(2) 

MOP  Pr 

(2) 

MOR 

(5) 

MOS 

(15) 

MPO 

(16) 

MPO  I  Pr 

(16) 

MPS 

(13) 

MPZ 

(3) 

MQ 

(15) 

MQU 

(15) 

MR 

(12) 

MRR 

(13) 

MRR  Pr 

(13) 

MRR  II  Pr 

(13) 

MRR  P  Pr 

(13) 

MRT 

(3) 

MRW 

(13) 

MRY 

(30) 

MRY  B 

(30) 

MRY  Pr 

(30) 

MS 

(17) 

MS  OLD 

(17) 

MSM 

(8) 

MSM  LL 

(30) 

MSM  Pr 

(8) 

MSX 

(16) 

MT 

(13) 

MT  Pr 

(30) 

MTC 

(14) 

MTY 

(2) 

MUN 

(16) 

MUY 

(15) 

MV 

(10) 

MW 

(9) 

MX  I  Pr 

(8) 

MX  II  Pr 

(8) 

MY  Pr 

(30) 

MYG 

(3) 

MYG  Pr  WW 

(3) 

MYG  I  Pr 

(3) 

MYR 

(6) 

MZ 

(3) 

M&B  Pr 

(30) 

N 

(7) 

N  Pr 

(7) 

NA 

(6) 

NA  Pr 

(6) 

STOCKS— Continued 

Specialists 

Albert  Fried  &  Co. 

SclioUe  Brothers,  Clinton  Gilbert  &  Co. 

Miller  &  Dodge 

Miller  &  Dodge 

Miller  &  Dodge 

Corlies  &  Booker 

Miller  &  Dodge 

Miller  &  Dodge 

Miller  &  Dodge 

E.  L.  Norton 

Miller  &  Dodge 

Smith  &  Gallatin 

Barbour  &  Co.,  R.  Melson,  C.  E.  Danforth 

Barbour  &  Co.,  R.  Melson,  C.  E.  Danforth 

H.  S.  Sternberger,  G.  H.  Wilder 

Stevens  &  Ijcgg 

H.  G.  Campbell  &  Co.,  Fellowes  Davis  &  Co.,  Bond, 
McEnany  &  Co. 

H.  G.  Campbell  &  Co.,  Fellowes  Davis  &  Co.,  Bond, 
McEnany  &  Co. 

E.  L.  Norton 

J.  E.  Sheridan 

LaBranche  &  Company 

Wilco.x  &  Company 

H.  I.  Clark  &  Co.,  Siegel  &  Co. 

E.  L.  Norton 

E.  L.  Norton 

E.  L.  Norton 

E.  L.  Norton 

C.  Griffen 

Hedge  &  Ellis 

Miller  &  Dodge 

Miller  &  Dodge 

Miller  &  Dodge 

Hoge,  Underhill  &  Co^ 

Hoge,  Underhill  &  Co. 

Carl  Levis 

Miller  &  Dodge 

Carl  Levis 

Morris  &  Co. 

Adler,  Coleman  &  Co. 

Miller  &  Dodge 

Stern  &  Lowitz 

Auerbach,  Pollak  &  Richardson 

H.  G.  Campbell  &  Co.,  Fellowes  Davis  &  Co.,  Bond  Mc- 
Enany &  Co. 

Wilcox  &  Company 

Brainley  &  Smith 

E.  C.  Anness,  Seymour  Johnson 

W.  Thiele 

W.  Thiele 

Miller  &  Dodge 

J.  E.  Sheridan 

J.  E.  Sheridan 

J.  E.  Sheridan 

Samuels  &  Kornblum 

Schafer  Bros.,  A.  G.  Somers,  W.  E.  O.  Bebee 

Miller  &  Dodge 


Neilson  &  O' Sullivan 

Neilson  &  O'Sullivan 

Richards  &  Heffernan,  Hume  &  Benedict 

Richards  &  Heffernan,  Hume  &  Benedict 
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NAD 

NAE  Pr 

NAS 

NAV 

NAX 

NBH 

NBH  Pr 

NCM 

NCR 

NEB 

NEO  A 

NFK 

NFK  Pr 

NGL 

NKP 

NKP  Pr 

NL 

NNX 

NNY 

NOX 

NPL 

NPT 

NPX 

NRC 

NRC  Pr       , 

NRT 

NRT  Pr 

NRY  Pr 

NS 

NSC 

NSC  Pr 

NSM  VI  Pr 

NSM  VII  Pr 

NSS 

NST 

NST  Pr 

NSU 

NSX 

NTY 

NV 

NW 

NW  Pr 

NWT 

NX 

NX  Pr 
NY 
NYK 

Bank   of   N.Y. 
Trust  Co. 


OB 

OF 

OF  CV  Pr 

OF  P  Pr  WW 

OHO 

OM 

OM  Pr 

OPS 

OPX 

OPX  Pr 

OR 

OST 


STOCKS— Continued 

Specialists 
V.  C.  Brown  &  Co.,  J.  T.  Berdan 
Richards  &  Heffernan,  Hume  &  Benedict 
Foster  &  Freide 
J.  Robinson-Duff  &  Co. 
Wagner,  Stott  &  Co. 

Barbour  &  Co.,  C.  E.  Danforth,  R.  Melson 
Barbour  &  Co.,  C.  E.  Danforth,  R.  Melson 
Barrett  &  Co. 
M.  J.  Meehan  &  Co. 
Morris  Joseph  &  Co. 
Cowen  &  Co. 

Sartorius  &  Smith,  Sumner  &  Hewitt 
Miller  &  Dodge 

W.  J.  Ehrich,  .7.  D.  Frankel  &  Co.,  M.  E.  Monahan 
W.  S.  Turner,  A.  L.  Scheuer  &  Co 
W.  S.  Turner,  A.  L.  Scheuer  &  Co. 
Miller  &  Dodge 
Miller  &  Dodge 

Richards  &  Heffernan,  Hume  &  Benedict 
Miller  &  Dodge 


Palmer  &  Co. 


(8)  Herbert  H.  Sonn,  W.  Thiele 
(7)  Albert  Fried  &  Co. 

(9)  E.  C.  Anness,  Seymour  Johnson 

/V<*  ^-  9-  Anness,  Seymour  Johnson 

'in    h-^-  ^.°^]i"^  *  ^^^  D-  T.  Moore  &  Co. 
^30)   Miller  &  Dodge 

(13)   Hedge  &  Ellis 

(10)   Bramlev  &  Smith 

(16)    Morris  &  Co., 

(30)   Miller  &  Dodge 

(30)   Miller  &  Dodge 

(30)   Miller  &  Dodge 

(9)   Nash  &  Company 
(30)   Miller  &  Dodge 
(30)   Miller  &  Dodge 

(8)   Carl  Levis 
i}2}  ^""i^er  &  Hewitt,  Sartorius  &  Smith 
(16)   Foster  &  Friede 

(13)  Adler,  Coleman  &  Co. 

(14)  Smith  &  Gallatin 
(14)  Smith  &  Gallatin 
(30)   Miller  &  Dodge 

(6)  Stokes   Hodges  &  Co.,  Peter  J.  Maloney  &  Co.,  E.  C. 

..^x  .Coultry,  M.  H.  Russell 

(30)  Miller  &  Dodge 

(10)  Bramley  &  Smith 

(2)  B.  H.  Roth  &  Co.,  J.  D.  Frankel  &  Co. 

(30)   Miller  &  Dodge 

O 

(13)  Adler,  Coleman  &  Co. 

(14)  Stern  &  Lowitz 
(14)  Stern  &  Lowitz 
(14)  Stern  &  Lowitz 
(14)  H.  Goldman,  Jr. 
(30)  Miller  &  Dodge 
(30)  Miller  &  Dodge 

.iS  ^^.^.f^"".^^^'  ^'•<^h"'"  G.  Somers 
(30)   Miller  &  Dodge 

(30)   Miller  &  Dodge 

(5)   Vaughan  &  Co. 

(3)  J.  E.  Sheridan 


STOCK  EXCHANGE  PRACTICES 


7309 


STOCKS— Continued 

Abbrn.  Post  Specialists 

OST  P  Pr  (3)  J.  E.  Sheridan 

OT  (3)   Schafer  Bros.,  W.  E.  O.  Bebee,  A.  G.  Somers 

OT  Pr  (30)   Miller  &  Dodge 

OTU  (30)    Miller  &  Dodge 

OTU  Pr  (30)   MiUer  &  Dodge 
OV  (7)  Spero  &  Co. 

OV  Pr  (7)  Spero  &  Co. 

OW  (2)   Perkins  &  Righi 

P  (14)   H.  H.  Weekes,  T.  S.  Young,  S.  Rheinstein,  G.  J.  Dolan 
PA  (5)   Vaughan  &  Company 

PAC  (30)   Miller  &  Dodge 

PAC  Pr  (30)   Miller  &  Dodge 

PAE  (6)   Richards  &  HefTernan,  Hume  &  Benedict 

PAK  (7)   F.  H.  Douglas  &  Co. 

PB  (1)    Cohen  &  Streusand,  Filer  &  Co. 

PC  (14)   Finch,  Wilson  &  Co.,  A.  R.  Bishop,  H.  D.  Talbot 

PC  Pr  (14)   Finch,  Wilson  &  Co.,  A.  R.  Bishop,  H.  D.  Talbot 
PCG  (8)   Blumenthal    Brothers,    John    Rutherfurd,    Delafield    A 

Frothinghara 
PCO  (3)   W.  E.  O.  Bebee,  Schafer  Bros.,  A.  G.  Somers 

PCX  (5)   Chauncev  &  Company 

PCX  I  Pr  (30)   Miller  &" Dodge 

PCX  II  Pr  (30)    Miller  &  Dodge 
PDF  (6)   Wright  &  Sexton 

PDF  Pr  (6)   A.  J.  Vogel 

PDG  (5)   G.  H.  Wilder,  H.  S.  Sternberger 

PDG  Pr  (5)   G.  H.  Wilder,  H.  S.  Sternberger 

PDO  (6)   Richards  &  HefTernan,  Hume  &  Benedict 

PE  (5)   Chauncev  &  Company 

PEG  Pr  (4)    Van  Wyck  &  Sterling 

PEJ  (13)   Adler,  Coleman  &  Co. 

PEJ  Pr  (13)   Adler,  Coleman  &  Co. 

PEG  (11)    Morgan,  Rowland  &  Co.,  E.  H.  Marks,  W.  H.  Goadby 

&  Co.,  Mortimer  W.  Loewi  &  Co. 
PET  (6)   A.  J.  Vogel 

PF  (14)   Finch,  Wilson  &  Co.,  H.  D.  Talbot,  A.  R.  Bishop 

PFK  (11)   Howard  Boulton  &  Co. 

PFK  Pr  (30)   Miller  &  Dodge 
PFN  (9)   Nash  &  Co. 

PFN  Pr  (30)    Miller  &  Dodge 

PFS  (30)    Miller  &  Dodge 

PG  Pr  (30)    Miller  &  Dodge 
PGM  (2)   C.  F.  Watson,  Jr. 

PGM  Pr  (2)   C.  F.  Watson,  Jr. 

PH  (5)   Chauncey  &  Company 

PH  V  Pr  (30)    Miller  &' Dodge 
PH  VI  Pr  N  (5)   Chauncey  &  Company 

PIT  (17)   Luber  &  Shaskan 

PJ  (17)   F.  L.  Salomon  &  Co.,  H.  M.  Cone 

PJ  Pr  (30)    Miller  &  Dodge 

PKT  (17)   Liberman  &  Stone 
PLT  (9)   Seymour  Johnson,  E.  C.  Anness 

PMY  (30)    Miller  &  Dodge 
PC  (6)  H.  S.  Sternberger,  G.  H.  Wilder,  Tappin,  Rose  &  Cam- 

mann 

POL  (10)   Hume  &  Thompson,  Berg,  Eyre  &  Kerr 

POL  Pr  (10)   Hume  &  Thompson,  Berg,  Eyre  &  Kerr 
POR  (7)  Albert  Fried  &  Company 

PP  (1)   A.  J.  Feuchtwanger,  Louis  Livingston 

PP  B  (1)   A.  J.  Feuchtwanger,  Louis  Livingston 

PPI  (9)  Perry  B.  Strassburger,  McWilliam,  Wainwright  &  Luce 

PPT  (14)   Smith  &  Gallatin 

PPT  Pr  (30)   Miller  &  Dodge 
PPX  (6)   Samuels  &  Kornblum 

PQ  (10)  Bramley  &  Smith 


Henry  Zuckerman  &  Co. 
Henry  Zuckerman  &  Co. 
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Abbrn. 
PQPr 
PQR 
PQS 

PQSCt 

PRO 

PRL 

PRT  A 

PRT  B 

PSL 

PSLPr 

PSS 

PST  Pr 

PSU 

PSUPr 

PSY 

PT 

PTE 

PTH 

PTH  A 

PTT 

PTT  SPL 

PTY 

PU 

PUB 

PUB  V  Pr 

PUB  VI  Pr 

PUB  VII  Pr 

PUB  VIII  Pr 

PUC 

PUN 

PUN  Pr 

PUY 

PUYPr 

PV 

PVPr 

PVX 

PW 

PX 

PXC 

PXCPr 

PXY 

PXYPr 

PYAPr 

PZ 

PZPr 


QW 


R 

RPr 
R  Pr  B 
RAY 
RBC 
RBCPr 
RBP 
RBP  Pr 
RD 
RDG 
RDG  I  Pr 
RDG  II  Pr 


Specialists 


(11) 


Post 

(30)   Miller  &  Dodge 

(30)   Miller  &  Dodge 

Hume  &  Thompson,  Berg,  Eyre  A  Kerr 

id?er,''Se'S'a,tf  °C„,"'-  '■  ^'■*''-  ^-  >=•  Monahan 

Adler,  Coleman  &  Co. 

H.  I.  Clark  &  Co.,  Siegel  &  Co. 

H.  I.  Clark  &  Co.,  Siegel  &  Co. 

Brown  &  Gruner 

Drake  Brothers 

C.  F.  Henderson  &  Sons 

Miller  &  Dodge 

Morris  &  Co. 

Miller  &  Dodge 


(10) 
(2) 
(13) 
(13) 
(12) 
(12) 
(6) 
(9) 
(15) 
(30) 
(16) 
(30) 
(9) 
(17) 
(17) 
(30) 
(30) 
(14) 
(9) 
(4) 
(4) 
(4) 
(4) 
(4) 
(14) 
(3) 
(30) 


McWilliam    Wainwright  &  Luce,  Perry  B.  Strassburger 
Ferdinand  Mayer,  N.  G.  Hart  &  Co.    '         '^"'assourger 


Ferdinand  Mayer,'  N.'  g!  Hart  &  Co." 

MiUer  &  Dodge 

Miller  &  Dodge 

Fransioli  &  Wilson 

Homans  &  Company 

Van  Wyck  &  Sterling 

Van  Wyck  &  Sterling 

Van  Wyck  &  Sterling 

Van  Wyck  &  Sterling 

Van  Wyck  &  Sterling 

Stern  &  Lowitz 

C.  F.  Young 
,     ,    Miller  &  Dodge 
(5)   Chauncey  &  Company 
(30)   Miller  &  Dodge 

Miller  &  Dodge 

Miller  &  Dodge 

Morris  &  Company 

J.  D   Frankel  &  Co.,  W.  J.  Ehrich,  M.  E.  Monahan 
S^Rheinstem,  H   H.  Weekes,  T.  sl  Young   G  J  Dolan 
Moss.  Ferguson  &  Kerngood,  Engel  &  Co 

(15)  s'^eTenf  Kegg  ^  ''^^"^"^''  ^"^^'  *^  C^ 

(30)  Miller  &  Dodge 

(30)  Miller  &  Dodge 

(8)  Morris  Joseph  &  Co. 

(8)  Morris  Joseph  &  Co. 

Q 

(13)  Adler,  Coleman  &  Co. 


(30) 

(30) 

(16) 

(2) 

(14) 

(8) 

(8) 


(12) 
(12) 
(12) 
(14) 
(16) 
(16) 
(12) 
(12) 
(5) 
(15) 
(15) 
(15) 


A.  R.  Bishop,  H.  D.  Talbot 


R 

M.  J.  Meehan  &  Co 
M.  J.  Meehan  &  Co 
M.  J.  Meehan  &  Co. 
Finch,  Wilson  &  Co 
Foster  &  Friede 
Foster  &  Friede 
M.  J.  Meehan  &  Co. 
M.  J.  Meehan  &  Co. 

i^  A^'.'LfckS-'  ^   ^-  ^^''"  *  ^"^  ^-  ^-  ^""^'^^  &  Co. 
A.  A.  Zucker 
A.  A.  Zucker 
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STOCKS— Continued 


Abbrn. 


Post 


Specialists 


RDL 

(lo; 

N.  D.  Biddison 

RDM 

(30: 

Miller  &  Dodge 

RGO 

(r 

Gaines  &  Co. 

RI 

(5; 

W.  S.  Turner,  A.  L.  Scheuer  &  Co. 

RI  VI  Pr 

{5; 

W.  S.  Turner,  A.  L.  Scheuer  &  Co. 

RI  VII  Pr 

(5^ 

W.  S.  Turner,  A.  L.  Scheuer  &  Co. 

RIL 

(17] 

Corlies  &  Booker 

RIS 

(5] 

E.  C.  Rollins  &  Co.,  Palmer  &  Co.,  D.  T.  Moore  &  Co. 

RIS  I  Pr 

(3o; 

Miller  &  Dodge 

RJR 

(30) 

Miller  &  Dodge 

RJRB 

(11; 

Howard  Boulton  &  Co.,  A.  Barnwell  &  Co. 

RKO 

(12 

M.  J.  Meehan  &  Co. 

RLM 

(16) 

Reynolds  &  Co. 

RNS 

(30) 

Miller  &  Dodge 

ROS 

(16) 

Bond,  McEnany  &  Co.,  H.  G.  Campbell  &  Co.,  Fellowes 
Davis  &  Co. 

RR 

(10) 

Sumner  &  Hewitt,  Sartorius  &  Smith 

RRI  Pr 

(10) 

Sumner  &  Hewitt,  Sartorius  &  Smith 

RR  II  Pr 

(30) 

Miller  &  Dodge 

RSA 

(10) 

Sumner  &  Hemtt,  Sartorius  <fe  Smith 

RSH 

(14) 

Stern  &  Lowitz 

RSH  Pr 

(30) 

Miller  &  Dodge 

RSY 

(9) 

Drake  Brothers 

RU 

(10) 

Ely  &  Son 

RUI  Pr 

(10) 

Ely  &  Son 

RVPr 

(14) 

Smith  &  Gallatin 

RVB 

(6) 

V.  C.  Brown  &  Co.,  J.  T.  Berdan,  N.  S.  Seeley,  E.  D. 
Smith 

RVBA 

(6) 

V.  C.  Brown  &  Co.,  J.  T.  Berdan,  N.  S.  Seelev,  E.  D. 
Smith 

RVBPr 

(30) 

Miller  &  Dodge 

RWE 

(15) 

LaBranche  &  Co. 

RX 

(5) 

Vaughan  &  Co. 

RXPr 

(5) 

Vaughan  &  Co. 

RY 

(17) 

John  E.  Greenia,  L.  G.  Salomon 

RYCT 

(17) 

John  E.  Greenia,  L.  G.  Salomon 
Drake  Brothers 

S 

(9) 

SA 

(11) 

Alfred  Eckstein,  E.  S.  Hatch,  John  M.  Hynes 

SAF 

(16) 

H.  Spear 

SAP  VI  Pr 

(30) 

Miller  &  Dodge 

SAF  VII  Pr 

(30) 

Miller  &  Dodge 

SB 

(8) 

Blumenthal  Bros.,  Delafield  &  Frothingham,  John 
Rutherfurd 

SB  Pr 

(8) 

Blumenthal  Bros. 

SBD 

(8) 

Carl  Levis 

SBDPr 

(8) 

Carl  Levis 

SBM  Pr 

(30) 

Miller  &  Dodge 

SC 

(7) 

E.  M.  Anderson,  R.  P.  Worrall 

SCPr 

(1) 

E.  M.  Anderson 

SCD 

(15) 

Wilcox  &  Co. 

SCE 

(9) 

Perry  B.  Strassburger,  McWilliam,  Wainwright  &  Luce 

SCH 

(9) 

Drake  Brothers 

SCH  Pr 

(30) 

Miller  &  Dodge 

sex 

(6) 

Samuels  &  Kornblum 

SD  A 

(14) 

Smith  &  Gallatin 

SDB 

(14) 

Smith  &  Gallatin 

SDH 

(10) 

Ely  &  Son 

SDH  Pr 

(10) 

Ely  &  Son 

SDT 

(5) 

Tappin,  Rose  &  Cammann 

SEN 

(10) 

N.  D.  Biddison 

SEOPr 

(11) 

H.  Boulton  &  Co. 

SG 

(10) 

N.  D.  Biddison 

175541- 

-34— PT  1£ 
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Abbrn. 

SGPr 
SG  VI  Pr 
SO  VII  Pr 

SH 

SHO 

SHO  Pr 

SHU 

SI 

SIM 

SK 

SKL 

SKW 

SLG 

SLGPr 

SLG  CV  Pr 

SLS 

SLSPr 

SMS 

SNI 

SNI  Pr 

SNR 

SNRPr 

SNU 
SNU  Pr 
SO  Pr  WW 
SPP 
SRM 

ss 

SSPr 

SSH 

SST 
SST  Pr 

ssu 

SSY 

SSYPr 

ST 

ST  Pr 

STA 

STU 

STU  Pr 

STX 

SUB 

SUH 

SUN 

SUN  Pr 

SUX 

SUX  Pr 

SV 

SVE 

SVG 

SVL 

SW 

SWA 

SX 

SYE 

SYE  Pr  WW 

SYZ 
SYZ  A 

SZ 
SZ  Pr 


STOCKS— Continued 

I*ost  Specialists 

(10)  N.  D.  Biddison 
(10)  N.  D.  Biddison 
(10)  N.  D.  Biddison 
(30)  Miller  &  Dodge 
(17)  Liberman  &  Stone 
(30)  Miller  &  Dodge 
(17)  Stackpole  &  Buchanan 
(7)   Brinton  &  Co. 

Morris  &  Co. 

C.  Hyland  Jones 

A.  J.  Feuchtwanger,  L.  Livingston 

Cowen  &  Co. 

Albert  Fried  &  Co. 

Albert  Fried  &  Co. 

Albert  Fried  &  Co. 

Smith  &  Gallatin 

Miller  &  Dodge 

Spero  &  Company 

R.  T.  Stone  &  Co. 

R.  T.  Stone  &  Co. 

^•Ap-r.^^°^P^^il  *  ^°'  Fellowes  Davis  &  Co.,  Bond. 
McEnany  &  Co. 

^\F-t:^^^"'P^^II  *  ^°-'  Fellowes,  Davis  &  Co.,  Bond. 
McEnany  &  Co.  ' 

Adler,  Coleman  &  Co. 

Miller  &  Dodge 

F.  H.  Douglas  &  Co. 

Miller  &  Dodge 

E.  L.  Norton. 

Morgan,  Howland  &  Co.,  Eric  H.  Marks,  Mortimer  W 

Loewi  &  Co.,  W.  H.  Goadby  &  Co. 
Morgan,  Howland  &  Co.,  Eric  H.  Marks,  Mortimer  W 

Loewi  &  Co.,  W.  H.  Goadby  &  Co 
Hedge  &  Ellis 
Miller  &  Dodge 
Miller  &  Dodge 

Siegel  &  Co.,  H.  I.  Clark  &  Co. 
H.  W.  Goldsmith 
H.  W.  Goldsmith 
Alfred  L.  Norris 
Filer  &  Co.,  Cohen  &  Streusand 
Miller  &  Dodge 
H.  I.  Nicholas,  H.  M.  Drevfus 
Miller  &  Dodge 
Lowell  &  Son 

t'  S-  F/^']^^W^^-'  ^'-  J-  Ehrich,  M.  E.  Monahan 

J.  C.  Bradford  &  Co.,  Barbee  &  Co. 

Moss,  Ferguson  &  Kerngood,  Engel  &  Co. 

Miller  &  Dodge 

A.  A.  Zucker 

A.  A.  Zucker 

Stevens  &  Legg 

A.  J.  Vogel,  Wright  &  Sexton. 

Barbee  &  Co.,  J.  C.  Bradford  &  Co. 

Smith  &  Gallatin 

T.  F.  Scholl  &  Co. 

H.  I.  Clark  &  Co.,  Siegel  &  Co. 

Myron  Schafer,  Van  Wvck  &  Sterling 

Bond,  McEnany  &  Co.,'H.  G.  Campbell  &  Co.,  Fellowes 

Davis  &  Co. 
Bond,  McEnany  &  Co.,  H.  G. 

Davis  &  Co. 
L.  Kaufmann,  O.  S.  Campbell 
L.  Kaufmann,  O.  S.  Campbell 
R.  T.  Stone  &  Co. 
R.  T.  Stone  &  Co. 


(16) 

(13) 

(1) 

(4) 

(7) 

(7) 

(7) 

(14) 

(30) 

(7) 

(3) 

(3) 

(16) 

(16) 

(13) 
(30) 
(7) 
(30) 
(13) 
(11) 

(11) 

(13) 

(30) 

(30) 

(12) 

(10) 

(10) 

(1) 

(1) 

(30) 

(2) 

(30) 
(1) 
(2) 

(16) 
(8) 

(30) 

(15) 

(16) 

(15) 
(6) 

(16) 

(14) 
(3) 

(12) 
(4) 

(16) 

(16) 

(3) 
(3) 
(3) 
(3) 


Campbell  6z  Co.,  Fellowes 
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Abbrn. 

Post 

T 

(15) 

TA 

(3) 

TAV 

(5) 

TB 

(14) 

TB  A 

(14) 

TBS  A 

(14) 

TBS  B 

(14) 

TBS  C 

(14) 

TCC 

(13) 

TCL 

(9) 

TCL  Pr 

(9) 

TCO 

(16) 

TCR 

(9) 

TCR  CV  Pr 

(9) 

TDX 

(3) 

TES 

(13) 

TF 

(17) 

TFPr 

(30) 

TG 

(11) 

THM 

(8) 

THO 

(6) 

THR 

(16) 

TKR 

(15) 

TNI 

(17) 

TP 

(15) 

TST 

(16) 

TST  Pr 

(16) 

TTC 

(6) 

TU 

(10) 

TUX 

(2) 

TV 

(11) 

TVPr 

(11) 

TV  N 

(111 

TV  Pr  N 

(11) 

TWO 

(11) 

TWC  Pr 

(30) 

TX 

(3) 

TXL 

(6) 

TXL  OLD 

(6) 

TXY 

(30) 

TY 

(7) 

TY  Pr 

(30) 

TZ 

(13) 

U 

(2) 

U  Pr 

(2) 

UAF 

(1) 

UAF  Pr 

(1) 

UBO 

(15) 

UBO  Pr 

(30) 

UBP 

(30) 

UBS 

(3) 

UBSPr 

(3) 

UC 

(14) 

UCPr 

(14* 

UCB 

(7) 

UCL 

(6) 

UD 

(6) 

UDS  A 


(14) 


STOCKS— Continued 

Specialists 
LaBranche  &  Co. 
T.  F.  Scholl  &  Co. 

E.  Weisl  &  Co. 

B.  H.  &  F.  W.  Pelzer,  A.  L.  Fuller  &  Co. 
B.  H.  &  F.  W.  Pelzer,  A.  L.  Fuller  &  Co. 
B.  H.  &  F.  W.  Pelzer,  A.  L.  Fuller  &  Co. 
B.  H.  &  F.  W.  Pelzer,  A.  L.  Fuller  &  Co. 

B.  H.  &  F.  W.  Pelzer,  A.  L.  Fuller  &  Co. 
Adler,  Coleman  &  Co. 

R.  G.  Couried,  L.  Spingarn  &  Co. 
R.  G.  Conried,  L.  Spingarn  &  Co. 
H.  G.  Campbell  &  Co.,  Bond,  McEnany  &  Co.,  Fellowes 

Davis  &  Co. 
R.  G.  Conried,  L.  Spingarn  &  Co. 
R.  G.  Conried,  L.  Spingarn  &  Co. 

C.  F.  Young,  J.  E.  Sheridan. 
Hedge  &  Ellis 

H.  M.  Cone,  F.  L.  Salomon  &  Co. 

Miller  &  Dodge 

J.  V.  Bouvier,  3rd,  S.  B.  Blumcnthal,  C.  O.  Mayer 

Moss.  Ferguson  &  Kerngood,  Engel  &  Co. 

J.  G.  Cahn 

Reynolds  &  Co. 

C.  F.  Henderson  &  Sons 

F.  Mayer,  N.  G.  Hart  &  Co. 
LaBranche  &  Co. 
Reynolds  &  Co. 
Reynolds  &  Co. 

Samuels  &  Kornblum 

Leeds  Johnson 

Perkins  &  Righi 

A.  Eckstein,  E.  S.  Hatch,  John  M.  Hynes 

A.  Eckstein,  E.  S.  Hatch,  John  M.  Hynes 

A.  Eckstein,  E.  S.  Hatch,  John  M.  Hvnes 

A.  Eckstein,  E.  S.  Hatch,  John  M.  Hynes 

C.  B.  Spears 

Miller  &  Dudge 

L.  Kaufniaini,  O.  S.  Campbell 

J.  V.  Onativia,  Jr.,  Barrett  &  Co. 

J.  V.  Onativia,  Jr. 

.Miller  &  Dodge 

C.  H.  Patton 

Miller  &  Dodge 

Adler,  Coleman  &  Co. 

U 

Perkins  &  Righi,  Richard  Whitney  <fe  Co. 

Perkins  &  Righi,  Richard  Whitney  <fc  Co. 

Harris  &  Fuller 

Harris  &  Fuller 

Cecil  Lvon,  Carreau  &  Snedeker,  Sneckner  &  Heath 

Miller  &  Dodge. 

Miller  &  Dodge 

A.  G.  Somers,  Schafer  Bros. 

A.  G.  Somers,  Schafer  Bros. 

B.  H.  &  F.  W.  Pelzer,  A.  L.  Fuller  &  Co. 
B.  H.  k  F.  W.  Pelzer,  A.  L.  Fuller  &  Co. 
Albert  Fried  &  Co. 

Wright  &  Se.xton,  A.  J.  Vogel 

N.  S.  Seeley,  Brown  &  Gruner,  V.  C.  Brown  &  Co.,  E.  D. 

Smith.  J.  T.  Berdan 
B.  H.  &  F.  W.  Pelzer,  A.  L.  Fuller  &  Co. 
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Abbrn. 
UDSPr 
•UDY 
UDY  Pr 
UE 
UEL 
UF 

UFG 
UFO 
UFO  Pr 
UGI 
UGI  Pr 
ULA 
ULE 
UM 

UM  Pr 

UN 

UNX 

UNX  Pr 

UP 

UPPr 

USX 

UTX 

UV 

UV  Pr 

UVP  Pr 

UVV 

UVV  Pr 

UVX 

UVXPr 

UW 

UW  Pr 

UX 

UXA 

UXPPr 

UZ 

U.S.  Trust  Co. 


Post 

(14) 
(30) 
(30) 

(30) 

(17) 

(6) 


Specialists 
A.  L.  Fuller  &  Co. 


(13) 

(5) 
(^) 
(7) 
(7) 
(12) 
(8) 


(16) 

(8) 

(4) 

(30) 

(9) 

(2) 

(9) 

(15) 

(10) 

(10) 


J.  Malouey  &  Co.,  E.  C. 


Rollins  &  Co. 
Rollins  &  Co. 


B.  H.  &  F.  W.  Pelzer, 

Miller  &  Dodge 

Miller  &  Dodge 

Miller  &  Dodge 

Luber  &  Shaskan 

Stokes,  Hodges  &  Co.,  Peter 

Coultry,  M.  H.  Russell 
Hedge  &  Ellis 
D.  T.  Moore  &  Co.,  Palmer  &  Co.,  E.  C 

D.  T.  Moore  &  Co.,  Palmer  &  Co.,  E.  C. 
Spero  &  Co.,  Stackpole  &  Buchanan 
Stackpole  &  Buchanan 
M.  J.  Meehan  &  Co. 

,  ,    Moss,  Ferguson  &  Kerngood,  Engel  &  Co. 
(16)   H.  G.  Campbell  &  Co.,  Bond,  McEnanv  &  Co.,  Fellowes 
Davis  &  Co.  "  ' 

H.  G.  Campbell  &  Co.,  Bond,  McEnanv  &  Co.,  Fellowes 
Davis  &  Co.  "  ' 

J.  Bliss,  Tefft  &  Co. 
Myron  Schafer 
Miller  &  Dodge 

E.  C.  Anness,  S.  Johnson 
R.  Melson,  C.  E.  Danforth,  Barbour  &  Co. 
Homans  &  Co. 
La  Branche  &  Co. 

Hume  &  Thompson,  Berg,  Eyre  &  Kerr 
Hume  &  Thompson,  Berg,  Eyre  &  Kerr 

(30)  Miller  &  Dodge 

(1)  Scholle  Bros.,  Chnton  Gilbert  &  Co. 
(30)  Miller  &  Dodge 
(17)  Corlies  &  Booker 
(30)  Miller  &  Dodge 
(14)  H.  Goldman,  Jr. 
(30)  Miller  &  Dodge 

i}}}  ^-  Y.-  Bouvier,  3rd,  C.  O.  Mayer,  S.  B.  Blumenthal 

(11)  C  B.  Spears 

(11)  C.  B.  Spears 

(11)  Alfred  Eckstein,  E.  S.  Hatch,  John  M.  Hvnes 

(30)  Miller  &  Dodge 


V 

VPr 

VA 

VAD 

VAD  Pr 

VC 

VC  VI  Pr 

VC  VII  Pr 

VE  VI  Pr 

VK 

VK  Pr 

VKS 

VKSPr 

VRT 

VRTPr 

VX 

VX  Pr 


W 
WA 


(9)  Drake  Brothers 
(9)  Drake  Brothers 

(15)  Wilcox  &  Company 

(16)  Morris  &  Co. 
(16)  Morris  &  Co. 

(13)  Adler,  Coleman  &  Co. 
(13)  Adler,  Coleman  &  Co. 
(13)  Adler,  Coleman  &  Co. 
(30)  Miller  &  Dodge 
(30)  Miller  &  Dodge 
(30)  Miller  &  Dodge 
(30)  Miller  &  Dodge 
(30)  Miller  &  Dodge 
(30)  Miller  &  Dodge 
(30)  Miller  &  Dodge 
(30)  Miller  &  Dodge 
(30)  Miller  &  Dodge 

W 

(8)  Morris  Joseph  &  Co. 

(3)  L.  Kaufmann,  O.  S.  Campbell 


STOOK  EXCHANGE  PBAOTIOES 
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Abbrn. 
WA  Pr  A 
WA  Pr  B 
WAC 
WAG  Pr 
WAL 
WAR 
WAR  I  Pr 
WAR  CV  Pr 
WB 
WB  Pr 
WBS 
WBSPr 
WC 

WCCT 
WCO 
WD  A 
WD  B 
WD  Pr 
WEP  A 
WEP  VI  Pr 
WEP  VII  Pr 
WF 
V.FP 
WHI 
WHR 
WIL 
WIL  A 
WIL  Pr 
WKM 
WL 

WL  Pr 

WLX  A 

WLXB 

WM 

WM  II  Pr 

WNO 

WNO  Pr 

WPP  VI  Pr 

WPP  VII  Pr 

WPU 

WPU  Pr  A 

WPU  Pr  B 

WR 

WRPr 

WSW 

WSW  Pr 

WWY 

WX 

WXI  Pr 

WXC 

WXK 

WXY 

WY 

WY  Pr 

WYY  A 

WYY  B 

WZ 

WZ  A 


STOCKS— Continued 

Post  Specialistc 

(3)  L.  Kaufmann,  O.  S.  Campbell 
(3)  L.  Kaufmann,  O.  S.  Campbell 

(1)  A.  J.  Feuchtwanger,  Louis  Livingston 
(10)  H.  W.  Goldsmith 

(6)  Barrett  &  Co. 
(3)  C.  Griffen 

(30)  Miller  &  Dodge 
(30)  Miller  &  Dodge 
(16)  Foster  &  Friede 
(16)  Foster  &  Friede 

(12)  Siegel  &  Co. 
(30)  Miller  &  Dodge 
(30)  Miller  &  Dodge    ' 
(30)  Miller  &  Dodge 

(3)  Stewart  &  Company 
(30)  Miller  &  Dodge 

(9)  Nash  &  Co. 

(9)  Nash  &  Co. 
(30)  Miller  &  Dodge 
(30)  Miller  &  Dodge 
(30)  Miller  &  Dodge 

(9)  Homans  &  Co. 

(10)  N.  D.  Biddison 

(7)  Brinton  &  Co. 

(11)  H.  Boulton  &  Co. 

(13)  Adler,  Coleman  &  Co. 
(13)  Adler,  Coleman  &  Co. 
(13)   Adler,  Coleman  &  Co. 

(7)  C.  H.  Patton 

(5)   H.    S.    Sternherger,    G.    H.    Wilder,    Tappin,    Rose    & 
Cammann 

(5)  H.    S.    Sternberger,    G.    H.    Wilder,    Tappin,    Rose    & 

Cammann 
(16)   H.  G.  Campbell  &  Co.,  Bond,  McEuany  &  Co.,  Fellowes 
Davis  Co. 

(16)  H.  G.  Campbell  &  Co.,  Bond,  McEnany  &  Co.,  Fellowes 

Davis  &  Co. 

(6)  V.  C.  Brown  &'■  Co.,  N.  S.  Seeley,  E.  D.  Smith,  J.  T. 

Berdan 
(6)   V.  C.  Brown  &  Co.,  N.  S.  Seeley,  E.  D.  Smith,  J.  T. 

Berdan 
(6)   Richards  &  Hcffernau,  Hume  &  Benedict 
(6)   Richards  &  Heffernan,  Hume  &  Benedict 
(30)    Miller  &  Dodge 
(30)    Miller  &  Dodge 

(10)   Sumner  &  Hewitt,  Sartorius  &  Smith 
(10)   Sumner  &  Hewitt,  Sartorius  &  Smith 

(10)  Sumner  &  Hewitt,  Sartorius  &  Smith 

(2)  J.  D.  Frankel,  W.  J.  Ehrich,  M.  E.  Monahan 
(2)   J.  D.  Frankel,  W.  J.  Ehrich,  M.  E.  Monahan 

(17)  Corlies  &  Booker 
(17)   Corlies  &  Booker 

(17)  F.  Mayer,  N.  G.  Hart  &  Co. 

(15)  Cecil  Lyon,  Carreau  &  Snedeker,  Sneckner  &  Heath 

(30)  Miller  &  Dodge 

(15)  Stevens  &  Legg 

(16)  Revnolds  &  Co. 

(8)  Tefft  &  Co.,  Nash,  Cloud  &  Isaacs 
(6)  V.  C.  Brown  &  Co.,  J.  T.  Berdaii 
(6)  V.  C.  Brown  &  Co.,  J.  T.  Berdan 

(2)   R.  Melson,  C.  E.  Danforth,  Barbour  &  Co. 
(2)   R.  Melson,  C.  E.  Danforth,  Barbour  &  Co. 

(11)  H.  Boulton  &  Co. 
(11)  H.  Boulton  &  Co. 
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Abbrn. 


XPr 
XA 
XA  Pr 


STOCKS— Continued 

Post  Specialists 

(2)  Auerbach,  Pollak  &  Richson,  Bridgman,  Bates  &  Co  » 

Worden  &  Low 
(1)   Lowell  &  Son 

JS   ?,J-  ¥''^''^A  ^^^  Palmer  &  Co.,  E.  C.  Rollins  &  Co. 
(dO)   Miller  &  Dodge 


YA 

YB 

YB  CT  RED 

YB  CT  BLUE 

YC 

YCPr 

YG 


(3)   Schafer  Bros.,  A.  G.  Somers 
(15)   Stevens  &  Legg 
(15)   Stevens  &  Legg 
(15)   Stevens  &  Legg 

.iS   ?.-J-  ¥°^'"^,*  ^°'  Palmer  &  Co.,  E.  C.  Rollins  &  Co. 
(30)   Miller  &  Dodge 
(3)  Stewart  &  Company 

Z 


Z 
ZA 

ZAPr 
ZE 


(11)   C.  de  Cordova  &  Bro.,  E.  de  Cordova 
(7)  Albert  Fried  &  Company 
(7)  Albert  Fried  &  Company 
(1)   Filer  &  Company 

SPECIALISTS 
Adler,  Coleman  &  Co.  (13)  ACR,  AGR,  AGR-Pr.  AM-A.  AM-B   AM-Pr   AMD-Pr 

??.h   ^^S-B,   GGS-cv-Pr,    GHM,    ICM,    IGL,    IGL-P-Pr,    IKL     IMY     KW 

TCr    Ty\rfV'  vn'  ^l'  ^3  ^^^'  P^^P^-  P^^-A,   PRT-B,   QW;  SNU: 

TLC,  TZ,  VC-vi-Pr,  VC-vii-Pr,  WIL,  WIL-A,  WIL-Pr 
Adrian  (Joseph  M.)  &  Co.  (17)  CH,  HKM 
Anderson,  Elliott  M.  (1)  AX,  ILN,  LN,  SC,  SC-Pr 
Andrews,  Posner  &  Rothschild  (1)  FRW 

Anness,  E.  C.  (9)  BGW,  GUC,  GY,  IKN,  J  J,  MW,  NRG,  NRC-Pr   PLT   UP 
Armstrong,  D,  W.  (10)  BS.  ,  ,  ,  xrx^x,  uir. 

Auerbach,  Pollak  &  Richardson  (2)  GGZ  HMT  MTY   X 

Bach,  Julian  S.  (8)  KR.  ,  ,      . 

Barbee  &  Co.  (16)  AHS,  HPG,  SUH,  SVG 

Barbour  &  Co.    (2)    ART,   BB-A,   BB-B,    CLQ,   LW    LW-Pr-w  w     LW-Pi-x  w 

MOP,  MOP^Pr,  NBH,  NBH-Pr,  UP-Pr,  W\^^-A    WYY  B  "' 

Barnwell  (Arthur)  &  Co.  (11)  GT,  KO.  KO-A.  RJR-B 

"^HRT-i:  HRT%^,  NCM^^tI£  l^it  ^^^'  ''^■'''-''''  ^^^  ^^-^^•'  ^^^'  «^^^' 
^eSpTmZ^OT  V'^O^^'  ^^^-^-P^'  ^OW-y-Pi-Stmpd,  AOW-vi-Pr,  E,  E-i-Pr. 

""  WM?'^M5iir,V?:  WyS.  '^'^^'  ^^^^'   ^^^-^'''  ^^^'  ^^^-  ^^^-^-  UD. 

Berg,  Eyre  &  Kerr  (10)  ABS,  DHI,  DPS,  JMP.  POL-Pr,  PRC    UV    UV-Pr 

^ WFr'  ^'   ^^^^   ^^^-  ^^'  ^^^'  ^^^'  ^^'  ^^■^^'  SG-vi-P'r.  SG-vii-Pr, 

^PfI^rIy^'    ^^^^    ^^^^''  ^^^^"^'-  ^^^'  ^^'  ^^^-  ^^^■^''  ^^^'  PC-  PC-Pr, 
Bliss,'  Julius  (8)   UN. 

Blumenthal  Bros.  (8)  AJ,  CBD,  CBN,  CLL.  HN   PCG    SB    SB-Pr 
Blumenthal,  S.  B.  (11)  BMT,  BMT-Pr,  HLN.  IPX.  KN  KS   TG   TJX 

K(Jfc>,  bNR,  bNR-Pr,  SYE,  SYE-I'r-w.w.,  TOO.  TJM  UM-Pr  WTA'-A  WTTTTS 
Boulton  (Howard)  &  Co.  (11)  AME.  PF-.  RJR-B  SEOPr  SvS^  WZwl-A^ 
Bouvier,  John  V.,  3d  (11)  BMT,  BMT-Pr,  HLN,  IPX.  KN,  KS,  TG,'  UX.' 

Numbers  in  Parentheses  rer'er  to  Post  Numbers. 
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Bradford  (J.  G.)  &  Co.  (16)  AHS,  HPG,  SUH,  SVG. 

Bramley  &  Smith  (10)  B,  BI,  Bl-Pr,  CF,  CTM,  GIL,  MV,  NS,  NY,  PQ. 

Bridgman,  Bates  &  Co.   (2)  X. 

Brinton  &  Co.  (7)  ABP,  AH,  CC,  ODP,  CLU,  CMR,  DL,  IGL,  INU,  IS,  IS-Pr, 

MM,  SI,  WHI. 
Brown  &  Gruner  (6)  A,  PSS,  UD. 
Brown  (V.  C.)  &  Co.  (6),  AC,  AC-Pr,  CFG,  GUX,  GUX-Pr,  NAD,  RVB.  RVB-A, 

UD,  WM,  WM-ii-Pr,  WY,  WY-Pr. 
Buchanan,  G.  B.   (6)   CFG. 
Cahn,  J.  G.  (6)  CEZ,  ER,  THO. 
Callaway,  Fish  &  Co.   (9)  JU. 
Campbell  (H.  G.)  &  Co.   (16)   ADD,  AMS,  CGR,  DRS,  MPO,  MPO-i-Pr,  MUN, 

ROS,  SNR,  SNR-Pr,  SYE,  SYE-Pr-w.w.,  TCO,  UM,  UM-Pr,  WLX-A.  WLX-B. 
Campbell,    O.    S.    (3)    BMR,    HOO,    LPT,    SYZ,    SYZ-A,    TX,    WA,    WA-Pr-A, 

WA-Pr-B. 
— rreau  &  Suedeker   (15)   BOV,  GH,  KT,  KT-Pr,  UBO,  WX. 
Chauncey    &    Co.    (5)    BU,    DQU-i-Pr,    G,    G-Pr,    GQX,    H,    PCX,    PE,    PH, 

PH-vi-Pr.n,  PUY. 
Clark   (H.  I.)    &  Co.    (12)    BLW-Pr,  BOS,  CRT.  CRT-Pr,  EJ,  EJ-Pr,  GJ,  HR, 

HR-Pr.  MR,  PSL,  PSL-Pr,  SSU,  SWA. 
Cohen  &  Streusand  (1)  AGL,  AOY,  DER-Pr,  PB,  ST-Pr. 
Condon,  E.  B.  (14)  AVC,  BDM,  MFI. 
Cone,    Harold    M.    (17)    ACT,   AMZ,    BHL,    CEH,    CTY,    D,    LQ,    MAF,   MES, 

PJ.   TF. 
Conrie<l,  Richard  G.  (9)  BGG,  THC.  ILR.  ISD,  TCL,  TCL-Pr,  TCR,  TCR-cv-Pr. 
Corlies  &  Booker   (17)   ACS,  ISH,  IT,  KXX,  LMS,  LMS-Pr,  MNS,  RIL,  UVX, 

WSW.  WSVV-Pr. 
Coultry,  Edmund  ('.  (6)  DRU,  GL,  (iL  Spl.,  XX,  UP. 
Cowen  &  Co.  (4)  AGM.  NEO-A,  SKW. 
Danforth,   C.    E.    (2)    ART,    BB-A,    BB-B,    CLQ,    LW,  LW-Pr-ww,    LW-Pr-xw, 

MOP,  MOP-Pr,  NBH,  NBH-Pr,  UP  Pr,  YWW-A,  YWW-B. 
Davis   (Fellowes)   &  Co.    (16)    ADD,  A—,  CGR.  DRS.  MPO,  MPO-I-Pr,  MUN, 

ROS,  SNR,  SNR-Pr.  SYE,  SYE-Pr -ww.  TCO,  UM,  UM-Pr,  WLX-A.  WLX-B. 
de  Cordova   (Tyril)   &  Bro.   (11)   ALR,  ALR-Pr.  CRX.  DG,  DG-I-Pr,  DG-II-Pr. 

DS.  DS-Pr.  EGK,  HI,  Hl-Pr.  IMN.  LEH,  LEH-Pr,  LOR,  LV,  Z. 
de  Cordova.  E.   (11)   ALR,  ALR-Pr,  ("RX,  DG,  DG-I-l'r,  DG-II-Pr,  DS,  DS-Pr, 

EGK,  HI,  Hl-Pr,  IMN.  LEH.  LEII-Pr,  LOR,  LV.  Z. 
Delafield  &  Frothingham  (8)  AJ,  CBD.  CBN,  CLL,  HN,  HN-war,  PCG,  SB. 
Dempsey,  J.   (17)  CPL.  CPL-Pr. 
Dolan,   G.   J.    (14)    AKO,   AMM,   AMMjPr,    EGS.    EGS-I-Pr,    GF,   LAM,    LEM. 

P,  PX. 
Douglas  (F.  H.)  &  Co.  (7)  ACD,  ACD-Pr.  FT,  PAK,  SO-Pr-ww. 
Drake    Bros.     (9)    ALT,    ALT-l'r.    FS.    FS-Pr.    GIV,    GIV-Pr-ww,    IL,    IL-Pr, 

PST-Pr.  RSY,  S,  SCH,  V.  V-Pr. 
Dreyfus,  Herbert  M.  (2)  (nVII,  GNL,  GTIO.  STU. 
Dufe  (J.  Robinson)   &  Co.   (16)   DN,  NAV. 
Eckstein,  Alfred  (11)  AR,  AR-Pr,  AR-VI-Pr,  BC,  GLN,  SA,  TV,  TV-Pr,  TV-N, 

TV-Pr-N.  UZ. 
Emrich,  Wm.  J.   (2)  A,  A-Pr.  DEM,  ELB,  FI,  LF,  NGL,  PRL.  PW,  SUB.  WR. 

WR-Pr. 
Elias  (Albert  J.)  &  Co.  (8)  CP,  CP-N. 

Ely  &  Son  (10)  DH,  GRR,  KLV.  RU.  RU-I-Pr.  SDH,  SDH-Pr. 
Engel  &  Co.  (8)  CFM,  CMF-Pr,  EPU,  EPU-Pr,  EPU-Pr-ww,  MB,  PXC,  PXC-Pr, 

SUN,   THM.    ULE. 
Feitner  (Q.  F.)  &  Co.  (2)  BKM,  GGZ.  HMT. 
Feuchtwanger,  Austin  J.  (1)  PP.  PP-B.  SKL.  WAC. 
Filer  &  Co.  (1)  ASV,  ASV-Pr,  BWC,  HMO.  PB,  ST-Pr,  ZE. 
Finch.  Wilson  &  Co.    (14)    ASR,  ASR-Pr,  CSU,  GB,  GIS,  GIS-Pr,  MGX,  PC, 

PC-Pr,  PF,  RAY. 
Foster  &  Friede    (16)    ACN,  ACN-Pr.  BTY,  DMS,  GHR,  GHR-Ct,  GSW,  ISS, 

NAS,  NTY,  RBC,  RBC-Pr,  WB,  WB-Pr. 
Frankel    (J.  D.)    &  Co.    (2)    A.  A-Pr,  AGS,  DEM.  ELB,  FI,  LF,  NGL.  NYK, 

PRL,  PW,  SUB,  WR,  WR-Pr. 

Numbers  in  Parentheses  refer  to  Post  Numbers. 
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CIT,  CIT-war,  CIT-war-stmpd,  CIT- 


Fransioli  &  Wilson    (14)   BUY,  BRY-Pr 

Cv-Pr,  CIT-6yo-Pr,  MMC,  PTY. 
Fried    (Albert)    &  Co.    (7)    ADN,   AD—,   HLL,   MMW    MMW-Pr    NP\'    PHR 

SLG,  SLG-Pr,  SLG-Gv-Pr,  UGB,  ZA,  ZA-Pr.  '  '  ^^^' 

Fiiller  (A.  L.)  &  Co.   (14)   BKX,  CVD,  LB,  LOR-Pr,  MCG    TB    TB-A    TB^  A 

TBS-B,  TBS-C,  UC,  UC-Pr,  UDS-A,  UDS-Pr  '  '      ^"^' 

S!^,;"^!  "^  C?-  (1)  BUD,  DOS,  FWS,  GPV,  KMB,  MLL,  MLL-Pr   RGO 
Gilbert  (Clinton)  &  Co.  (1)  EL-Pr,  EL-VI-Pr   MMX   UVV 
Gimbel,  Louis  S.,  Jr.  (17)  APP. 
Goadby   (W.  H.)   &  Co.    (11)   AFX,  AKL,  AU,  AU-Pr    GW    GW-Pr    TN«?    to 

PEG,  PQS,  PQS-Ct,  SS,  SS-Pr.  '      ^'  ^^  t-^,  ^VA,  l^w  Pi,  INS,  LO, 

Goldman,  H.,  Jr.  (14)  CLO,  CLO-Ct,  OHO,  UW 

^SS?"p?'wA^Pi- ^^^   '^^^'  ^^^'  ^^'^"'  ^^^'  ^^^-^''  ^^^W'  ^^Q-  SSY. 

Greenia,  J.  E.  (17)  AEN,  RY,  RY-Ct. 

Griffen,  C.  (3)  BT,  CIK,  CTX,  MAR,  MRT,  W  \R 

Gwynne,  Arthur   (3)   AYY. 

Gwynne,  W.  Lee  (3)  AYY. 

Harris  &  Fuller  (1)  IN.  IN-Pr,  UAF,  UAF-Pr 

~?TS^!4H-A^Tm   WW?'    ^'^^    ^''^'  ^^'''  ^''^■^'  ^''^^-^^•'   ^^^'  ^QT, 
^'tvVi?N   UZ  "^^^    '^^'  ^'^''   ^^■'''-^'''   ^'~'   C^LN,    SA,   TV,   TV-Pr,   TV-N, 

''mY-Pr^Ss'H.'TE^'SFG'''''  ''''^'  ''''^''^''  ^'^'  ™-^'''  ^^^-^^•'  ^^^»W, 
Henderson  (Charles  F.)  &  Sons  (15)  BEX,  KOR,  KOR-Ct.  PSU,  TKR 

MS-oYd        '  ""'••    ^^^^    ^^'   ^^^'   ^^'   '^^^'   OPL-Pr,   Cui    Sm,   MS, 

Holmes  ( J.  H.)  &  Co.  (9)  J. 
Homans  &  Company  (9)  AE,  BO,  BO-Pr,  J,  PU   USX  WF 

«rNYNirp2o!'Uo,\^'o-Pr"'*^''  ^'^'  ^'^'^^'  ^^'  ^-^-^^•'  ^^^-^-' 

^lUV-P?  '^^°'^P^''"    ^^^^    ''^^^'   ^HI'   ^PS.   JMP,    POL,    POL-Pr,    PRC,    UV, 

Hyde  &  Miller  (4),  C,  GM. 

Hyman  &  Company  (4)  CI-A,  CI-B,  Cl-Pr,  FLO   FLO-Pr 

Tv'pr^Nl'uZ^"    ^^'^    ^'    ^^'^"'    ^^-^i-P^'    C^LN,    SA,    TV,    TV-Pr,    TV-N, 
Johnson.  Leeds  (10)  ABK,  AF,  AF—  FK   HK   TU 
Johnson,  Seymour   (9)    BGW,  GUG,  GY,'  IKN,  Jj",  MW,  NRC,  NRC-Pr,  PLT, 

Jones,  C.  Hyland  (13)  ASC,  CAM,  CEG,  CFY  LOU    SK 

Joseph   (Morris)   &  Co.   (8)   BW,  CUC.  GK,  GK-Pr,' HW    NEB    PZ    P7  Pr    W 
W^Pr-B.  ""■     ^^^     """^^^    ^'''''    ^^^'    ^^^'     SYZ-Z'  tI     wf :    WA-Prl- 
Kerr  &  Armstrong  (9)  ADE,  BGH,  CSS,  CW-Pr,  FLT,  GU,  GU-Pr    IRU 
La  Branche  Co.  (15)  AFL  AFG,  CWT,  MQ,  RWE    T    TP    UTX 
Leeds,  Laurence  C.  (16)  HYB,  MCK,  MCK-Pr         '     '        '  ''■^'^• 
Levis,  C.   (8)  CE,  CE-Pr,  MSM,  MSM-Pr.  NSU,  SBD    SBD-Pr 
Liberman  &  Stone  (17)  CDI,  FTH,  GLZ,  PKT    SPIO  '''^'^  ^'^- 
Limburg,  A.  M.  (16)  GRY.  GRY-Pr-w  w 
Livingston,  Louis  (1)  PP.  PP-B,  SKL  WAG 

'^z:^z:xi.  J<^A%!fip'^^'  ^"^^^  ^"'  ^"-^■'■'  ««^-  «^^-p'.  INS, 

—well  &  Son   (1)  FHP,  STX,  HMW    X-Pr 

Luber  &  Shaskan   (17)  AWY,  BCK,  CNR-A,  CNR-B    COT    MAB    PIT    TTFT 

Lunimis,  John  M.   (5)  FWC.  FWC-Pr  ^  >^  ^-  ^^^,  -MAt;.  ill,  UEL. 

Lyon,  Cecil  (15)  BOV,  GH.  KT,  KT-Pr    UBO    WX 

McClave  &  Co.  (1)  AWW.  AWW-i  Pr.  BDO    DD    DD-D 

McDermott  (Peter  P  )  &  Co.  (4)  CAD,  CAD-Pr,  bDH,  COS.  HHN   HHN-Pr 

PTeI  SCE  '^''^  ^'''"    ^^^   ''^^'   ^^^'   ^^^^-^'   EGM-B    m1    PPI, 
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Maloney  (Peter  J.)  &  Co.  (6)  DRU,  GL,  GL-Spi.,  NX,  UF. 

Marks,  Eric  H.  (11)  AFX,  AKL,  AU,  AU-Pr,  GW,  GW-Pr,  INS,  LO,  PEG,  PQS, 

PQS-Ctf,  SS.  SS-Pr. 
Mayer,  C.  O.,  Jr.  (11)  BMT,  BMT-Pr,  HLN,  IPX,  KN,  KS,  TG,  UX. 
Mayer,  Ferdinand   (17)  AAO,  FST,  GNW-N,  GNW-Pr,  GRS,  INR,  LQT,  PTH, 

PTH-A,  TNI,  WWY. 
Meehan  (M.  J.)  &  Co.  (12)  ARC,  CCU-Pr,  CUB,  CX,  FJ,  ILM,  INQ,  JC,  KLO, 

KLO-Pr,  LNP,  MMP,  NCR,  R,  R-Pr-B,  RBP,  RPB-Pr,  RKO,  ULA. 
Melson,  Ralph  (2)  ART,  BB-A,  B— ,  CLQ,  LW,  LW-Pr-w.w.,  LW-Pr-x.w.,  MOP, 

MOP-Pr,  NBH,  NBH-Pr,  UP-Pr,  WYY-A,  WYY-B. 
Miller  &  Dodge  (17)   GAC,  MOL. 
Miller  &  Dodge  (30)  ABK-Pr,  ABN-Pr,  ABS-Pr,  ABY-Pr,  ACE,  ACL,  ADD-Pr, 

ADO,  ADT-Pr,  E-Pr,  AFG-Pr,  AFW-vi-Pr,  AGN-Pr,  AGS-Pr,  AKL-Pr,  ALM, 

AMX,   AN,   AN-Pr,   ANC,    ANO-A,   ANR,   APW-Pr,   AQS,   ARR-Pr,   AST  Pr, 

ASU,  AY. 

B-Pr,  BB-Pr.  BBL,  BBL-Pr,  BCH,  BDM-Pr,   BE,  BEY-Pr,  BFQ-Pr,  BG-Pr, 

BHB-Pr,  BH-D,  BKM-Pr,  BKR,  BKR-Pr,  BKU,  BKU-Pr,  BLR-Pr,  BNK-Pr, 

BOV-Pr,  BR,  BR-Pr,  BW-Pr,  BY,  BY-Pr. 

CBR-Pr,  CC-Pr,  CCL,  CCL-Stmpd,  CF-Pr,  CFG-Pr,  CFY-Pr,  CGR-P-Pr-w.w., 

CGR-P-Pr-x.w.,  CGR-vii-Pr,  CHA,  CHL,  CHS-vii-Pr.  CHS-vii-Pr,  GHT,  CIL-Pr, 

CIT-vii-Pr,  CKO,  CKO-Pr,  CLO-Pr,  CLU-Pr,  CMO-Pr,  CMO-i-Pr-x.w.,  CMO-i- 

Pr.w.w.,  CMO-Pr-B,  CNV,  CO-Pr,  CPU,  CRW.  CRW-Pr,  CSA,  CSC-Pr,  CSS-A, 

CSU-Pr,  CTM-Pr,  CTY-Pr,  CUZ,  CWW-Pr,  CVD-Pr.  CX-i-Pr,  CX-ii-Pr,  CORN 

EXCHANGE  BANK. 

DD,  DET,  DET-Pr,  DHO-Pr,  DHS,  DPS-Pr.  DRS-Pr. 

EH-Pr.    EK-Pr,    EL-LXX-Pd,   EL-F-Pd.    EL(  )-Pr,    EMP,   EP,   EXY. 

FFL,  FFL-Pr,  FllP-Pr,  Fl-Pr.  FIS-Pr,  FJ-I'r,  FK-i-Pr,  FK-cv-i-Pr,  FK-ii-Pr, 

FKM-Pr,  FL-P-Pr,  FL-ii-Pr,  FLT-Pr,  FV,  FW,  FW-Pr,  FIFTH  AVE.  BANK, 

FIRST  NAT'L  BANK. 

GBG-Pr,    GGN-Pr,    GGS-vii-Pr,    GGS-viii-Pr,    GH-Pr,    GHM-Pr-w.w.,    GHM- 

Pr-x.w..  GJ-Pr,  GLN-P-Pr,  GN,  GNP,  GPI,  GPI-Pr,  GRS-Pr,  GS-Pr,  GSW-Pr, 

GSX,  GY-Pr. 

HAli,  HAIl-Pr,  HIP,  HK-Pr,  HKM-Pr,  HMW-Pr,  HN-Pr,  HNA-Pr.  HPC-Pr, 

HWA,  HWA-Pr-A. 

lA,    ICR-Pr,    IKN-Pr,   IL-LL,    IMY-Pr,   INR-Pr,    IP-Pr,    IR-Pr,   IRC,    IRC-ct, 

IRC-Pr,  ISD-Pr-x.w.,  ISD-Pr-\v\v. 

JL-Pr,  JLO,  JMI'-Pr. 

KDS-Pr,  KG-Pr,  KK-vi-Pr,  KK-viii-Pr,  KLL-Pr,  KLT-Pr.  KNX-Pr,  KOC. 

LG-Pr,  LL-Pr.  LO-Pr,  LPT-I'r,  LT-Pr-A,  LT-Pr-B. 

MAF-Pr,    MAH.    MAN-gtd.    M    &    B  Pr,    MC,    ME,    MGX-Pr,    MK-Pr,    MN, 

MN-Pr,   MNO,   MNS-Pr.   MNU,   MNU-Pr,   MRY,   MRY-B,    MRY-Pr.   MSM-LL, 

MT-l'r,  MY-Pr. 

NFK-Pr,  NL,  NNX,   NOX,   NRT-Pr,   NSC-Pr,   NSM-vi-Pr,  NSM-vii-Pr,  NST, 

NST-Pr.  NWT,  NX-Pr,  N.  Y.  &  TRUST  CO.  (BANK  OF). 

OM.  OM-Pr„  OPX,  OPX-Pr,  OT-Pr,  OTU,  OTU-Pr. 

PAC,  PAC-Pr,  PCX-i-Pr,  PCX-ii-Pr,  PFK-Pr,  PFN-Pr,  PES,  PG-Pr,  PH-v-Pr, 

PJ-Pr,   PMY,   PPT-Pr.    PQ-Pr,    PQR,   PSU-I'r,    PT,   PTT.   PTT-Spl,    PUN-Pr, 

PUY-Pr,  PV,  PV-I'r,  PXY-Pr.  PYA-Pr. 

RDM,  RIS-i-Pr,  RJR,  irNS,  RR  ii-Pr,  RSH-Pr,  IIVB-Pr. 

SAF-vi-Pr,    SAF-vii-Pr,    SBM-Pr,    SCH-Pr,    SH,    SHO-Pr,    SLS-Pr,    SNU-Pr, 

SPP.  SST,  SST-I'r,  STA.  STU-Pr,  SUN-Pr. 

TF-Pr,  TWC-Pr,  TXY,  TY-Pr. 

UBO-Pr,    UBP,    UDY.    UDY-Pr,    UE,    UNX-Pr,    UVP-Pr,    UVV-Pr,    UVX-Pr, 

UW-Pr,  U.  S.  TRUST. 

VE-vi-Pr,  VK.  VK-Pr,  YKS,  VKS-Pr,  VRT,  VRT-Pr,  VX,  VX-Pr. 

WAR-i-Pr,    WAll-cv-I'r,    WBS-Pr,    WC.    WC-ct,    WDA,    WEP-A,    WEP-vi-Pr, 

WEP-vii-Pr,  WPP-vi-Pr.  WPP-vii-Pr,  WX-i-Pr. 

XA-Pr. 

YC-Pr. 
— nahan,  M.  B.   (2)   A,  A-Pr,  DEM,  ELB,  FI,  LF,  NGL,  PRL,  PW,  SUB,  WR, 

WR-Pr. 
Moore    (D.  T.)   &  Co.    (5)    ABI,  ABI-Pr,  GTY,   IR,  IRT,   IRT-cd,  KRT,  NRT, 

RD,  RIS,  UFO,  UFO-Pr,  XA,  YC. 
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AKL,  AU,  AU-Pr,  GW,  GW-Pr,  INS,  LO, 


Morgan,  Howland  &  Co.   (11)   AFX 
PEG,  PQS,  PQS-ct,  SS,  SS-Pr.       ' 

SIM    VArVA°DPi-^^  ^^'  ^'^"^'■'  ^^^'  ^^^'  ^^^'  ^^^'  ^^^'  ^^^'  ^VX, 

"'ullWxS^fWrT^^  ?le'  ''^''■^''  ^^^'  ^PU-Pr-ww,  EPU-Pr. 

Muir   (John)  &  Co.   (6)  HX,  HX-Pr 

Xash  .k  Company    (9)    BDL,  CW,  CW-Pr,  NSS,  PEN.  WD-B    WD-Pr 

^ash,  Cloud  &  Isaacs  (8)   AMU,  EVY,  HH,  WXY,  AFW-Pr  \FW-ii-Pr 

Neilson  &  O'Sullivan  (7)  N,  N-Pr  ' 

.Vicholas,  H.  I.  (2)  CWH,  GNL,  GTE,  STU 

^Ton-is,  Alfred  L.  (1)   CFF,  DER-Pr,  ST 

^MRR-P-Pr,'  SRM.^"'^'  '^''''^'  ''^'  ^'^^'  '''^^'  ^'^^'  ^^R"^^'  MBR-II-Pr, 
Dnativia.  J.  V.,  Jr.  (6)  DO,  HMY,  TX—  TXL-Old 

Patton,  O.  H.  (7)  AB,  AW-ct,  AW-vi-Pr,  DGR-Pi-,  MAN-MG,  TY    WKM 

Perkins  &  Righi   (2)   OW,  TUX,  U.  U-Pr 

Reynolds  &  Company  (16)  KK,  RLM,  THR,  TST   TST-Pr   WXK 

SStl  %o%\  11^ ^•''"'  "'"-^'■'  •=««•  ^«s-'-^'-'  ^^m;lem,  P,  PX. 

"N\^£p.*N^f|.-II?p'D'^-^.§-^'NoS^''    '''''•    ^^"-''''    ''^-    '^^■'''- 
Roberts  &  McAleenan  (9)  CW    Cw'-Pr 

Roth  (B.  H.)  &  Co.  (2)  AGS,  XYK. 

Russell   Marshall  H.  (6)  DRU,  GL,  GL-Spl.,  NX   UF 

Rutherfurd   Johii  (8)  AJ,  CBD,  CBN,  CLL,  HN,  HN-war,  PGC   SB 

Salomon,  L.  G.  (17)  AEN,  RY,  RY-ct. 

Samuels  &  Koniblum  (6)  CLZ,  MYR   PPX   SCX  TT'C 

'"Rsii^'^u'  WPi;3p"iA^Tpu.P%°™-  ^^'^'   '^''°'  ■^^•^'  ^«-^-  ««.  ««-'-f '. 

Schafer  Brothers  (3)  AYY,  AYY-Pr-w  w  -x  x  v     AYY  p,-  ^  «-     a  w  t> 

^  ?"? '  ^'  E-i-Pr,  E-ii-Pr,  MZ,  OPS   S^PCO    uti    UBSPr'  ^J^-^-^-^-^l-. 

Schafer,  Myron  (4)  CI-B.  SX.  UNX  ' 

i^J'T^J'^^-^   ^  ^''-    (^>   MGL-Pr,  NKP,  NKP-Pr,  RI    Rl-vi-Pr    RI  vii  Pr 
SehoU  (T.  F.)  &  Co.  (3)  SW,  TA  '  ^^  ^""i^^- 

Scholle  Brothers  (1)  EL-Pr,  EL-vi-Pr.  MMX   UVV 

Seeley,  N.  S.  (6)  RVB,  RVB-A,  UD,  WM,  WM-ii-Pr 

Shea,  Frank  A.  (1)  A  WW,  AWW-i-Pr,  BDO,  DD  DD-D 

OST-P-Pr^TV'^    ^'''^'    ""''    ^'-'    ^'^^'    ^YG-P---.,    MYG-i-Pr,    OST, 

^'?f  o  t,^""'    ^^^^    BLW-Pr,  BOS,  CRT.  CRT-Pr.  EJ    EJ-Pr    GJ 
ILS,  MR,  PSL,  PSL-Pr,  SSU,  SWA,  WBS  •  ^'''  ^^  ^i'  ^J- 

Simmons  (E.  H.  H.)  &  Co.  (7)  MM 

'"sD'A^S'BrSLsJ'sV^'^'  ^'^^■^^•'   ^^'   ^'^^^'  ^^'^^'  ^^^^-^^' 
Smith,  E.  D.  (6)  RVB,  RVB-A,  UD,  WM,  WM-ii-Pr 
Sneckner  &  Heath  (15)  BOV,  GH,  KT,  KT-Pr   UBO  WX 

MZ,  OPS,  or,  PCO,  UBS,  UBS-Pr   yA  ^    ^       '  '        ^'^'^'''  ^"""^''• 

Sonn,  Herbert  H.  (8)  NPT. 
Spear,  Harold  (16)  ACC,  ACC-Pr,  SAF 
Spears,  C.  B.  (11)  BK,  TWC,  UX-A,  UX-P-Pr 


HR,  HR-Pr, 


PPT,  RV-Pr, 
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Spero  &  Co.   (7)  ALL.  BST,  CCK.  GCK-Pr.  CMM,  EH,  FLZ.  OV,  OV-Pr.  SMS, 

UGI. 
—gam  (Leopold)  &  Co.   (9)  BGG,  CHC,  ILR,  ISD,  TCL,  TCL-Pr,  TCR,  TCR- 

cv-Pr. 
Stackpole  &  Buchanan  (7)  CPC,  CPC-Pr,  KDS,  KG.  SHU,  UGI,  UGI-Pr. 
Stem  &  Lowitz  (14)   ABY.  BQT,  BQT-Pr,  GVZ.  GVZ-A,  HPT,  MTC,  OF,  OF- 

cv-Pr,  OF-P-Pr-ww.  PUC,  RSH. 
Sternberger,  H.  S.  (5)  AL.  GRC.  ilOR,  PDG,  PDG-Pr,  PO,  WL,  WL-Pr. 
Stevens  &  Legg    (15)    BY.   CAH.    DK,    DK-Pr,   EK,    F,   GOR,    GOR-i-Pr,    HO, 

MOS,  NPL,  PXY.  SV.  WXC.  YB,  YB-Ct-Red.  YB-Ct-Blue. 
Stewart    &    Company     (8)     AOW,    AOW-v-Pr.    AOW-v-Pr-Stmpd,    AOW-vi-Pr, 

DGL,  WCO,  YG. 
Stokes,  Hodges  &  Co.  (6)  DRU,  GL,  GL-Spl,  NX.  UF. 
Stone  (R.  T.)   &  Co.   (3)   AWC.  CG,  CG-Pr.  CG-V-Pr.  GGO.  SNI,  SNI-Pr,  SZ, 

SZ-Pr. 
Strassburger,  Perry  B.  (9)  AHP.  AUZ.  EGM-A.  EGM-B.  MA,  PPI.  PTE.  SCB. 
Sumner  &  Hewitt  (10)  BNK.  COG.  DTE.  FPX.  LBO.  XFK.  NSX.  RR,  RR-i-Pr, 

RSA.  WPU,  WPU-Pr-A.  WPU-Pr-B. 
Sydeman  Bros.  (7)  BVA,  GRL-Pr,  K— . 
Talbot,  Henry  D.  (14)  ASR.  ASR-Pi',  CSU,  GB,  GIS,  GIS-Pr.  MGX,  PC,  PC-Pr, 

PF.  RAY. 
Tappin,  Rose  &  Camjnaun  (5)  BM,  PO,  SDT.  WL,  WL-Pr. 
TefEt  &  Company    (8)    AFW,  AFW-Pi'.  AF^'-II-Pr,  AMU,  EVY,  HH,  M.  UN, 

WXY. 
Thiele,  W.  (8)  FN,  FN-Pr.  MX-i-Pr,  MX-ii-Pr.  NPT. 
Travers  &  Clark  (10)  ADT,  BS,  BS-Pr. 

Turner.  Wallis  S.  (5)  NKP.  NKP-Pr,  RI.  Rl-vi-Pr.  Rl-vii-Pr. 
Tweedy,  E.  II.   (14)  AVC.  BDM.  MFI. 
Untermeyer,  M.  F.   (1)    EL. 
Van  Wyck  &   Sterling    (4)    PEG-Pr.   PUB.   PUB-v-Pr,   PUB-vi-Pr,   PUB-\-ii-Pr, 

PUB-viii-Pr.  SX. 
Vaughan  &  Co.  (5)  CIM.  OR.  PA,  RX.  RX-Pr. 
Vogel,  Artliur  J.  (6)  GG-Pr.  KKN,  PDF-Pr,  PET.  SVE.  UCL. 
Wagner,  Stott  &  Co.   (16)  NAX. 
Watson.  C.  F..  Jr.  (2)  K,  PGM.  PGM-Pr. 
Weekes,  H.  H.    (14)    AKO.  AMM.  AMM-Pr,   EGS.   EGS-i-Pr.  GF,   LAM.  LEM, 

P,   PX. 
— ,   C.   S.    (7)    LNY 
Weisl  (Edwin)  &  Co.   (5)  BGI.  CIS.  CV.  EU.  IP- A.  II'-B.  IPC,  IP-Pr-N,  IPH, 

JW,  LG,  LR,  TAV. 
Whitehead,  E.  R.  (6)  ACT,  AST,  FDS,  GG,  JKS. 
Whitney    (Richard)    &  Co.    (2)    U,   U-Pr. 
Wilcox  &  Co.    (15)    BH,  CDD.  ELO,  GGN,  GGN-A,  HSY.   HSY-Pr,  HSY-P-Pr, 

LT.  MCH.  MQU,  MUY,  SCD.  VA. 
Wilder,  G.  H.    (5)    AL.  GRC.  MOR,  PDG.  PDG-Pr,  PO,  WL,  WL-Pr. 
Williams,   Nicholas  &  Moran    (4)    ABN,  ANO.   BP,   C,  CJ.   CJ-Pr,  CRM,   GM, 

GM-Pr,  ICR.  JO. 
Worden  &  Low  (2)  X. 
Worrall,  R.  P.  (1)  SC. 

Wright  &  Sexton  (6)  ENX.  FO,  GG-Pr,  IRR.  PDF.  SVE,  UCL. 
Young,  Charles  F.  (3)  ACF.  HPC,  PUN.  TDX. 
Young,   T.    S.    (14)    AKO.   AMM,   AJVIM-Pr,    EGS.   EGS-i-Pr.    GF,   LAM,    LEM, 

P.  PX. 
Zucker,  Arthur  A.  (15)  CNG,  MHW,  RDG,  RDG-i-I'r,  RDG-ii.Pr.  SUX,  SUX-Pr. 
Zuckerman  (Henry)  &  Co.  (2)  K.  PGM,  PGM-Pr. 
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Abbrn. 


A  Pr 

AAC 

AB 

ABK 

ABK  Pr 

ABN 

ABN  Pr 

ABP 

ABS 
ABS  Pr 
ABY 
ABY  Pr 
AC 

AC  Pr 

ACD 

ACD  Pr 

ACF 

ACJ 

ACL 

ACN 

ACN  Pr 

ACS 

ACT 

ADD 

ADD  Pr 

ADE 

ADN 

ADO 
ADT 
ADT  Pr 
AE 

AE  Pr 
AEN 
AF 

AF  Pr 
AFG 

AFGPr 
AFI 

AFP 
AFW 
AFW  Pr 
AFW  VI  Pr 
AFW  II  Pr 
AFX 

AG 

AG  Pr 

AGL 

AGM 

AGS 

AGSPr 

AH 

AHC 

AHCPr 

AHD 


Leo  Friede,  Harry  Anderson 
Leo  Friede,  Harry  Anderson 


STOCKS 

Post  Spedalists 

(2)  R.  W.  O'Brien,  E.  F.  O'Brien,  J.  G.  Hall.  Harde  &  Ellis 

B.  H.  Roth  &  Co.,  W.  I.  Spiegelberg 
R.  W.  O'Brien,  E.  F.  O'Brien,  J.  G.  Hall,  Harde  &  Ellis 

B.  H.  Roth  &  Co.,  W.  I.  Spiegelberg 
F.  Mayer,  Neville  G.  Hart  &  Co. 
F.  H.  Douglas  &  Co. 
Leeds  Johnson 
Miller  &  Dodge 
Rhoades,  Williams  &  Co. 
Miller  &  Dodge 

^\P>P""*°"'  ^-  ^-  Morck,  E.  H.  H.  Simmons  &  Co  , 
V.  C.  Brown  &  Co.,  Alexander  B.  Johnson 

Hume  &  Thompson,  Berg,  Eyre  &  Kerr 

Miller  &  Dodge 

Allison  Stern  &  Co. 

Miller  &  Dodge 

Brown  &   Gruner,   V.   C.   Brown   ct   Co.,   Alexander  B 
Johnson 

V.  C.  Brown  &  Co. 

F.  H.  Douglas  &  Co. 

F.  H.  Douglas  &  Co. 

Wright  &  Sexton,  A.  J.  Vogel 

E.  R.  Whitehead 
Miller  &  Dodge 

F.  V.  Foster  &  Co. 
F.  V.  Foster  &  Co., 
Corhes  &  Booker 
Cranberry  &  Co.,  Svdeman  Bros. 
Fellowes  Davis  &  Co.,  H.  G.  Campbell  &  Co. 
Miller  &  Dodge 

Kerr  &  Armstrong,  J.  T.  Donohue 
Albert  Fried  &  Co.,  Charles  E.  Clapp,  Jr.,  Howard  F. 

Hickie  Andrews,  Posner  &  Rothschild 
Miller  &  Dodge 

Travers  &  Clark,  W.  R.  K.  Taylor  &  Co. 
Miller  Sc  Dodge 
Homans  &  Co. 
.     ,    Miller  &  Dodge 
(17)    Cranberry  &  Co. 
(10)   Leeds  Johnson 
Leeds  Johnson 
La  Branche  &  Co 

E.  M.  Bloch 
Miller  &  Dodge 
La  Branche  &  Co., 

E.  M.  Bloch 
Louis  Gimbel  &  Co. 
Tefft  &  Co. 

J.  K.  Cloud,  Tefft  &  Co. 
J.  K.  Cloud,  Tefft  &  Co 
J.  K.  Cloud,  Tett't  &  Co. 
Morgan,  Howland  &  Co  , 

&  Co. 
Barrett  &  Co. 
Barrett  &  Co. 
(30)    Miller  &  Dodge 
(14)    Cowcn  &  Co. 

M,"r  *°D„Jg?"'  "•'■  '■  SPteSelberg 

Adler,  Coleman  &  Co. 
Adler,  Coleman  &  Co. 


(2) 

(17) 
(7) 

(10) 

(30) 
(4) 

(30) 
(7) 

(10) 
(30) 
(14) 
(30) 
(6) 

(6) 

(7) 

(7) 

(12) 

(4) 

(30) 

(16) 

(16) 

(17) 

(17) 

(16) 

(30) 

(9) 

(7) 

(30) 
(10) 
(30) 

(9) 
(30) 


(10) 

(15) 

(30) 

(15) 

(S) 
(8) 
(8) 
(8) 
(8) 
(10) 

(6) 
(6) 


(2) 
(30) 

(7) 
(13) 
(13) 
(13) 


Sydeman  Bros. 


J.   V.   Dunne  &  Co.,  F.  X.  Deery, 
J.  V.  Dunne  &  Co.,  F.  X.    Deery, 


Eric  H.  Marks,  W.  H.  Goad  by 
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Abbrn. 

Post 

AHP 

(9) 

AHS 

(15) 

AIN 

(15) 

AJ 

(9) 

AKL 

(10) 

AKLPr 

(30) 

AKO 

(14) 

AL 

(5) 

ALL 

(7) 

ALM 

(30) 

ALO 

(14) 

ALO  Pr 

(14) 

ALR 

(11) 

ALRPr 

(11) 

AM  A 

(13) 

AM  B 

(13) 

AM  Pr 

(13) 

AMD  Pr 

(13) 

A  ME 

(11) 

AME  CT 

(11) 

AMM 

(14) 

AMM  Pr 

(14) 

AMS 

(16) 

AMU 

(8) 

AMX 

(30) 

AMZ 

(17) 

ANC 

(30) 

ANO 

(4) 

ANO  A 

(30) 

AOW 

(3) 

AOW  V  Pr 

(3) 

AOW  VI  Pr 

(3) 

AOY 

(1) 

APP 

(8) 

APW 

(10) 

APW  Pr 

(30) 

AQS 

(30) 

AR 

(11) 

AR  Pr 

(11) 

AR  VI  Pr 

(11) 

ARC 

(12) 

ARH 

(14) 

ARH  Pr 

(30) 

ARR 

(30) 

ARR  Pr 

(30) 

ART 

(30) 

ARZ 

(10) 

AS 

(3) 

ASC 

(16) 

ASR 

(14) 

ASR  Pr 

(14) 

AST 

(4) 

AST  Pr 

(30) 

ASU 

(30) 

AT 

(13) 

AT  B 

(13) 

AT  Pr 

(13) 

AVC 

(9) 

AW  CT 

(7) 

AW  VI  Pr 

(30) 

STOCKS— Continued 

Specialists 
Mc William,  Wainwright  &  Luce,  E.  R.  Tweedy 
Barbee  &  Co. 
Hedge  &  Price 
J.    T.    Donoliue,    Kerr    &    Armstrong,    Callaway,    Fish 

&  Co. 
Morgan,  Howland  &  Co.,  Eric  H.  Marks,  W.  H.  Goadby 

&  Co. 
Miller  &  Dodge 
S.  Rheinstein,  H. 
G.  H.  Wilder,  H. 
Spero  &  Co. 
Miller  &  Dodge 
Smith  &  Gallatin 
Smith  &  Gallatin 
Cvril  dc  Cordova  &  Bro 

"Thieriot 
Cvril  de  Cordova  &  Bro 

"Thieriot 
Adler,  Coleman  &  Co. 
Adler,  Coleman  &  CoM 
Adler,  Coleman  &  Co. 
Adler,  Coleman  &  Co. 
H.  Boulton,  D.  S.  Jackson 
H.  Boulton,  D.  S.  Jackson 
S.  Rehinstein,  H.  H.  Weekes,  T. 
S.  Rheinstein,  H.  H.  Weekes,  T 


H.  Weekes,  T.  S.  Young,  N.  Gunn 
S.  Stcrnberger,  Toolin  &  Co. 


C.  H.  Murphey  &  Co.,  C.  H 
C.  H.  Murphey  &  Co.,  C.  H. 


Young,  N.  Gunn 
Young,  N.  Gunn 


Fellowes  Davis  «fe  Co.,  H.  G.  Campbell  &  Co. 
J.  K.  Cloud,  Tefft  &  Co. 
Miller  &  Dodge 

Cranberry  &  Co.,  Sydemaii  Bros. 
Miller  &  Dodge 
Rhoa(i(\s,  Vvilliams  Si  Co. 
Miller  &  Dodge 

F.  J.  Connelly  &  Co.,  Stewart  &  Co. 
F.  J.  Connellv  &  Co.,  Stewart  &  Co. 
F.  J.  Connelly  &  Co.  Stewart  &  Co. 
Gaines  &  Company 
Louis  Gimbel  &'Co. 
H.  W.  Goldsmith  &  Co. 
Miller  &  Dodge 
Miller  &  Dodge 

E.  S.  Hatch,  J.  M.,  Hvnes,  A.  Eckstein 
A.  Eckstein,  E.  S.  Hatch 
A.  Eckstein,  E.  S.  Hatch 
M.  J.  Meehan  &  Co. 
(14)   Spear  &  Leeds 
"       Miller  &  Dodge 
Miller  &  Dodge 
Miller  &  Dodge 
Miller  &  Dodge 
H.  W.  Goldsmith  &  Co. 
James  Sheridan 
C.  H.  Jones 

Finch,  Wilson  &  Co.,  A.  R.  Bishop 
Finch,  Wilson  &  Co.,  A.  R.  Bishop 
E.  R.  Whitehead 
Miller  &  Dodge 
"Miller  &  Dodge 
Adler,  Coleman  &  Co. 
Adler,  Coleman  &  Co. 
Adler,  Coleman  &  Co. 
McWilliam,  Wainwright  &  Luce,  E.  R.  Tweedy,  R.  V. 

Hiscoe 
P.  B.  Leavitt,  Benjamin,  Hill  &  Co. 
Miller  &  Dodge 
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Abbm. 

AWC 

AWW 

AWW  I  Pr 

AWY 

AX 

AY 

AYY 

AYY  Pr  WW 

XXX 
AYY  Pr  XW 
AYY  Pr  WWXL 


Post 


Specialists 


(3)   Howard   R.   Stone,   Bond,    McEnany   &  Co.,   David   V. 
Morris 

(1)   Shea  &  McMannus 

(1)   Shea  &  McMannus 
(17)   H.  I.  Luber 

(1)   Brumley  &  Anderson 
(30)    Miller  &  Dodge 

(3)    W.  Lee  Gwynne 

(3)   A.  G.  Somers,  Leonard  Schafer 


(3) 
(3) 


A.  G.  Somers,  Leonard  Schafer 
A.  G.  Somers,  Leonard  Schafer 


B 

B  Pr 

BB  A 

BB  ACT 

BBB 

BBBCT 

BB  Pr 

BBL 

BBLPr 

BC 

BCC 

BCH 

BCK 

BDL 

BDM 

BDM  Pr 

BDO 

BEX 

BEY 

BEY  CV  Pr 

BEY  Pr 

BGPr 

BGG 

BGH 

BGI 

BGS 

BH 

BH  D 

BUB  Pr 

BHL 

BI 

BI  Pr 

BK 

BKR 

BKR  Pr 

BKX 

BLWPr 

BM 

BMR 

BMT 

BMT  Pr 

BMY 
BNK 


(11) 

(11) 

(2) 

(2) 

(2) 

(2) 

(30) 

(30) 

(30) 

(11) 

(13) 

(30) 

(17) 

(9) 

(9) 


B 

C.  O.  Mayer,  Jr.,  S.  B.  Blumenthal,  J.  V.  Bouvier   3d 

F.  Dietrich  &  Co.  '' 

C.  O.  Mayer,  Jr.,  S.  B.  Blumenthal,  J.  V.  Bouvier   3d 

F.  Dietrich  &  Co. 
H.  Hirschberg,  H.  Schwartz,  Jackson  &  Curtis 
H.  Hirschberg,  H.  Schwartz,  Jackson  &  Curtis 
H.  Hirschbert,  H.  Schwartz,  Jackson  &  Curtis 
Schwartz,  Jackson  &  Curtis 


H.  Hirseiiberg,  H 

Miller  &  Dodge 

Miller  &  Dodge 

Miller  &  Dodge 

A.  Eckstein,  E.  S.  Hatch,  J.  M.  Hvnes 

Adler,  Coleman  &  Co. 

Miller  &  Dodge 

H.  I.  Luber 

Nash  &  Co. 

McWilliam,  Wainvvright  &  Luce,  E.  R.  Tweedy,  R.  V. 

Hiscoe 
Miller  &  Dodge 
Shea  &  McMannus 
C.  F.  Henderson  &  Sons 
Barrett  &  Co. 
Barrett  &  Co. 
Miller  &  Dodge 
Miller  &  Dodge 

R.  G.  Conried,  Leopold  Spingarn  &  Co. 
Kerr  &  Armstrong,  J.  T.  Donohue 
Shuman  &  Co.,  Edwin  Weisl  &  Co. 
Miller  &  Dodge 
Wilcox  &  Co. 
Wilcox  &  Co. 
Miller  &  Dodge 

Cranberry  &  Co.,  Sydemau  Bros. 
Bramley  &  Smith,  Benjamin  &  Ferguson,  A.  Gwynne. 

V.  H.  Brown 
(11)   Bramley  &  Smith,  Benjamin  &  Ferguson,  A.  Gwynne, 

V.  H.  Brown 

(11)  C.  B.  Spears 
(30)   Miller  &  Dodge 
(30)    Miller  &  Dodge 

(14)   B.  H.  &  F.  W.  Pelzer 

(12)  Siegel  &  Co. 

SS   S-  ?V^'^^^^'  ^-  ^-  Sternberger,  Toolin  &  Co. 
^^   y<'  7<  S^^ii^Pbell,  Leo  Kaufmann,  Schafer  Bros. 

(T   T<^  ^^•''u'  i'^T.^-  ^-  Blumenthal,  J.  V.  Bouvier,  3d., 
F.  Dietrich  &  Co. 

^,P-  Mayer,  Jr     S.  B.  Blumenthal,  J.  V.  Bouvier,  3d., 

r.  Dietrich  &  Co. 
Huine  &  Thompson,  Berg,  Eyre,  Kerr 
Hewitt,  Lauderdale  &  Co. 


(30) 

(1) 

(15) 

(6) 

(6) 

(30) 

(30) 

(9) 

(9) 

(5) 

(30) 

(15) 

(15) 

(30) 

(17) 

(11) 


(11) 

(11) 

(10) 
(10) 
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Abbrn. 

Post 

BNK  Pr 

(30) 

BNL 

(5) 

BNU 

(13) 

BO 

(9) 

BO  Pr 

(9) 

BOR 

(9) 

BOS 

(12) 

BP 

(4) 

BQT 

(14) 

BQTPr 

(U) 

BRY 

(14) 

BRY  Pr 

(14) 

BS 

(10) 

BSPr 

(10) 

BST 

(7) 

BT 

(3) 

BTY  A 

(16) 

BU 

(5) 

BUD 

(1) 

BUZ 

(14) 

BUZ  Pr 

(14) 

BV 

(13) 

BVA 

(17) 

BW 

(8) 

BWPr 

(30) 

BWC 

(1) 

BY 

(7) 

BYPr 

(30) 

STOCKS— amtinued 

Specialists 
Miller  &  Dodge 
Brandenburg  &  Co. 
Adier,  Coleman  &  Co. 
Homans  &  Co. 
Homans  &  Co. 

E.  C.  Anness,  W.  Hirshon,  S.  Johnson,  W.  H.  Goadbv 
&  Co. 

Siegel  &  Co. 

Rhoades,  Williams  &  Co. 

Allison  Stern  &  Co. 

Allison  Stern  &  Co. 

Fransioli  &  Wilson 

Fransioli  &  Wilson 

Travers  &  Clark,  W.  R.  K.  Taylor  &  Co. 

H.  W.  Goldsmith  &  Co. 

Spero  &  Co. 

C.  Griffen 

F.  V.  Foster  &  Co.,  Leo  Friede,  Harry  Anderson 
Chauncey  &  Co. 

Gaines  &  Company 

Fransioli  &  Wilson 

Fransioli  &  Wilson 

Stevens  &  Legg,  B.  L.  Mensch,  Filer  &  Co. 

Cranberry  &  Co.,  Sydeman  Bros. 

Morris  Joseph  &  Co.,  W.  P.  Blagden 

Miller  &  Dodge 

Lowell  &  Son 

F.  H.  Douglas  &  Co. 

Miller  &  Dodge 


C 


(4) 


CA 

(4) 

CAD 

(4) 

CAD  Pr 

(30) 

CAH 

(13) 

CAM 

(16) 

CBD 

(8) 

CBN 

(8) 

CBRPr 

(30) 

CC 

(30) 

CCPr 

(30) 

CCK 

(7) 

CCKPr 

(7) 

CCL 

(30) 

CCL  STMPD 

(30) 

ecu  Pr 

(1) 

CDD 

(15) 

CDH 

(4) 

CDI 

(17) 

CDP 

(7) 

CE 

(8) 

CE  Pr 

(8) 

CEG 

(16) 

CEH 

(17) 

CEZ 

(6) 

CF 

(11) 

CF  Pr 

(30) 

CFF 

(1) 

CFG 

(6) 

CFG  Pr 

(30) 

CFM 

(16) 

Rhoades,    Williams    <fe    Co.,    Hyde    &    Bach,    Miller   & 

.    McVickar 

Rhoades,  Williams  &  Co. 

Peter  P.  McDermott  &  Co. 

Miller  &  Dodge 

Stevens  &  Legg,  B.  L.  Mensch,  Filer  &  Co. 

C.  H.  Jones 

J.  Rutherfurd,  Blumenthal  Bros.,  M.  Smith  Davis. 

J.  Rutherfurd,  Blumenthal  Bros.,  M.  Smith  Davis 

Miller  &  Dodge 

Miller  &  Dodge 

Miller  &  Dodge 

Spero  &  Co. 

Spero  &  Co. 

Miller  &  Dodge 

Miller  &  Dodge 

D.  L.  Norris 
Wilcox  &  Co. 

Peter  P.  McDermott  &  Co. 
H.  Liberman,  S.  Stone 

B.  H.  Brinton,  W.  C.  Morck,  E.  H.  H.  Simmons  -fe  Co. 

C.  Levis 
C.  Levis 

C.  H.  Jones 

Granberrv  &  Co.,  Svdeman  Bros. 

Joel  G.  Cahn 

C.  O.  Maver,  Jr.,  S.  B.  Blumenthal,  J.  V.  Bouvier,  3d., 
F.  Dietrich  &  Co. 

Miller  &  Dodge 

D.  L.  Norris 

V.  C.  Brown  &  Co. 

Miller  &  Dodge 

Moss,  Ferguson  &  Kerngood 
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Abbrn. 
CFM  Pr 

Post 

(16) 

CFY 

(16) 

CFY  Pr 

(30) 

CG 

(3) 

CG  Pr 

(3) 

CG  VPr 

(30) 

CGG 

(10) 

CGGPr 

(10) 

CGR 

(16) 

CGR  P  Pr  WW 

(30) 

CGR  P  Pr  XW 

(30) 

CGR  VII  Pr 

(30) 

CH 

(17) 

CHA 

(30) 

CHC 

(9) 

CHK 

(17) 

CHL 

(30) 

CHS  VII  Pr 

(30) 

CHS  VIII  Pr 

(30) 

CIA 

(4) 

Pr 


CI  B 

CI  Pr 

CIK 

CIL  Pr 

CIM 

CIS 

CIT 

CIT  CV 

CJ 

CJ  Pr 

CK 

CK  Pr 

CLL 

CLO 

CLO  CT 

CLO  Pr 

CLQ 

CLU 

CLU  Pr 

CLZ 

CMO 
CMO  A 
CMO  Pr 
CMO  Pr  B 
CMO  I  Pr 
CMR 

CN 

CNG 
CNI 
CNI  Pr 
CNR  A 
CNR  B 
CNV 
CO 


Bond    McEnany   &   Co.,    David   V. 
Bond   McEnany   &   Co.,   David   V. 


(4) 

(4) 

(3) 

(30) 

(5) 

(5) 

(14) 

(14) 


Co., 
J.  F. 


STOCKS— Continued 

Specialists 
Moss,  Ferguson  &  Kerngood 
C.  H.  Jones 
Miller  &  Dodge 
Howard   R.    Stone, 

Morris 
Howard   R.    Stone, 

Morris 
Miller  &  Dodge 
H.  W.  Goldsmith  &  Co. 
,--,   H.  W.  Goldsmith  &  Co. 

(16)   Fellowes  Davis  &  Co.,  H.  G.  Campbell  &  Co 
'^'^^   Miller  &  Dodge 
Miller  &  Dodge 
Miller  &  Dodge 

Byck  &  Lowenfels,   M.   S.   Friedlander,  J.   M    Adrian 
J.  Dempsey,  Hoge,  UnderhQl  &  Co.  ' 

Miller  &  Dodge 

R.  G.  Conried,  Leopold  Spingarn  &  Co. 
Byck  &  Lowenfels,    M.   S.   Friedlander,  J.    M     Adrian 
J.  Dempsey,  Hoge,  Underhill  &  Co.  * 

Miller  &  Dodge 
Miller  &  Dodge 
Miller  &  Dodge 
Van   Wyck   &  Sterling,   Elderi&   Co.,   Hvman   & 

J.  1<.  Nick  &  Co. 
Van  Wyck  &  Sterling,  Elder  &:Co.,  Hvman  &  Co., 

Nick  &  Co.,  Mvron  Schafer 
Van  Wyck  &  Sterling,  Elder  &  Co.,  Hvman  &  Co.,  J'F 
Nick  &  Co.  "  ,  "..J.  . 

C.  Griffen 
Miller  &  Dodge 
Vaughan  &  Co. 

Shuman  &  Co.,  Edwin  Weisl  &  Co 
Fransioli  &  Wilson 
,    Fransioli  &  Wilson 
(4)   Rhoades,  Williams  &  Co 
(4)   Rhoades,  Williams  &  Co. 

(14)   Henry  Goldman,  Jr. 
(3C)   Miller  &  Dodge 
(30)   Miller  &  Dodge 

(ioi   Miller  ^^^X"^-  ^-  ^^^^^'^^  E-  H-  H.  Simmons  &  Co. 

^"^^  ^fifnton'''^'^^'  ^'  ^''^''^^'■*^'  Jackson  &  Curtis,  T. 
E.  L.  Norton 
E.  L.  Norton 
Miller  &  Dodge 
Miller  &  Dodge 
Miller  &  Dodge 

""IrlZs'i-Co.  ^-  ^-  '^'^^-  ^-  C-  Merck.  E.  H. 
Carreau    &    Snedeker,    Lew 
Gallatin 
,    A.  Zucker 
jl)   Krumlcy  &  Anderson,  M.  H 
,^ll  l^rumley  &  Anderson,  M.  H 
(17)   H.  I.  Luber 
(17)   H.  I.  Luber 

Miller  &  Dodge 

Byck  &  Lowenfels,   M.  S.   Friedlander,  J.   M    Adrian 
J.  Dempsey,  Hoge,  Underhill  &  Co.  ^arian, 


H. 


(16) 
(16) 
(30) 
(30) 
(30) 
(7) 

(14) 

(15) 


(30) 
(17) 


H. 


W^allace   &lCo.,   Smith'  & 


Vernon,  Sartorius  &  Smith 
Vernon,  Sartorius  &  Smith 
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Abbrn. 

Post 

COG 

(10) 

COT 

(17) 

CP 

(8) 

CPC 

(7) 

CPCPr 

(7) 

CPL 

(17) 

CPLPr 

(17) 

CPS  CT 

(16) 

CR 

(13) 

CRT 

(12) 

CRTPr 

(12) 

CRW 

(30) 

CRWPr 

(30) 

CRX 

(11) 

CSA 

(30) 

CSCPr 

(30) 

CSS 

(9) 

CSSCT 

(9) 

CSS  A 

(30) 

CSS  A  CT 

(30) 

CSU 

(14) 

CSUPr 

(30) 

CTM 

(11) 

CTM  Pr 

(30) 

CTX 

(5) 

CTY 

(17) 

CTYPr 

(30) 

CUB 

(1) 

CUX 

(17) 

CV 

(12) 

CW 

(9) 

CWPr 

(9) 

CWH 

(2) 

CWT 

(15) 

CWWPr 

(30) 

CWZ 

(13) 

CWZ  A 

(13) 

CX 

(30) 

CXIPr 

(30) 

CX  II  Pr 

(30) 

D 

(6) 

DD 

(1) 

DD  D 

(1) 

DEM 

(30) 

DER 

(12) 

DERPr 

(12) 

DET 

(30) 

DETPr 

(30) 

DG 

(11) 

DG  IPr 

(11) 

DG  II  Pr 

(11) 

DGL 

(3) 

DGRPr 

(7) 

DH 

(10) 

175541- 

-34— FT  15 

STOCKS— Continued 

Specialists 
Hewitt,  Lauderdale  &  Co. 
H.  I.  Luber 
A.  J.  Elias  &  Co. 
Stackpole  &  Buchanan 
Stackpole  &  Buchanan 
Byck  &  Lowenfels,  M.  S.  Friedlander,  J.  M.  Adrian,  J. 

Dempsey,  Hoge,  Underhill  &  Co. 
Byck  &  Lowenfels,  M.  S.  Friedlander,  J.  M.  Adrian,  J. 

Dempsey,  Hoge,  Underhill  &  Co. 
Engel  &  Co. 
Adler,  Coleman  &  Co. 
Siegel  &  Co. 
Siegel  &  Co. 
Miller  &  Dodge 
Miller  &  Dodge 

C.  H.  Thieriot,  Cyril  de  Cordova  &  Bros. 
Miller  &  Dodge 

Miller  &  Dodge 

Kerr  &  Armstrong,  J.  T.  Douohue 

Kerr  &  Armstrong,  J.  T.  Douohue 

Miller  &  Dodge 

Miller  &  Dodge 

Finch,  Wilson  &  Co.,  A.  R.  Bishop 

Miller  &  Dodge 

Bramley  &  Smith,   Benjamin   &  Ferguson,  A.   Gwynne, 

V.  H.  Brown 
Miller  &  Dodge 

D.  T.  Moore  &  Co.,  E.  C.  Rollins 
Gfanberry  &  Co.,  Sydeman  Bros. 
Miller  &  Dodge 

D.  L.  Norris 

Byck  &  Lowenfels,  M.  S.  Friedlander,  J.  M.  Adrian,  J. 

Dempsey,  Hoge,  Underhill  &  Co. 
M.  J.  Meehan  &  Co, 
Nash  &  Co.,  H.  T.  Bushnell 
Nash  &  Co. 

H.  I.  Nicholas,  H.  M.  Dreyfus 
La  Branche  &  Co.,  J.   V.   Dunne  &  Co.,  E.   M.  Bloch, 

F.  X.  Deery 
Miller  &  Dodge 
Adler,  Coleman  &  Co. 
Adler,  Coleman  &  Co. 
Miller  &  Dodge 
Miller  &  Dodge 
Miller  &  Dodge 

D 

Barrett  &  Co. 

Shea  &  McMannus 

Shea  &  McMannus 

Miller  &  Dodge 

M.  J.  Meehan  &  Co. 

M.  J.  Meehan  &  Co. 

Miller  &  Dodge 

Miller  &  Dodge 

Cyril  de  Cordova  &  Bro.,  C.  H.  Murphey  &  Co.,   C.   H. 

Thieriot 
Cvril  de  Cordova  &  Bro.,  C.  H.  Murphey  &  Co.,  C.  H. 

'Thieriot 
Cyril  de  Cordova  &  Bro.,  C.  H.  Murphey  &  Co.,  C.  H. 

Thieriot 
F.  J.  Connelly  &  Co.,  Stewart  &  Co. 
P.  B.  Leavitt,  Benjamin,  Hill  &  Co.,  F.  H.  Douglas  &  Co. 
Ely  &  Son 

58 
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>1 


)r  • 


Abbrn. 

DHI 

DHOPr 

DHS 

DK 

DKPr 

DL 

DMY  A 

DMY  B 

DN 

DNPr 

DOS 

DOU 

DPS 

DPS  Pr 

DQU  I  Pr 

DRS 

DRSPr 

DS 

DSPr 

DTE 
DVG 


E 

E  I  Pr 

EllPr 

EG 

EGK 


Post 

(10)   Hume  &  Thompson 


Specialists 


Pr 


EGS 

EGSI 

EH 

EH  Pr 

EJ 

EJ  Pr 

EK 

EKPr 

EL 

ELPr 

EL  VI  Pr 

ELB 

ELO 

ELO  Pr 

EMI 

ENX 

EP 

EPU 

EPU  Pr 

EPU  Pr  WW 

EPU  VI  Pr 

EQ 

ER 

EU 

EVY 

EXY 


Miller  &  Dodge 
Miller  &  Dodge 
Miller  &  Dodge 
Miller  &  Dodge 

;1^  ?•  P-  ^r^*^"'  ^'-  ^-  Morck,  E.  H.  H.  Simmons  &  Co. 
(1)   Games  &  Company 
(1)   Gaines  &  Company 

J.  Robinson-Duff  &  Co.,  Wagner,  Stott  &  Co. 
J.  Robmson-Duff  &  Co.,  Wagner,  Stott  &  Co. 
Gaines  &  Company 
Brandenburg  &  Co. 

Hume  &  Thompson,  Berg,  Eyre  &  Kerr 
Miller  &  Dodge 
Miller  &  Dodge 
Fellowes  Davis  &  Co.,  H.  G. 
Miller  &  Dodge 
Cyril  de  Cordova  &  Bro.,  C. 
Thieriot 
(11)   Cyril  de  Cordova  &  Bro.,  C. 

Thieriot 
(10)   Hewitt,  Lauderdale  &  Co. 
(7)   Albert  Fried  &  Co..  Charles 


(30) 
(30) 
(30) 
(30) 

(7) 


(16) 
(16) 
(1) 
(5) 
(10) 
(30) 
(30) 
(16) 
(30) 
(11) 


Campbell  &  Co. 

H.  Murphey  &  Co.,  C.  H. 

H.  Murphey  &  Co.,  C.  H. 


Young,  N.  Gunn 
Young,  N.  Gunn 


TT,„i  •      A    ,r   ~"'t^ ".  ^  Clapp,  Jr.,  Howard  F. 

Hickie,  Andrews,  Posner  &  Rothschild 

E 

iol  ^'  S-  ^omers,  Leonard  Schafer,  W.  E.  O.  Bebee 

;o(  A  •  S-  ^o»^ers,  Leonard  Schafer,  W.  E.  O.  Bebee 

«  D-  ^-.^T^f^'  Leonard  Schafer,  W.  E.  O.  Bebee 

(d)  Barrett  &  Co. 

(11)  Cyril  de  Cordova  &  Bro.,  C.  H.  Murphey  &  Co.  C    H 
Thienot  ,      •     x. 

S.  Rheinstein,  H.  H.  Weekes,  T.  S. 
S.  Rheinstein,  H.  H.  Weekes,  T.  S 
Spero  &  Co. 
.  ,    Spero  &  Co. 

(12)  Siegel  &  Co. 
(30)   Miller  &  Dodge 

SJn!   ?5mT^"^p  &  Legg,  B.  L.  Mensch,  Filer  &  Co. 
(30)   Miller  &  Dodge 
(1)   M.  F.  Untermeyer,  Scholle  Bros. 
(1)  Scholle  Bros. 
Scholle  Bros. 
J.  G.  Han,  Harde  &  Ellis   R   W.  O'Brien,  E.  F.  O'Brien, 

xxT^-  ^-.^^^^  *  ^°-'  W.  I.  Spiegelberg 
Wilcox  &  Co.  x-    o  6 

Miller  &  Dodge 

Adler,  Coleman  &  Co. 

Wright  &  Sexton,  A.  J.  Vogel 

.     ,    Miller  &  Dodge 

(16)   Moss,  Ferguson  &  Kerngood 

16)    Moss,  Ferguson  &  Kerngood 

ic<    Moss,  Ferguson  &  Kerngood 

(16)   Moss,  Ferguson  &  Kerngood 

(13)   Adler,  Coleman  &  Co 

Joel  G.  Cahn 

Shuman  &  Co.,  Edwin  Weisl  &  Co. 

J.  K.  Cloud,  Tefft  &  Co. 

Miller  &  Dodge 


(14) 

(14) 

(7) 

(7) 


(1) 
(2) 

(15) 
(30) 
(13) 
(12) 
(30) 


(6) 

(5) 

(8) 

(30) 


F 

FDM 

FDS 


(4)   E.  H.  Wliitehead 
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Abbrn. 

Post 

FFL 

(30) 

FFLPr 

(30) 

FHK 

(13) 

FI 

(2) 

FI  CT 

(2) 

FI  Pr 

(30) 

FI  Pr  CT 

(30) 

FIR 

(15) 

FIRPr 

(15) 

FIS  Pr 

(30) 

FJ 

(12) 

FJPr 

(30) 

FKM 

(13) 

FKM  Pr 

(30) 

FL  II  Pr 

(30) 

FLPPr 

(30) 

FLO 

(4) 

FLO  Pr 

(30) 

FLT 

(9) 

FLTPr 

(30) 

FLZ 

(7) 

FMT 

(16) 

FN 

(8) 

FN  Pr 

(8) 

FO 

(12) 

FPX 

(10) 

FRW 

(13) 

FS 

(9) 

FSPr 

(9) 

FST 

(17) 

FT 

(7) 

FT  Pr 

(7) 

FTH 

(17) 

FV 

(30) 

FW 

(30) 

FWPr 

(30) 

FWC 

(5) 

FWC  Pr 

(30) 

FWS 

(1) 

G 

(5) 

G  Pr 

(5) 

GAG 

(30) 

GAM 

(9) 

GAM  Pr  WW 

(9) 

GB 

(14) 

GBG 

(15) 

GBGPi' 

(30) 

GF 

(14) 

GG 

(4) 

GGPr 

(12) 

GGN 

(m 

GGN  A 

(15) 

GGNPr 

(15) 

GGO 

(1) 

GGS  A 

(13) 

GGS  CV  Pr 

(13) 

GGS  VII  Pr 

(30) 

GGS  VIII  Pr 

(30) 

GGZ 

(2) 

GH 

(15) 

STOCKS— CJontinued 

Specialists 
Miller  &  Dodge 
Miller  &  Dodge 
Adler,  Coleman  &  Co. 
J.  G.  Hall,  Harde  &  Ellis,  R.  W.  O'Brien,  E.  F.  O'Brien, 

B.  H.  Roth  &  Co.,  W.  I.  Spiegelberg 
J.  G.  Hall,  Harde  &  Ellis,  R.  W.  O'Brien,  E.  F.  O'Brien, 

B.  H.  Roth  &  Co.,  W.  I.  Spiegelberg 
Miller  &  Dodge 
Miller  &  Dodge 
Hedge  &  Price 

Hedge  &  Price  • 

Miller  &  Dodge 
M.  J.  Meehan  &  Co. 
Miller  &  Dodge 
Adler,  Coleman  &  Co. 
Miller  &  Dodge 
Miller  &  Dodge 
Miller  &  Dodge 
Van   Wyck   &  Sterling,   Elder  &   Co.,   Hyman    &   Co., 

J.  F.  Nick  &  Co. 
Miller  &  Dodge 

Kerr  &  Armstrong,  J.  T.  Donohue 
Miller  &  Dodge 
Spero  &  Co. 

Morris  &  Co.,  C.  M.  Fair,  A.  P.  Vesce 
W.  Thiele 
W.  Thiele 

Wright  &  Sexton,  A.  J.  Vogel 
Hewitt,  Lauderdale  &  Co. 
Adler,  Coleman  &  Co. 
Raymond  Sprague 
Raymond  Sprague 
F.  Maver,  Neville  G.  Hart  &  Co. 
F.  H.  Douglas  &  Co. 
F.  H.  Douglas  &  Co. 
H.  Liberman,  S.  Stone 
Miller  &  Dodge 
Miller  &  Dodg^e 
Miller  &  Dodge 
J.  M.  Lummis 
Miller  &  Dodge 
Gaines  &  Company 

G 

Chauncey  &  Co. 

Chauncey  &  Co. 

Miller  &" Dodge 

Raymond  Sprague 

Raymond  Sprague 

Finch,  Wilson  &  Co.,  A.  R.  Bishop 

C.  F.  Henderson  &  Sons 

Miller  &  Dodge 

S.  Rheinstein,  H.  H.  Weekes,  T.  S.  Young,  N.  Gunn 

E.  R.  Whitehead 

Wright  &  Sexton,  A.  J.  Vogel 

Wilcox  &  Co. 

Wilcox  &  Co. 

Wilcox  &  Co. 

Shea  &  McMannus 

Adler,  Coleman  &  Co. 

Adler,  Coleman  &  Co. 

Miller  &  Dodge 

Miller  &  Dodge 

Hedberg  &  Koppisch,  O.  V.  Hedberg 

Carreau  &  Snedeker,  Cecil  Lyon,  Sneckner  &  Heath 
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Abbrn. 
GH  Pr 
GHM 
OHM  Pr 
GHR 
GI 

GIPr 

GIL 

GIL  Pr 

GIS 

GISPr 

GJ 

GJPr 

GK 

GKPr 

GL 

GL  SPL 

GLN 

GLN  P  Pr 
GLZ 
GM 

GM  Pr 

GMT 

GN 

GNL 

GNP 

GOR 

GOR  I  Pr 

GPI 

GPI  Pr 

GPV 

GQ 

GRC 

GRLPr 

GRR 

GRS 

GRSPr 

GRX 

GRX  CT 

GRY 

GRY  Pr  WW 

GS 

GSPr 

GSW 

GSW  Pr 

GSX 

GTY 

GU 

GUPr 

GUX 

GUX  Pr 

GVZ 

GVZ  A 

GW 

GWPr 

GY 

GY  Pr 


Post 
(30) 


(16) 
(6) 

(6) 


Baar, 
Baar, 


(8) 
(8) 
(6) 

(6) 

(11) 
(30) 

(17) 
(4) 

(4) 
(11) 
(30) 

(2) 
(30) 
(13) 


Specialists 

,„^,    Miller  &  Dodge 

(13)   Adler,  Coleman  &  Co. 

(30)   Miller  &  Dodge 

F.  V  Foster  &  Co.,  Leo  Friede,  Harrv  Anderson 
J^™d^^^  Co..  Richards,    Hume    &    HefferTan, 

^CoSIco"   ^^^^^'^''   H""^^   &   Heflfernan, 

(11)  S^^;"^«yj&^s|ith,  Benjamin  &  Ferguson,  A.  Gwynnc, 

riV^  J;?^^'"!.^™'  Wainwright  &  Luce,  E.  R.  Tweedv 

}f  ?-^'t'  S  ^^'°"  *  Co.,  A.  R.  Bishop  ^ 

Jo  f."^^^'  Wilson  &  Co.,  A.  R.  Bishop 

(12)  Siegel  &  Co. 
(30)  Miller  &  Dodge 

Morris  Joseph  &  Co.,  W.  P.  Blagden 
Morris  Joseph  &  Co.,  W.  P.  Blagden 

^XsLXThotS;-  '*°'^'^'  «°^*  *  Co.,  M.  H. 

't^fs''tSlllty''°-  ^""''''  H">t  *  Co.,  M.  H.  Ru^: 

H.  Liberman,  S.  Stone 

Rh^oades,  WiUiams  &  Co.,  Hyde  &  Bach,  Miller  &  Mc- 

Rhoades,  Williams  &  Co 

Mitr^i'SoXe"  *  ""'■'  ^-  '•  ^^^^-^ 

Stevens  &  Legg,  B.  L.  Mensch,  Filer  &  Co 
(13)  Stevens  &  Legg,  B   L   Mpti^pV.    TTu^t  ^-/^ 
(30)   MiUer  &  Dodge  ^^ensch,  Filer  &,Co. 

(30)   Miller  &  Dodge 
(1)   Gaines  &  Company 
(5)   Chauncey  &  Co 

m]  MilferrSSgf  '•  '*^^-"'^^^--^'  T-"-  ^  Co. 
(10)   Ely  &  Son 

(30i   Si&bS"^  ""■  ""'''  ^  ^^• 
(10)   N.  D.  Biddison 
(10)   N.  D.  Biddison 
nnl  S^''1^*'  Lauderdale  &  Co. 
in    S^^itt   Lauderdale  &  Co. 
(10)   N.  D.  Biddison 
(30)    Miller  &  Dodge 

MilTer^&tidte^"'  ^''  ^"^^^'  ^^^^^  Anderson 
Miller  &  Dodge 

K;rT■A''°'^*  ^°-'  E-  c.  Roihns 

Knrr  t  ^"^1^o»g.  J-  T.  Donohue 

V  T  ^^.t™'*r;^S'  J-  T-  Donohue 
V.  K^.  iJrown  &  Co 

V.  C.  Brown  &  Co' 

Allison  Stern  &  Co.  • 

Allison  Stern  &  Co 

Morgan,  Howland  &  Co.,  Eric  H.  Marks,  W.  H.  Goadby 
(10)  Morg^an,  Howland  &  Co.,  Eric  H.  Marks,  W.  H.  Goadby 
(9)  E.^C.  Anness,  W.  Hirshon,  S.  Johnson,  W.  H.  Goadby'& 
(30)   Miller  &  Dodge 


(16) 

(30) 

(30) 

(5) 

(9) 

(9) 

(6) 

(6) 

(14) 

(14) 

(10) 
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Abbrn. 
H 

HAR 
HARPr 
HAT 

HAT  Pr  WW 
HH  A 
HH 
HHN 
HHN  Pr 
HI 

HI  Pr 

HK 
HK  Pr 
HKM 

HKM  Pr 
HLL 

HLN 

HM 


HMO 

(1) 

HMT 

(2) 

HMW 

(1) 

HMWPr 

(30) 

HMY 

(6) 

HN 

(8) 

HN  Pr 

(30) 

HN  WARR 

(8) 

HNA  Pr 

(30) 

HO 

(13) 

HO  N 

(13) 

HOFPr 

(15) 

HPC 

(12) 

HPC  Pr 

(30) 

HPG 

(15) 

HPT 

(14) 

HP 

(12) 

HRPr 

(12) 

HSY 

(15) 

HSYPr 

(15) 

HW 

(8) 

HWA 

(12) 

HWA  Pr  A 

(30) 

HX 

(6) 

HX  Pr 

(6) 

HYB 

(14) 

HZT 

(16) 

ICL 

(7) 

ICM 

(13) 

ICR 

(4) 

ICRPr 

(30) 

IGL 

(13) 

IGL  P  Pr 

(13) 

IKL 

(13) 

IKN 

(9) 

STOCKS— Continued 
H 

Post  Specialists 

(5)  Chauncev  &  Co. 
(30)  MiUer  &" Dodge 
(30)  Miller  &  Dodge 
(30)  Miller  &  Dodge 
(30)   Miller  &  Dodge 

(8)  J.  K.  Cloud,  Teflft  &  Co. 

(8)  J.  K.  Cloud,  Teflft  &  Co. 

(4)   Peter  P.  McDermott  &  Co. 

(4)   Peter  P.  McDermott  &  Co. 
(11)   Cvril  de  Cordova  &  Bro.,  C.  H.  Murphey  &  Co.,  C.  H. 

Thieriot 
(11)   Cvril  de  Cordova  &  Bro.,  C.  H.  Murphey  &  Co.,  C.  H. 
Thieriot 

(10)  Leeds  Johnson 
(30)   Miller  &  Dodge 

(17)   Byck  &  Lowenfels,   M.   S.   Friedlander,  J.   M.  Adrian, 

J.  Dempsev,  Hoge,  Underhill  &  Co. 
(30)   Miller  &  Dodge 
(7)   Albert  Fried  &  Co.,  Charles  E.  Clapp,  Jr.,  Howard  F. 

Hickic,  Andrews,  Posncr  &  Rothschild 

(11)  C.  O.  Maver,  Jr.,  S.  B.  Blumenthal,  J.  V.  Bouvier,  3d., 

F.  Dietrich  &  Co. 
(17)   Byck  &  Lowenfels,   M.  S.  Friedlander,  J.   M.   Adrian, 

J.  Dempscy,  Hoge,  Underhill  &  Co. 
Lowell  &  Son 

O.  V.  Hedberg,  Auerbach,  Pollack  &  Richardson. 
Lowell  &  Son 
Miller  &  Dodge 
Barrett  &  Co. 

J.  Rutherfurd,  Blumenthal  Bros.,  M.  Smith  Davis 
Miller  &  Dodge 

J.  Rutherfurd,  Blumenthal  Bros.,  M.  Smith  Davis 
Miller  &  Dodge 

Stevens  &  Legg,  B.  L.  Mensch,  Filer  &  Co. 
Stevens  &  Legg,  B.  Ij.  Mensch,  Filer  &  Co. 
Hedge  &  Price' 
Wright  &  Sexton,  A.  J.  Vogol 
Miller  &  Dodge 
Barbco  &  Co. 
Allison  Stern  &  Co. 
Siegel  &  Co. 
Siegel  &  Co. 
Wilcox  &  Co. 
Wilcox  &  Co. 

Morris  Joseph  &  Co.,  W.  P.  Blagden 
Shegel  &  Co. 
Miller  &  Dodge 
John  Muir  &  Co. 
John  Muir  &  Co. 
Spear  &  Leeds 
Wagner,  Stott  &  Co.,  J.  Robinson-Duff  &  Co. 


B.  H.  Brinton,  W.  C.  Morck,  E.  H.  H.  Simmons  &  Co. 
Adler,  Coleman  &  Co. 
Rhoades,  Williams  &  Co. 
Miller  &  Dodge 
Adler,  Coleman  &  Co. 
Adler,  Coleman  &  Co. 
Adler,  Coleman  &  Co. 

E.  C.  Anness,  W.  Hirshon,  S.  Johnson,  W.  H.  Goadby  & 
Co. 
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Abbrn. 
IKN  Pr 
IL 

ILPr 
ILLL 
ILN 
ILR 
ILS 
IMN 

INR 

INRPr 

INS 

INU 

IPPr 

IP  A 

IPB 

IPC 

IP  Pr  N 

IPH 

IR 

IRPr 

IRC 

IRC  CT 

IRCPr 

IRR 

IRT 

IRTCD 

IRU 

IRY 

IS 

ISPr 

ISD 

ISD  Pr 

ISH 

ISS 

IT 


Post 
(30) 

(9) 

(9) 

(30) 

(1) 

(9) 

(12) 

(11) 

(17) 
(30) 
(10) 

(7) 
(30) 

(5) 
(5) 
(5) 
(5) 
(5) 
(5) 

(30) 

(30) 

(30) 

(30) 

(12) 
(5) 


STOCKS— Continued 

Specialists 
Miller  &  Dodge 
Raymond  Sprague 
Raymond  Sprague 
Miller  &  Dodge 
Brum  ley  &  Anderson 
R.  G.  Conried,  Leopold  Spingarn  &TCo. 
Siegel  &  Co. 
Cyril  de  Cordova  &  Bro.,  C.  H.  Murphey  &  Co     C    H 

Tnieriot 
F.  Mayer,  Neville  G.  Hart  &  Co. 
Miller  &  Dodge 

^&  C? '  -^"'^'^^"^  ^  ^^•'  ^^^^  ^-  Marks,  W.  H.  Goadby 

&•?•  -^^^J^i''  ^^'-  ^-  ^"^'''''  E-  H-  H.  Simmons  &  Co. 
Miller  &  Dodge 

Shuman  &  Co.,  Edwin  Weisl  &  Co. 

Shuman  &  Co.,  Edwin  Weisl  &  Co. 

Shuman  &  Co.,  Edwin  Weisl  &  Co. 

Shuman  &  Co.,  Edwin  Weisl  &  Co. 

Shuman  &  Co.,  Edwin  Weisl  &  Co 

D.  T.  Moore  &  Co.,  E.  C.  Rollins 

Miller  &  Dodge 


Miller  &  Dodge 

Miller  &  Dodge 

Miller  &  Dodge 

Wright  &  Sexton,  A.  J.  Vogel 
,-,   Brandenburg  &  Co. 
(5)   Brandenburg  &  Co. 
(9)   ^^-   "    '      ^' 
(16) 


(7) 
(7) 
(9) 
(30) 
(17) 
(16) 
(17) 


Kerr  &  Armstrong,  J.  T.  Donohue 

Morris  &  Co.,  C.  M.  Fair,  A.  P.  Vesce 

B.  H.  Brinton,  W.  C.  Morck,  E.  H.  H.^Simmons  &  Co. 

B.  H.  Brinton,  W.  C    Morck,  E.  H.  H.^Simmons  &  Co. 

rv-,r-  ^^"^i^'^'  Leopold  Spingarn  &  Co. 

Miller  &  Dodge 

Corlies  &  Booker 

A/f  Y'  ^F^^^""  ^  Co     Leo  Friede,  Harry  Anderson 
Myles  &  Keating,  F.  L.  Salomon  &  Co. 


J 
JC 

JKS 

JLPr 

JLO 

JMP 

JMP  Pr 

JO 

JW 


riol  ^,'"'^''^1%  ^  ^^•'  '^are  &  Keelips 

(12)  M.  J.  Meehan  &  Co. 

(4)  E.  R.  Whitehead 

(30)  Miller  &  Dodge 

(30)  Miller  &  Dodge 

(4)  Rhoades,  Williams  &  Co 

(5)  Shuman  &  Co.,  Edwin  Weisl  &  Co. 


,K 

KDS 
KDS  Pr 
KG 
KG  Pr 
KK 
KK  Pr 
KKN 
KLL  Pr 
KLO  Pr 
KLT  Pr 
KLV 
KMB 


(2) 

(30) 

(30) 

(7) 

(30) 

(8) 

(8) 

(12) 

(30) 

(12) 

(30) 

(10) 


Miller  &  Dodge 

Miller  &  Dodge 

Stackpole  &  Buchanan 

xMiller  &  Dodge 

Reynolds  &  Co. 

Reynolds  &  Co. 

Wright  &  Sexton,  A.  J.  Vogel 

Miller  &  Dodge  ^ 

M.  J.  Meehan  &  Co 

Miller  &  Dodge 

Ely  &  Son 


(1)   Gaines  &  Company 
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Abbrn. 

Post 

KN 

(11) 

KNX 

(17) 

KNXPr 

(17) 

KO 

(11) 

KO  A 

(11) 

KOC 

(30) 

KR 

(8) 

KS 

(11) 

KSU 

(6) 

KSU  Pr 

(6) 

KT 

(15) 

KTPr 

(15) 

KW  A 

(13) 

KWB 

(13) 

LAM 

(14) 

LAU 

(15) 

LB 

(14) 

LEH 

(11) 

LEH  Pr 

(11) 

LEM 

(14) 

LF 

(2) 

LG 

(30) 

LG  Pr 

(30) 

LIL 

(10) 

LL 

(16) 

LLPr 

(30) 

LM 

(13) 

LM  B 

(13) 

LM  Pr 

(13) 

LMS 

(17) 

LMSPr 

(17) 

LMW 

(10) 

LN 

(1) 

LNP 

(12) 

LNY 

(30) 

LO 

(10) 

LO  Pr 

(30) 

LOF 

(10) 

LOR 

(11) 

LORPr 

(14) 

LOU 

(16) 

LPT 

(3) 

LPT  Pr 

(30) 

LQ 

(17) 

LQT 

(17) 

LR 

(5) 

LSV 

(2) 

LT 

(15) 

LT  Pr  A 

(15) 

LTPr  B 

(15) 

LV 

(11) 

B 


Specialists 
Blumenthal,  J. 


V.  Bouvier,  3d., 


D.  S.  Jackson 
D.  S.  Jackson 


C.  O.  Maver,  Jr.,  S. 

F.  Dietrich  &  Co. 
Corlies  &  Booker 
Corlies  &  Booker 
Arthur  Barnwell  &  Co. 
Arthur  Barnwell  &  Co. 
Miller  &  Dodge 
J.  S.  Bach 
C.  O.  Majer,  Jr.,  S.  B.  Blementhal,  J.  V.  Bouvier,  ed., 

F.  Dietrich  &  Co. 
Burnside  &  Co.,   Richards,  Hume  &  Hefifernan,  Baar, 

Cohen  &  Co. 
Burnside  &   Co.,   Richards,   Hume   &  Hefifernan,   Baar, 

Cohen  &  Co. 
Carreau  &  Snedeker,  J.  J.  Ahern,  Cecil  Lyon  Sneckner 

&  Heath,  McGough  &  Schuman 
Carreau  &  Snedeker,  J.  J.  Ahern,  Cecil  Lyon,  Sneckner 

&  Heath,  McGough  &  Schuman 
Adler,  Coleman  &  Co. 
Adler,  Coleman  &  Co. 


S.  Rheinstein,  H.  H.  Weekes,  T.  S.  Young,  N.  Gunn 

A.  Zucker 

B.  H.  &  F.  W.  Pelzer 
Cyril  de  Cordova  &  Bro.,  C.  H. 

Thieriot 
Cvril  de  Cordova  &  Bro.,  C.  H. 

Thieriot 
S.  Rheinstein,  H.  H.  Weekes,  T, 
J.  G.  Hall,  Harde  &  Ellis,  R.  W. 


Murphey  &  Co.,  C. 
Murphey  &  Co.,  C. 


H. 


S.  Young,  N.  Gunn 
O'Brien,  E.  F.  O'Brien, 


B.  H.  Roth  &  Co.,  W.  I.  Spiegelberg 
Miller  &  Dodge 
Miller  &  Dodge 
W.  R.  K.  Taylor  &  Co. 

E.  L.  Norton 
Miller  &  Dodgle 
Adler,  Coleman  &  Co. 
Adler,  Coleman  &  Co. 
Adler,  Coleman  &  Co. 
Corlies  &  Booker 
Corlies  &  Booker 
H.  W.  Goldsmith  &  Co. 
Brumley  &  Anderson 
M.  J.  Meehan  &  Co. 
Miller  &  Dodge 
Morgan,  Howland  &  Co.,  Eric  H.  Marks,  W.  H.  Goadby 

&  Co. 
Miller  &  Dodge 
Hewitt,  Lauderdale  &  Co. 
(11)   Cyril  de  Cordova  &  Bro.,  C.  H.  Murphey  &  Co.,  C.  H. 

Thieriot 

B.  H.  &  F.  W.  Pelzer 

C.  H.  Jones 

O.  S.  Campbell,  Leo  Kaufmann,  Schafer  Bros. 
Miller  &  Dodge 
Sydeman  Bros.,  Cranberry  &  Co. 

F.  Mayer,  Neville  G.  Hart  &  Co. 
Shuman  &  Co.,  Edwin  Weisl  &  Co. 
H.  M.  Drevfus,  H.  I.  Nicholas 
Wilcox  &  Co. 
Wilcox  &  Co. 
Wilcox  &  Co. 
Cyril  de  Cordova  &  Bro.,  C.  H.  Murphey  &  Co.,  C.  H. 

Thieriot 
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Abbrn. 


LW 

LWPr 

LX 
LX  A 
LXPPr 


M 

MA 

MAB 

MAF 

MAF  Pr 

MAH 

MAN 

MAN  GTD 

MAQ 

MAR 

MB 

MBC 

MC 

MCC 

MCG 

MCK 

MCKPr 

ME 

MES 
MFI 

MGL  Pr 

MGX 

MGX  Pr 

MHW 

MK  Pr 

MLL 

MLL  Pr 

MM 

MMP 

MMW 

MMW  Pr 

MMX 

MN 

MNO 

MNS 

MNSPr 

MNU 

MNUPr 

MOK 

MOL 

MOP 

MOPPr 

MOR 

MOS 

MPO 

MPO  I  Pr 

MPS 

MPZ 

MQ 


F.  H.   Douglas  & 


STOCKS— Continued 

^°st  Specialists 

(2)  H    Hirschberg,  H.  Schwartz,  Jackson  &  Curtis    T    H 
Benton  '  ' 

(2)   H    Hirschberg,  H.  Schwartz,  Jackson  &  Curtis    T    H 
Benton  ' 

(11)  C.  B.  Spears 
(11)  C.  B.  Spears 
(11)  C.  B.  Spears 

M 

(8)  Tefft  &  Co. 

(9)  McWilliam,  Wainwright  &  Luce,  E.  R.  Tweedv 
(17)  H.  I.  Luber 

(17)    Cranberry  &  Co.,  Sydeman  Bros. 
(30)   Miller  &  Dodge 
(30)   Miller  &  Dodge 
(7)   P.  B.  Leavitt,  Benjamin,  Hill  &  Co., 

Miller  &  Dodge 
H.  W.  Goldsmith  &  Co. 
C.  Griffen. 
.--.    Miller  &  Dodge 

(13)  AdJer,  Coleman  &  Co. 
(30)   Miller  &  Dodge 

(17)   Byck  &  Lowenfels,   M.  S.   Friedlander,  J.   M.  Adrian 

n4^   Tj  '^iPf'^W^^l'  1?°^^'  Underhill  &  Co. 

(14)  B.  H.  &  F.  W.  Pelzer 
(14)   Spear  &  Leeds 

(14)  Spear  &  Leeds 

(30)  Miller  &  Dodge 

^IS  p^^J^berry  &  Co.,  Sydeman  Bros. 

(9)  McWilliam,  Wainwright  &  Luce,  E.  R.  Tweedy,  R.  V. 

Wallis  S.  Turner 

Finch,  Wilson  &  Co.,  A.  R.  Bishop 

Miller  &  Dodge 
,     ,    A.  Zucker 
(30)   Miller  &  Dodge 

(1)    Gaines  &  Company 
(30)   Miller  &  Dodge 


(30) 

(10) 

(3) 

(30) 


(5) 
(14) 
(30) 
(15) 


D.  l'  NoJris"'  ^'  ^'  ^'^''''''^'  ^-  ^-  ^-  ^^^^^o^s  &  Co. 

^  nTlif '!^  ,*  Co.,  Charles  E.  Clapp,  Jr.,  Howard  F 

AiP^^^^'  .^^"tlrews,  Posner  &  Rothschild 
HTolifln/  ^^^  Charles  E.  Clapp,  Jr.,  Howard  F, 
Hickie,  Andrews,  Posner  &  Rothschild 

Scholle  Brothers 

Miller  &  Dodge 

Miller  &  Dodge 

Corlies  &  Booker 
,     .    Miller  &  Dodge 

E.  L.  Norton 
M.  Mensch 

H.  Hirschberg,  H.  Schwartz 
S"  g'rschljerg,  H.  Schwartz 
rrV^   ^V.?;,      ['''/''■'  ^1- S-  Sternberger,  Toolin  &  Co. 
ifi    |*tr"^  *r.^^?^'.^;.L.  Mensch,  Filer  &  Co. 
fi    IfuT^'  K^''-'  f  S°-'  H.  G-  Campbell  &  Co. 

(3)   James  Sheridan 
(15)   LaBrmiche^&^Co.,  J.   V.  Dunne  &  Co.,  E.   M.  Bloch, 


(7) 
(1) 

(7) 

(7) 

(1) 
(30) 
(30) 
(17) 
(30) 


(16) 

(17) 

(2) 

(2) 

(5) 
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Abbrn. 

Post 

MQU 

(15) 

MR 

(12) 

MRR 

(30) 

MRRPr 

(30) 

MRR  II  Pr 

(30) 

MRR  P  Pr 

(16) 

MRT 

(3) 

MRW 

(15) 

MRY 

(10) 

MRYB 

(10) 

MRYPr 

(10) 

MS 

(17) 

MSM 

(8) 

MSMLL 

(30) 

MSMPr 

(8) 

MSX 

(16) 

MT 

(13) 

MTC 

(14) 

MTY 

(2) 

MUN 

(16) 

MUY 

(15) 

MV 

(11) 

MW 

(9) 

MXIPr 

(30) 

MX  II  Pr 

(8) 

MYPr 

(30) 

MGY 

(3) 

MYG  Pr  WW 

(3) 

MYG  Pr  XW 

(3) 

MYG  I  Pr 

(30) 

MZ 

(3) 

M&B  Pr 

(30) 

N 

(7) 

NPr 

.    (7) 

NA 

(6) 

NA  Pr 

(6) 

NAD 

(6) 

NAE  Pr 

(6) 

NAV 

(6) 

NAX 

(16) 

NBH  Pr 

(2) 

NCM 

(6) 

NCR 

(12) 

NEB 

(8) 

NEP 

(14) 

NFK 

(10) 

NFKPr 

(30) 

NGL 

(2) 

NKP 

(5) 

NKPPr 

(5) 

NL 

(30) 

NML 

(4) 

NNX 

(30) 

NOX 

(30) 

STOCKS— Continued 

Specialists 
Wilcox  &  Co. 
Siegel  &  Co. 
Miller  &  Dodge 
Miller  &  Dodge 
Miller  &  Dodge 
E.  L.  Norton 
C.  Griflfen 
Hedge  &  Price 

Hume  &  Thompson,  Berg,  Eyre  &  Kerr 
Hume  &  Thompson,  Berg,  Eyre  &  Kerr 
Hume  &  Thompson,  Berg,  Eyre  &  Kerr 
Byck  &  Lowenfels,  M.  S.  Friedlander,  J.  M.  Adrian,  J, 

Dempsey,  Hoge,  Underhill  &  Co. 
C.  Levis 
Miller  &  Dodge 
C.  Levis 

Morris  &  Co.,  C.  M.  Fair,  A.  P.  Vesce 
Adler,  Coleman  &  Co. 
Allison  Stern  &  Co. 
Auerbach,  PoUak  &  Richardson 
Fellovves  Davis  &  Co.,  H.  G.  Campbell  &  Co. 
Wilcox  &  Co. 
Bramley  &  Smith,  Benjamin  &  Ferguson,  A.  Gwynne, 

A.  H.  Brown 
E.  C.  Anness,  W.  Hirshon,  S.  Johnson,  W.  H.  Goadby 

&  Co. 
Miller  &  Dodge 
W.  Thiele 
Miller  &  Dodge 
James  Sheridan 
James  Sheridan 
James  Sheridan 
Miller  &  Dodge 

A.  G.  Somers,  Leonard  Schafer,  W.  E.  0.  Bebee 
Miller  &  Dodge 

N 

Stackpole  &  Buchanan,  Neilson  &  O'Sullivan 

Neilson  &  O'Sullivan 

Burnside  &  Co.,  Richards,  Hume  &  Heffernan,  Baar, 

Cohen  it  Co. 
Burnside  &  Co.,  Richards,  Hume  &  Heffernan,  Baar, 

Cohen  &  Co. 
V.  C.  Brown  &  Co. 
Burnside  &  Co.,  Richards,  Hume  «&  Heffernan,  Baar, 

Cohen  <fe  Co. 
Shiiman  &  Co.,  Edwin  Weisl  &  Co. 
Wagner,  Stott  &  Co.,  J.  Robinson-Dufif  &  Co. 
H.  Hirschberg,  H.  Schwartz,  Jackson  &  Curtis,  T.  H, 

Benton 
Barrett  &  Co. 
M.  J.  Meehan  &  Co. 
Morris  Joseph  &  Co.,  W.  P.  Blagden 
Co  wen  &  Co. 
Hewitt,  Lauderdale  &  Co. 
Miller  &  Dodge 

B.  H.  Roth  &  Co.,  J.  G.  HaU,  W.  I.  Spiegelberg,  Harde 
&  Ellis,  R.  W.  O'Brien,  E.  F.  O'Brien 

Wallis  S.  Turner 
Wallis  S.  Turner 
Miller  &  Dodge 
Moore  &  Schley 
Miller  &  Dodge 
Miller  &  Dodge 
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Abbm. 


NP 


NPL 

NPT 

NRT 

NRT  Pr 

NRYPr 

NS 

NSB 

NSB  Pr 

NSC 
NSC  Pr 
NSM  VI  Pr 
NSM  VII  Pr 
NSS 
NSU 
NTY 
NW 

NWPr 

NWT 

NX 

NXPr 
NYK 


Pr 


OB 

OF 

OF  P 

OHO 

OM 

OM  Pr 

OPS 

OR 

OST 

OST  P  Pr 

OT 

OTPr 

OTU 

OTUPr 

OW 


STOCKS— Continued 

■*  ost  SD6ciaIists 

(7)  Albert  Fried  &  Co.    Charles  E.  Clapp,  Jr.,  Howard  F 

/1o^  ox  ^'^^'^J^^^^<^^'«'Posner&  Rothschild  "'"^^  '• 

^\o(  ^^lf^%  ^  ^^SS,  B.  L.  Mensch,  Filer  &  Co. 

[o)  rl.  a.  Sonn 

/iS   ?.J-  ¥^^^^  ^  C«'  E.  C.  Rollins 
(30)   MiUer  &  Dodge 

(15)  Hedge  &  Price 

""  ''^DSch'  i'k!-  ""■  "'"-euthal,  J.  V.  Bouvier,  3d., 

(30)  Miller  &  Dodge 

(16)  Morris  &  Co.,  C.  M.  Fair.  A  P  Vespf- 
(30)  Miller  &  Dodge  ^ 
(30)  Miller  &  Dodge 

(30)   Miller  &  Dodge 
(9)   Nash  &  Co. 

O.  S   Campbell,  Leo  Kaufmann,  Schafer  Bros. 
rJrJ!'^^'<^  ^^•'  Leo  Friede,  Harry  Anderson 

GaHatiif   ^"^'^^^^^'    ^^^   Wallace   &   Co.,   Smith   & 

^S^ti*   ®"'^^'^^^''    L^^'   Wallace   &   Co.,   Smith   & 
Miller  &  Dodge 

Miller  &  Dodge  '    . 

B.  H.  Roth  &  Co.,  W.  I.  Spiegelberg 

O 

(13)  Adler,  Coleman  &  Co. 

(14)  Allison  Stern  &  Co 
(14)  Allison  Stern  &  Co. 
(14)  Henry  Goldman,  Jr 
(30)  Miller  &  Dodge 
(30)  Miller  &  Dodge 

(1)   VauVanTco'"""^'  ^''''''''  ^^  ^^  ^^  ^^^ee 
(3)  James  Sheridan 
(3)  James  Sheridan 

Mii?er  &  D^o'ge ^"^"^^^  ^^^^f^^'  ^^  E-  O.  Bebee 

Miller  &  Dodge 

Miller  &  Dodge 

T.  H.  Benton,  Jackson  &  Curtis 


(3) 
(16) 
(14) 

(14) 

(30) 

(6) 

(30) 

(2) 


(3) 
(30) 
(30) 
(30) 

(2) 


P 

PA 
PAC 
PAC  Pr 
PAE 

PAK 

PB 

PC 

PC  Pr 

PCG 

PCO 

PCX 

PCX  I  Pr 

PCX  II  Pr 

PDF 


Richards,  Hume  &  Heflfernan,   Baar, 


(14)   S.  Rheinstein,  H.  H    Weekps    T    <^    VrM,«„    tvt    n 
(5)   Vaughan  &  Co  ^^^kes,  1.  S.  Young,  N.  Gunn 

Miller  &  Dodge 
Miller  &  Dodge 
Burnside  &  Co. 

Cohen  &  Co. 
F.  H.  Douglas  &  Co. 
Gaines  &  Company 
Finch,  Wilson  &  Co.,  A.  R.  Bishop 
Pmch    A\ilson&Co.,A.  R.  Bishop 
J   Rutherfurd    Blumenthal  Bros.,  M.  Smith  Davis 

Mii?er  ^'Kldge'^^""^^'  ''^''^^^^'  ^^ '   ^-  «•  Bebe7" 

Miller  &  Dodge 

Miller  &  Dodge 

Wright  &  Sexton,  A.  J.  Vogel 


(30) 

(30) 

(6) 

(7) 

(1) 

(14) 

(14) 

(8) 

(3) 

(30) 

(30) 

(30) 

(12) 
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Abbra. 

Post 

PDF  Pr 

(30) 

PDG 

(5) 

PDGPr 

(30) 

PDO 

(6) 

PE 

(5) 

PEG  V  Pr 

(4) 

PEJ 

(13) 

PEJ  Pr 

(13) 

PEG 

(10) 

PET 

(12) 

PF 

(14) 

PFK 

(11) 

PFN 

(9) 

PFN  Pr 

(30) 

PFS 

(15) 

PGPr 

(30) 

PGM 

(2) 

PGM  Pr 

(30) 

PH  VI  Pr 

(5) 

PH  VI  Pr  N 

(5) 

PIT 

(17) 

PJ 

(17) 

PJ  Pr 

(30) 

PKT 

(17) 

PLT 

(9) 

PMY 

(30) 

PC 

(5) 

POL 

(10) 

POL  Pr 

(10) 

POR 

(7) 

PP 

(1) 

PPI 

(9) 

PPT 

(14) 

PPTPr 

(30) 

PPX 

(13) 

PQ 

(11) 

PQPr 
PQR 


(11 

(11 


PRO 

(10 

PRL 

(2; 

PRT  A 

(13. 

PRTB 

(13] 

PSL 

(12] 

PSLPr 

(12] 

PSS 

(6^ 

PSTPr 

(9] 

PSU 

(15) 

PSUPr 

(30] 

PSY 

(16) 

PT 

(30) 

PTE 

(9] 

PTH 


(17) 


STOCKS— Continued 

Specialists 
Miller  &  Dodge 

G.  H.  Wilder,  H.  S.  Sternberger,  Toolin  &  Co. 
Miller  &  Dodge 
Burnside  &  Co.,   Richards,  Hume  &  HeCfernan,   Baar, 

Cohen  &  Co. 
Chauncey  &  Co. 
Van   Wyck   &   Sterling,   Elder  &   Co.,   Hyman   &   Co., 

J.  F.  Nick  &  Co. 
Adler,  Coleman  &  Co. 
Adler,  Coleman  &  Co. 
Morgan,   Rowland  &  Co.,  Eric  H.  Marks,  W.  H.  Goadby 

&  Co. 
Wright  &  Sexton,  A.  J.  Vogel 
Finch,  Wilson  &  Co.,  A.  R.  Bishop 
H.  Boulton,  D.  S.  Jackson 
Nash  &  Co. 
Miller  &  Dodge 
C.  F.  Henderson  &  Sons 
Miller  &  Dodge 
H.  Zuckerman  &  Co.,  Hedberg  &  Koppisch,  C.  F.  W^at- 

son,  Jr.,  W.  Wallace  Lyon  &  Co. 
Miller  &  Dodge 
Chauncey  &  Co. 
Chauncey  &  Co. 
H.  I.  Luber 

Cranberry  &  Co.,  Sydeman  Bros. 
Miller  &  Dodge 
H.  Liberman,  S.  Stone 
E.  C.  Anness,  W.  Hirshon,  S.  Johnson,  W.  H.  Goadby  & 

Co. 
Miller  &  Dodge 

G.  H.  Wilder,  H.  S.  Sternberger,  Toolin  &  Co. 
Hume  &  Thompson,  Berg,  Eyre  &  Kerr 
Hume  &  Thompson,  Berg,  Eyre  &  Kerr 
Albert   Fried   &   Co.,   Charles  E.   Clapp,  Jr.,    Andrews 

Posiier  &  Rothschild,  Howard  F.  Hickie 

B.  R.  Ruggles 

McWilliam,  Wiiinwright  &  Luce 

Smith  &  Gallatin 

Miller  &  Dodge 

Adler,  Coleman  &  Co. 

Bramley  &  Smith,  Benjamin  &  Ferguson,  A.  Gwynne, 

V.  H.  Brown 
Bramlev  &  Smith,  Benjamin  &  Ferguson,  A.  Gwynne, 

V.  H!  Brown 
Bramley  &  Smith,  Benjamin   &   Ferguson,  A.  Gwynne, 

V.  H.  Brown 
Hume  &  Thompson,  Berg,  Evre  &  Kerr 
Harde  &  Ellis,  J.   G.  Hall,  *B.  H.  Roth  &  Co.,  W.  1. 

Spiegelberg,  R.  W.  O'Brien,  E.  F.  O'Brien 
Adler,  Coleman  &  Co. 
Adler,  Coleman  &  Co. 
Siegel  &  Co. 
Siegel  &  Co. 
Brown  &  Gruner 
Raymond  Sprague 

C.  F.  Henderson  &  Sons 
Miller  &  Dodge 

Morris  &  Co.,  C.  M.  Fair,  A.  P.  Vesce 

MUler  &  Dodge 

McWilliam,  Wainwright  &  Luce,  E.  R.  Tweedy,  R.  G. 

Conried,  Leopold  Spingarn  &  Co. 
M.  Mensch 
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Abbrn. 
PTH  A 
PTT 

PTT  SPL 
PTY 
PU 
PUB 

PUB  V  Pr 

PUB  VI  Pr 

PUB  VII  Pr 

PUB  Vlir  Pr 

PUC 

PUN 

PUNPr 

PUY 

PUYPr 

PV 

PVPr 

PVX 

PW 

PWO 

PX 

PXC 

PXCPr 

PXY 

PXYPr 

PYA  Pr 

PYO 

PZ 

PZ  Pr 


QW 


R 

RPr 

R  Pr  B 

RAY 

RBC 

RBCPr 

RD 

RDG 

RDG  I  Pr 

RDG  II  Pr 

RDL 

REY 

REY  B 

RI 

RI  VI  Pr 

RI  VII  Pr 

RIS 

RIS  I  Pr 

RKO 

RLM 

RNO 

RNS 

ROS 

RR 


Post 
(17) 
(30) 
(30) 
(14) 
(9) 
(4) 

(4) 

(4) 


STOCKS— Continued 

Specialists 
Neville  G.  Hart  &  Co.,  F.  Mayer 
Miller  &  Dodge 
Miller  &  Dodge 
Fransioli  &  Wilson 
Homans  &  Co. 

^T  F^mck  &  1*0^'""^'   ^^^^'  ^   ^°-'   Hyman  &  Co., 

^''i]-'^^?^r.^  Sterling,  Elder  &  Co.,  Hvman  &  Co    J    F 
^^  Nick  &  Co.  '  •,     .  X  . 

Hyman  &  Co.,  J.  F. 


Van  Wyck  &  Sterling,  Elder  &  Co 
Nick  &  Co. 

^T  F^Nick  &  1^0^'""^'   ^^^^^*  ^   Co.,   Hyman   &   Co. 

^  Nic^  &  Co  ^*^''"''^'  ^^"^^^  ^  C*^-'  ^y-^^^^  &  Co.,  J.  F 
Allison  Stern  &  Co. 
Wright  &  Sexton,  A.  J.  Vogel 
Miller  &  Dodge 
Chauncey  &  Co. 
Miller  &  Dodge 
Milller  &  Dodge    " 
Miller  &  Dodge 

Morris  &  Co.,  C.  M.  Fair,  A   P   Vasce 
Harde  &  Ellis    J.   G.  Hall,  B.  H.  Roth  &  C( 
Spiegelberg,  Jr.,  R.  W.  O'Brien,  E.  F.  O'Brien 
.  .    15.  K.  Ruggles 

nfi^   £f  Rheinstein,  H   H   Weekes,  T.  S.  Young,  N.  Gunn 
(16)   Moss,  Ferguson  &  Kerngood, 

Moss,  Ferguson  &  Kerngood 

Miller  &  Dodge 

Miller  &  Dodge 

Miller  &  Dodge 

F.  J.  Connelly  &  Co.,  Stewart  &  Co. 

Morns  Joseph  &  Co.,  W.  P.  Blagden 

Morns  Joseph  &  Co.,  W.  P.  Blagden 

Q 

(13)  Adler,  Coleman  &  Co. 


(4) 

(4) 

(14) 
(12) 
(30) 

(5) 
(30) 
(30) 
(30) 
(16) 

(2) 

(1) 


(16) 

(30) 

(30) 

(30) 

(3) 

(8) 

(8) 


&  Co.,  W.  I. 


(12) 
(12) 
(12) 
(14) 
(16) 
(16) 
(5) 
(15) 
(15) 
(15) 
(10) 


R 

M.  J.  Meehan  &  Co. 
M.  J.  Meehan  &  Co. 
M.  J.  Meehan  &  Co. 
Finch,  Wilson  &  Co.,  A.  R.  Bishop 

vSf     /n^^-T^^^'r.^^^^^^'  Harry  Anderson 
V  Foster  &  Co    Leo  Freide,  Harry  Anderson 


T.     Moore 

Zucker 

Zucker 

Zucker 
,         N.  D.  Biddison 
(30)   Miller  &  Dodge 

(11)  Arthur  Barnwell  &  Co 
(5)   Wallis  S.  Turner 
(5)   Wallis  S.  Turner 
(5)    Wallis  S.  Turner 
(5)    D.  T.  Moore  &  Co 

(30)   Miller  &  Dodge        ' 

(12)  M.  J.  Meehan  &  Co 
(8)    Reynolds  &  Co. 
(1)   SchoUe  Bros.,  W   H 

(30)   Miller  &  Dodge 

SJm  Sf '^r'T^^:^^^*,^'^-'  H.  G.  Campbell  &  Co 
(10)  Hewitt,  Lauderdale  &  Co. 


&    Co.,    E.    C.    Rollins 


D.  S.  Jackson,  H.  Boulton 


E.  C.  Rollins 


Bade 
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Abbrn. 


Post 


RR  I  Pr 

(10) 

RR  II  Pr 

(30) 

RSA 

(10) 

RSH 

(14) 

RSH  Pr 

(30) 

RSY 

(9) 

RU 

(10) 

RUI  Pr 

(10) 

RVPr 

ri4) 

RVB 

■^6) 

RVB  A 

(6) 

RVBPr 

(30) 

RWE 

(15) 

RX 

(5) 

RY 

(17) 

,s 

(9) 

SA 

(11) 

SAF 

(14) 

SAF  VI  Pr 

(30) 

SAF  VII  Pr 

(30) 

SB 

(8) 

SB  Pr 

(8) 

SBD 

(8) 

SBD  Pr 

(8) 

SBM  Pr 

(30) 

SCD 

(15) 

SCE 

(9) 

SCH 

(30) 

SCH  Pr 

(30) 

sex 

(13) 

SD  A 

(14) 

SDB 

(14) 

SDH 

(10) 

SDH  Pr 

(10) 

SDT 

(5) 

SEN 

ao) 

SEO  Pr 

(11) 

SG 

(10) 

SGPr 

(10) 

SG  VI  Pr 

(10) 

SG  VII  Pr 

(10) 

SH 

(30) 

SHN 

(16) 

SHO 

(17) 

SHO  Pr 

(30) 

SI 

(7) 

SIM 

(16) 

SK 

(16) 

SKL 

(1) 

SKW 

(14) 

SLG 

(7) 

SLGPr 

(7) 

SLG  CV  Pr 

(7) 

SLS 

(14) 

SLS  Pr 

(30) 

SMS 

(7) 

SNI 

(3) 

M.  Smith  Davis,  J.  Rutherfurd 
M.  Smith  Davis,  J.  Rutherfurd 


STOCKS— Continued 

Specialists 
Hewitt,  Lauderdale  &  Co. 
Miller  &  Dodge 
Hewitt,  Lauderdale  &  Co. 
Allison  Stern  &  Co. 
Miller  &  Dodge 
Raymond  Sprague 
.Ely  &  Son 
Ely  &  Son 
Smith  &  Gallatin 
V.  C.  Brown  &  Co. 
V.  C.  Brown  &  Co. 
Miller  &  Dodge 
La  Branche  &  Co.,  J.  V.   Dunne  &  Co.,  E.  M.  Bloch, 

F.  X.  Deery 
Vaughan  &  Co. 
Cranberry  &  Co.,  Sydeman  Bros. 

S 

Raymond  Sprague 

A.  Eckstein,  E.  S.  Hatch,  J.  M.  Hynes 
Spear  &  Leeds 

Miller  &  Dodge 

Miller  &  Dodge 

Blumenthal  Bros 

Blumenthal  Bros 

C.  Levis 

C.  Levis 

Miller  &  Dodge 

Wilcox  &  Co. 

McWilliam,  Wainwright  &  Luce,  E.  R.  Tweedv 

Miller  &  Dodge 

Miller  &  Dodge 

Adler,  Coleman  &  Co. 

Smith  &  Gallatin 

Smith  &  Gallatin 

Elv  &  Son 

Ely  &  Son 

G.  H.  Wilder,  H.  S.  Sternberger,  Toolin  &  Co. 

N.  D.  Biddison 

H.  Boulton,  D.  S.  Jackson 

N.  D.  Biddison 

N.  D.  Biddison 

N.  D.  Biddison 

N.  D.  Biddison 

Miller  &  Dodge 

Wagner,  Stott  &  Co.,  J.  Robinson-Duff  Co. 

H.  Liberman,  S.  Stone 

Miller  &  Dodge 

B.  H.  Brinton,  R.  W.  P.  Barnes,  W.  C.  Morck,  E.  H.  H. 
Simmons  &  Co. 

Morris  &  Co.,  C.  M.  Fair,  A.  P.  Vesce 

C.  H.  Jones 
B.  R.  Ruggles 
Cowen  &  Co. 

Albert  Fried  &  Co.,  Charles  E,  Clapp,  Jr.,  Howard  F. 

Hickie,  Andrews,  Posner  &  Rothschild 
Albert  Fried  &  Co.,  Charles  E.  Clapp,  Jr.,  Howard  F. 

Hickie,  Andrews,  Posner  &  Rothschild 
Albert  Fried  &  Co.,  Charles  E.  Clapp,  Jr.,  Howard  F. 

Hickie,  Andrews,  Posner  &  Rothschild 
Smith  &  Gallatin 
Miller  &  Dodge 
Spero  &  Co. 
Howard   R.   Stone,   Bond   McEnany   &  Co.,   David   V. 

Morris 
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STOCKS— Continued 


Abbro. 
SNI  Pr 

SNR 

SNU 
SNU  Pr 
SO  Pr  WW 
SOV 

SPC 
SPP 
SRM 

ss 

SS  Pr 
SSH 

SST 
SST  Pr 

ssu 

SSY 
SSY  Pr 
ST 

ST  Pr 
STU 
STU  Pr 
STX 
STY 

SUH 

SUN 
SUN  Pr 
SUX 
SUX  Pr 

sv 

SVE 
SVG 
SVL 

SW 
SWA 

sx 

SYE 
SYE  Pr 
SYZ 
SYZ  A 
SZ 

SZ  Pr 


Specialists 
Bond   McEnanv 


&  Co.,   David  V. 


Post 

(3)  Howard   R.   Stone, 
Morris 

(16)  Fellowes  Davis  &  Co.,  H.  G.  Campbell  &  Co. 
(13)   Adler,  Coleman  &  Co. 
(30)   Miller  &  Dodge 
(7)   F.  H.  Douglas  &  Co. 
(11)   Bramley  &  Smith,  Benjamin  &  Eerguson,  A.  Gwynue. 
V.  H.  Brown  '' 

J.  Robinson-Duff  &  Co.,  Wagner,  Stott  &  Co 
Miller  &  Dodge 
E.  L.  Norton 
Morgan,  Howland  &  Co.,  Eric  H.  Marks,  W.  H.  Goaoby 

Miller  &  Dodge 

Fransioli  &  Wilson 

Miller  &  Dodge 

Miller  &  Dodge 

Siegel  &  Co. 

H.  W.  Goldsmith  &  Co. 

Miller  &  Dodge 

D.  L.  Norris 

Gaines  &  Company 

H.  I.  Nicholas,  H."M.  Dreyfus 

Miller  &  Dodge 

Lowell  &  Son 

Taylor  &  Delany,  Auerbach,  Pollak  &  Richardson.  J  L 
Worden  >  ».  -^^ 

Barbee  &  Co. 

Moss,  Ferguson  &  Kerngood 

Miller  &  Dodge 

A.  Zucker 

A.  Zucker 

f}r^y^,^^  *  Legg,  B.  L.  Mensch,  Filer  &  Co. 
Wright  &  Sexton,  A.  J.  Vogel 
Barbee  &  Co. 

^™Uati]f   ®"'''^''^^^'    L^^    Wallace    &    Co.,    Smith    & 

Stewart  &  Co.,  T.  F.  Scholl.  Jr. 

Siegel  &  Co. 

Van  Wyck  &  Sterling,  Elder  &  Co.,  Hyman  &  Co.,  J.  F. 

Nick  &  Co.,  Myron  Schafer 
Fellowes  Davis  &  Co.,  H.  G.  Campbell  &  Co. 
Fellowes  Davis  &  Co.,  H.  G.  Campbell  &  Co. 
O.  b.  Campbe   ,  Leo  Kaufmann,  Schafer  Bros. 
O.  S.  Campbell,  Leo  Kaufmann,  Schafer  Bros. 

^m^IL^TlLT''  ""^^"^"^  ^  ^°-'  ^-^^  ^• 

Howard  Stone;  Bond,  McEnany  &  Co.,  DavidiV.fMorris 


(16) 
(30) 
(16) 
(10) 

(30) 

(14) 

(30) 

(30) 

(12) 

(10) 

(30) 

(1) 

(1) 

(2) 

(30) 

(1) 

(2) 

(15) 
(16) 
(30) 
(15) 
(15) 
(13) 
(12) 
(15) 
(14) 

(3) 
(12) 

(4) 

(16) 

(16) 
(3) 
(3) 
(3) 

(3) 


T 

FA 

TAV 

TCC 

TCL 

TCL  Pr 

TCO 

TCR 

TCR  CV 

TDX 

TES 

TF 

TV  Pr 


(15) 

(3) 

(5) 

(13) 

(9) 

(9) 

(16) 

(9) 

(9) 

(12) 

(15) 

(17) 

(30) 


LaBraiiche^  &^  Co.,   J.   V.   Dunne  &  Co.,   E.    M.   Bloch, 

F   J.  Connelly  &  Co.,  Stewart  &  Co. 

*  \V"*^^  ^  ^"•'  Edwin  Weisl  &  Co. 

Adler,  Coleman  &  Co. 

R.  G.  Conried,  Leopold  Spingarn  &  Co. 

H.  G.  Conned,  Leopold  Spingarn  &  Co. 

Felh.wes  Davis  &  Co.    H.  G.  Campbell  &  Co. 

R.  G.  Conned,  Leopold  Spingarn  &  Co. 

w  •  i  ?TU^'['  Leopold  Spingarn  &  Co. 

Wnght  &  Sexton,  A.  J.  Voeel 

Hedge  &  Price 

Granberry  &  Co.,  Sy(l(>nian  Bros. 

Miller  &  Dodge 
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Abbrn. 

Post 

TG 

(11) 

THM 

(16) 

THO 

(6) 

THR 

(8) 

TKR 

(15) 

TNI 

(17) 

TP 

(15) 

TRC 

(13) 

TST 

(8) 

TST  Pr 

(8) 

TU 

(10) 

TUX 

(2) 

TV 

(11) 

TV  Pr 

(11) 

TV  N 

(11) 

TV  Pr  N 

(11) 

TWC 

(11) 

TWC  Pr 

(30) 

TX 

(3) 

TXL 

(6) 

TXL  OLD 

(6) 

TXY 

(5) 

TY 

(7) 

TY  Pr 

(30) 

TZ 

(13) 

u 


U  Pr 

(2) 

UAF 

(1) 

UAF  Pr 

(1) 

UBO 

(15) 

UBO  Pr 

(30) 

UBS 

(3) 

UBS  Pr 

(30) 

UCB 

(7) 

UCL 

(12) 

UD 

(6) 

UDS  A 

(14) 

UDSPr 

(14) 

UDY 

(30) 

UDY  Pr 

(30) 

UE 

(30) 

UEL 

(17) 

UF 

(6) 

UFG 

(14) 

UFO 

(5) 

UFO  Pr 

(5) 

UGI 

(7) 

UGI  Pr 

(7) 

ULA 

(12) 

ULE 

(16) 

UM 

(16) 

UM  Pr 

(16) 

UN 

(8) 

UND 

(6) 

Co.,   E.    M.  Bloch, 


UNX 


STOCKS— Continued 

Specialists 
C.  O.  Mayer,  Jr.,  S.  B.  Blumenthal,  J.  V.  Bouvier,  3d., 

F.  Dietrich  &  Co. 
Moss,  Ferguson  &  Kerngood 
Joel  G.  Cahii 
Reynolds  &  Co. 
C.  F.  Henderson  &  Sons 
Neville  G.  Hart  &  Co.,  F.  Mayer 
LaBranche  &  Co.,  J.   V.   Dunne  <fe 

F.  X.  Decry 
Adler,  Coleman  &  Co. 
Reynolds  &  Co. 
Reynolds  &  Co. 
Leeds  Johnson 

T.  H.  Benton,  Jackson  &  Curtis 
E.  S.  Hatch,  ,J.  M.  Hvnes,  A.  Ekcstein 
E.  S.  Hatch,  J.  M.  Hynes,  A.  Eckstein 
A.  Eckstein 
E.  S.  Hatch,  J.  M.  Hynes 

C.  B.  Spears 
Miller  &  Dodge 

O.S.  Campbell,  Leo  Kaufniann,  Schafer  Bros. 
Barrett  &  Co. 
Barrett  &  Co. 

D.  T.  Moore  &  Co.,  E.  C.  Rollins 
P.  B.  Leavitt,  Benjamin,  Hill  &   Co.,  F.   H.  Douglas   <fe 

Co. 
Miller  &  Dodge 
Adler,  Coleman  &  Co. 

U 

(2)   T.  H.  Benton,  H.  M.  Dreyfus,  H.  L  Nicholas,  JacksonJ& 
Curtis 
H.  M.  Dreyfus,  H.  L  Nicholas 
L.  Livingston,  Beni.  Jacobson  &  Co. 
Benj.  Jacol)son  &  Co. 

Carreau  &  Snedeker,  Cecil  Lvon,  Sneckner  <fe  Heath 
Miller  &  Dodge ' 

A.  G.  Somers,  Leonard  Schafer.  W.  E.  O.  Bebee 
Miller  &  Dodge 
Albert  Fried  &  Co.,  Charles  E.  Clapp,  Jr.,  Howard  F. 

Hickie,  Andrew,  Posner  &  Rothschild 
Wright  &  Se.\ton,  A.  J.  Vogel 
Brown  &  Gruner,  V.  C.  Brown  &  Co.,  J.  T.  Berdan 

B.  H.  &  F.  \V.  Pelzer 
B.  H.  &  F.  W.  Pelzer 
Miller  &  Dodge 
Miller  &  Dodge 
Miller  &  Dodge 
H.  L  Luber 
Peter  J.   Maloney  &  Co.,  Stokes,  Hoyt  &  Co.,    M.  H. 

Russell,  E.  C  Coultry 

Fransioli  &  Wilson 

D.  T.  Moore  &  Co.,  E.  C.  RolUns 

D.  T.  Moore  &  Co.,  E.  C.  Rollins 

Spero  &  Co.,  Stackpole  &  Buchanan 
(7)   Stackpole  &  Buchanan 

M.  J.  Meehan  &  Co. 

Engel  &  Co. 

Fellowes  Davis  &  Co.,  H.  G.  Campbell  &  Co. 

Fellowes  Davis  &  Co.,  H.  G.  Campbell  &  Co. 

J.  Bliss 

Stokes,  Hovt  &  Co.,  Peter  J.   Malonev  <fe  Co.,    M.  H. 
Russell,  E.  C.  Coultry 
(4)    Myron  Schafer 
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Abbrn. 
UNX  Pr 
UP 

UP  Pr 

USG 
USGPr 
USX 
ITTX 

uv 

UV  Pr 

UVP  Pr 

UVV 

UVVPr 

UVX 

UVXPr 

UW 

UW  Pr 

UZ 


STOCKS— Continued 

Post  Specialists 

(30)   Miller  &  Dodge 

(9)   E.  C.  Anness,  W.  Hirshon,  S.  Johnson,  W.  H.  Goadbv 
&  Co.  ^ 

(2)   Harold  Hirschberg,  Herman  Schwartz 

(1)    B.  R.  Ruggles 
(30)    Miller  &  Dodge 

(9)   Homans  &  Co. 
(15)   La  Branche  &  Co.,  J.  V.  Dunne  &  Co. 

F.  X.  Deery 
(10)   Hume  &  Thompson,  Berg,  Evre  &  Kerr 

(10)  Hume  &  Thompson,  Berg,  Eyre  &  Kerr 
(30)    Miller  &  Dodge  ^ 

(1)  Scholle  Brothers 

(30)  Miller  &  Dodge 

(17)  Corlies  &  Booker 

(30)  Miller  &  Dodge 

(14)  Henry  Goldman,  Jr. 

(30)  Miller  &  Dodge 

(11)  A.  Eckstein,  E.  S.  .Hatch,  J.  M.  Hvnes 


E.  M.  Bloch, 


V 

V  Pr 

VA 

VAD 

VAD  Pr 

VC 

VC  VI  Pr 

VC  VII  Pr 

VE  VI  Pr 

VIK 

VK 

VKPr 

VKS 

VKSPr 

VRT 

VRT  Pr 

VX 

VXPr 


W 

WA 

WA  Pr  A 

WA  PrB 

WAC 

WAGPr 

WAL 

WAR 

WAR  I  Pr 

WAR  CV  Pr 

WB 

WB  Pr 

WBS 
WBS  Pr 
WCO 
WD  A 
WD  B 
WD  Pr 
WEP  A 
WEP  VI  Pr 
WEP  VII  Pr 
WF 
WFP 
WHI 


(9)   Raymond  Sprague 
(9)    Raymond  Sprague 

(15)  Wiicox  &  Co. 

(16)  Morris  A  Co.,  C.  M.  Fair,  A.  P.  Vesce 
(16)  Morris  &  Co.,  C.  M.  Fair,  A.  P.  Vesce 
(13)   Adler,  Coleman  &  Co. 

(13)   Adler,  Coleman  &  Co. 

(13)  Adler,  Coleman  &  Co. 
(30)   Miller  &  Dodge 

(14)  Allison  Stern  &  Co. 
(30)  Miller  &  Dodge 
(30)  Miller  &  Dodge 
(30)  Miller  &  Dodge 
(30)  Miller  &  Dodge 
(30)  Miller  &  Dodge 
(30)  Miller  &  Dodge 
(30)  Miller  &  Dodge 
(30)   Miller  &  Dodge 

W 

Morris  Joseph  &  Co.,  W.  P.  Blagden 

O.  b.  Campbell,  Leo  Kaufmann,  Schafer  Bros. 

O.  S.  Campbell,  Leo  Kaufmann,  Schafer  Bros. 

V;^-ii    ^fmpbell,  Leo  Kaufmann,  Schafer  Bros. 

Miller  &  Dodge 

Miller  &  Dodge 

Barrett  &  Co. 

C.  Griifen 

Miller  &  Dodge 

Miller  &  Dodge 

F.  V.  Foster  &  Co.,  Leo  Firede,  Harry  Anderson 

(12)   Lg'^l  &  Co'  ^  '^'•'  "^'^  ''"^^^'  ^^'^y  '^^derson 
(30)   Miller  &  Dodge 

F.  J   Connelly  &  Co.,  Stewart  &  Co. 

INI  ash  &  Co. 

Nash  &  Co. 

Nash  &  Co. 

Miller  &  Dodge 

Miller  &  Dodge 

Miller  &  Dodge 

Miller  &  Dodge 

N.  D.  Biddison 

Miller  &  Dodge 


(8) 

(3) 

(3) 

(3) 

(30) 

(30) 

(6) 

(3) 

(30) 

(30) 

(16) 

(16) 


(3) 

(9) 

(9) 

(9) 

(30) 

(30) 

(30) 

(30) 

(10) 

(30) 
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Abbrn. 

Post 

WHR 

(11) 

WHX 

(17) 

WHXPr 

(17) 

WIL 

(13) 

WIL  A 

(13) 

WIL  Pr 

(13) 

WKM 

(7) 

WL 

(30) 

WLPr 

(30) 

WLX  A 

(16) 

WM 

(6) 

WlVi  II  Pr 

(6) 

WNO 

(6) 

WNO  Pr 

(6) 

WPP  VI  Pr 

(30) 

WPP  VII  Pr 

(30) 

WPU 

(10) 

WPU  Pr  A 

(10) 

WPU  Pr  B 

(10) 

WR 

(2) 

WRPr 

(2) 

WSW 

(17) 

WSW  Pr 

(17) 

WWY 

(17) 

WX 

(15) 

WXI  Pr 

(30) 

WXC 

(13) 

WXY 

(8) 

WY 

(6) 

WY  Pr 

(6) 

WYY  A 

(2) 

WYY  B 

(2) 

WZ 

(11) 

WZ  A 

(11) 

X  Pr 
XA 
XA  Pr 


STOCKS— Continued 

Specialists 
H.  Boulton,  D.  S.  Jackson 
Cranberry  &  Co.,  Sydeman  Bros. 
Cranberry  &  Co.,  Sydeman  Bros. 
Adler,  Coleman  &  Co. 
Adler,  Coleman  &  Co. 
Adler,  Coleman  &  Co. 

P.  B.  Leavitt,  Benjamin,  Hill  &  Co.,  H.  F.  Douglas  &  Co. 
Miller  &  Dodge 
Miller  &  Dodge 

Fellowes  Davis  &  Co.,  H.  G.  Campbell  &  Co. 
V.  C.  Brown  &  Co. 
V.  C.  Brown  &  Co. 
Burnside  &   Co.,   Richards,  Hume  &  Heffernan,   Baar, 

Cohen  &  Co. 
Burnside  &  Co.,   Richards,  Hume  &  Heffernan,  Baar, 

Cohen  &  Co. 
Miller  &  Dodge 
Miller  &  Dodge 
Hewitt,  Lauderdale  &  Co. 
(10)   Hewitt,  Lauderdale  &  Co. 
Hewitt,  Lauderdale  &  Co. 
Harde    &    Ellis,  J.  G.  Hall,  B.  H.  Roth  &  Co.,  W.  I. 

Spiegelberg,  R.  W.  O'Brien   E.  F.  O'Brien 
Harde  &  Ellis,   B.   H.  Roth  &  Co.,  J.  G.  Hall,  W.  I. 

Spiegelberg,  R.  W.  O'Brien,  E.  F.  O'Brien 
Corlies  &  Booker 
Corlies  &  Booker 
Neville  G.  Hart  &  Co.,  F.  Mayer 
(15)   Carreau  &  Snedeker,  J.  J.  Ahern,  McGough  &  Schumau, 

Cecil  Lyon,  Sneckner  &  Heath 
Miller  &  Dodge 

Stevens  &  Legg,  B.  L.  Mensch,  Filer  &  Co. 
J.  K.  Cloud,  Tefft  &  Co. 
V.  C.  Brown  &  Co. 
V.  C.  Brown  &  Co. 
H.  Hirschberg,  H.  Schwartz,  Jackson  &  Curtis,  T.  H. 

Benton. 
H.  Hirschberg,  T.  H.  Benton,  H.  Schwartz,  Jackson  & 

Curtis 
H.  Boulton,  D.  S.  Jackson 
H.  Boulton,  D.  S.  Jackson 

X 

(2)   J.  L.  Worden,  E.  L.  Cohen,  Auerbach,  Pollak  &  Richard- 
son, Taylor  &  Delany 
(1)   Lowell  &  Son 

(5)   D.  T.  Moore  &  Co.,  E.  C.  Rollins 
(5)   D.  T.  Moore  &  Co.,  E.  C.  Rollins 


YA 
YB 
YC 
YC  Pr 
YG 


(3)  A.  G.  Somers,  Leonard  Schafer,  W.  E.  O.  Bebee 

(13)  Stevens  &  Legg,  B.  L.  Mensch,  Filer  &  Co. 

(5)  Brandenl)urg  &  Co. 

(30)  Miller  &  Dodge 

(3)  F.  J.  Connelly  &  Co.,  Stewart  &  Co. 


Z 

ZA 

ZA  Pr 

ZE 
ZP 


175541—34- 


(11)   Cvril  de  Cordova  &  Bro.,  C.  H.  Murphev  &  Co.,  C.  H. 

Thieriot 
(7)   Albert  Fried  &:  Co.,  Charles  E.  Clapp,  Jr.,  Howard  F. 

Hickie,  Andrews,  Posner  &  Rothschild 
(7)   Albert  Fried  &  Co.,  Charles  E.  Clapp,  Jr.,  Howard  F. 

Hickie,  Andrews,  Posner  &  Rothschild 
(1)   Lowell  &  Son 
(4)    Peter  P.  McDermott  &  Co. 

-PT  15 59 
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Schedule  A 


DECEASED  MEMBERS 


John  Kerr  Branch,  Oliver  B.  Bridgman,  Walter  Content,  Arthur  C.  Crunden 
John  F.  L.  Curtis,  Percy  R.  Goepel,  Charles  W.  MacQuoid,  Hugh  A  Murray' 
Claude  C.  Finney,  Adams  C.  Sumner. 


Wallver  P.  Hall. 
Alexander  J.  Robertson. 


SUSPENDED   FOR   INSOLVENCY 

SUSPENDED  FOB   CAUSE 

INACTIVE  MEMBERS 


Abraham,  Otto,  120  Broadway;  Acosta,  Julian  A.,  60  Beaver  St  •  Adams 
Kenneth  S.,  Hartford,  Conn.;  Altschul,  Frank,  19  Nassau  St.;  Auchincloss' 
c:!harles  C,  39  Broadway ;  Auchincloss,  Hugh  D.,  Washington,  D  C 

Baker,  William  G.,  Jr.,  Baltimore,  Md. ;  Ballard,  Eugene,'  Hartford  Conn  • 
Bamberger,  Harry,  39  Broadway ;  Bamberger,  L.  Richard,  25  Broadway  •  Bam- 
berger, Max,  15  Broad  Street ;  Baruch,  Bernard  M.,  Jr.,  60  Beaver  St  •  Baruch 
Sailing  W.,  60  Beaver  St.;  Bean,  Chas.  H.,  Philadelphia,  Pa.;  Beaver,' William 
H.,  Philadelphia,  Pa.;  Bennett,  Edward  S.,  Detroit,  Michigan-  Bennett 
James  E.,  25  Beaver  St. ;  Bernheimer,  Edwin  E.,  1  Wall  St. ;  Bissell,  George  P ' 
120  Broadway;  Bissinger,  McKinley,  San  Francisco,  Cal. ;  Bodell  Frederick" 
Providence,  R.I. ;  Bowen,  James  W.,  Boston,  Mass. ;  Brewster  Waiter  S  Chi- 
cago 111. ;  Bright  Elmer  H.,  Boston,  Mass. ;  Bright,  Wm.  Ellery,  Boston,  Mass  • 
Brody,  L.  J.  Stephen,  Bufealo,  N.Y. ;  Butcher,  Howard,  Jr.,  Philadelphia   Pa 

Cabell,  Henry  L.,  Richmond,  Va. ;  Carstairs,  James,  Philadelphik,  Pa  • 
Chambers  Henning,  Louisville,  Ky. ;  Chapman,  John  D.,  52  Broadway ;  Clark 
SoiY'i.^  .'''n^^P^TT^'  ^'^•''  ^^^'■^'  R"ssell,  40  Wall  St.;  Colgate,  James  C,  44 
Wall  St. ;  Collm  Harry  E.,  Toledo,  Ohio;  Cooley,  Francis  B..  Hartford,  CoAn. ; 
Courts,  R.  W.,  Jr.,  Atlanta,  Ga. ;  Cox,  Charles  W.,  48  Wall  St  •  ^     "•  ' 

,  ^i^i^'  l^o^ter  B.,  Providence,  R.I. ;  Dick,  Fairman  R.,  30  Pine  St. ;  Diffeu- 
derffer,  Charles  H.,  Philadelphia,  Pa. ;  Dixon,  George  Dallas,  Jr  Philadelphia 
Pa.;  Dulles  Heatly  C.  Philadelphia,  Pa.;  Du  Pont,  Francis  I /iWaUs' 
Durand,  Celestin  A.,  30  Broad  St  ,  ^s  ±.,  x   vvaii   ot. , 

Pa^-' FnSpin^  nn«fn^^"  « '•'  ?,"tsburgh,  Pa.;  Elkins,  William  M.,  Philadelphia, 
Pa. ,  Hipstein,  Gustav,   San  Francisco,  Cal 

Fahnestock,  William,  1  Wall  St. ;  Farrell,  Maurice  L.,  15  Broad  St  •  Fech- 

shZs'  wnlinn;  H'^^'pT^"'  ^'V/?=  F^erguson,  William,  Boston,  Mass.';  Fitz- 
sinions,  William  J.,  Chicago,  III.;  Ford,  Donald,  115  Broadwav  •  Forrest 
Maulsby,  38  Wall  St.;  Foster,  H.  Elbert,  Jr.,  2  Wall  St.;  Fnmc4s  J.'d  Pei'T 
St    Louis,  Mo.;  Freed,  Theodore  M.,  Philadelphia,  Pa 

Gardner,  W    Alhin,  Buffalo,  N.Y. ;   Glazier,   Henry   S.,  24  Broad   St  •   Glen- 
dmning    R.,  Philadelphia,   Pa.;   Goodhart,  A.  E.,  24  Broad   sf     G^ld  'lYank 

?nnad   0?Jo-  r;7'  ?ri1'  ""'T'''''  ^^^  ^^-^'-^^^way ;  Gradison,'T^llTs  'd!  S  n 
tinuati,  Ohio ;  Griswold,  Alexander  Brown.  Baltimore    Md 

Ha^?fc"'whppl?n'<.^^w  V '"''  &*• '  ^^''''''''^'  I^'-^y^i^i^^l  B.,  126  Broadway;  Hazleit, 

B      m^i;i,^?o,f   n  r    1t-i=i  ^nf"^^  ^Xi!"^'"^  ^•'  ^^  ^V^"'^'"  St.;  Hibbs,  Wm 
^.,    Washington,    D.C. ;    Hdl,    Charles    Willard.    1    Wall    St  •    Ililliard     I'^-nc 

Minne'Jn^lif -M^in^'^^^  ^'?^'l.^"  ^^'^  ^'^^^^  C^^"^'  ^^^^^  =  Hopwood    rL'     G  i 
St.;"Ken',  'iZiks'^rClS'    111  '  ''''''  ''■'  '^^^^^'  ^'^"^^^^•'  ''  ^''' 
Ickelheimer,  Henry  R.,  49  Wall  St. ;  Iselin,  Ernest,  40  Wall  St 

Sif  Ceo '.   '^  \^f  '^'""'l  ^J-'  '''''''  ^"*°"  I^-  Washington,  D.C. 
Emil  a'  C     277   P-ir^'tr^'t-^^'- V^^?"'"^^'  ^''''''  ^-  Chicago,  111.;  Keppler, 
cZLv'^^on,       7  ^J.^'   ^"'^'   ^'^"'^^"t  L.,   25   Broadwav;    King,   Herbert 

l.oew    W.  <..    _'  -Hnll  btreot;  Lvons,  Siumiel  Clav.  Louisville    Kv  *""•'*' 
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Masten,  Fred  C,  Pittsburg,  Pa. ;  Mayer,  Joseph  G.,  74  Trinity  Place ;  McCon- 
nell,  Howard  F.,  60  Wall  Tower ;  MeKeon,  John  J..  New  Haven,  Conn. ;  Miller, 
E.  Clarence,  Philadelphia,  Pa. ;  Mitchel,  O.  MacKnight,  Jr.,  65  Broadway ; 
Mixter,  Samuel,  Boston,  Mass. ;  Mohrman,  P.  Christopher,  1  Wall  Street ; 
Moore,  J.  Clark,  Jr.,  Philadelphia,  Pa.;  Morgan.  J.  P.,  23  Wall  Street;  Morgan, 
Junius  S.,  23  Wall  Street. 

Noyes.  David  A.,  Chicago,  111.:  Nuttall,  Ricliard  V.,  Pittsburgh,  Pa. 

O'Neill.  Grover,  20  Exchange  Place. 

Parker,  Dale  M.,  25  Broad  St. ;  Peckham,  Henry  A.,  40  Wall  St. ;  Perkins. 
Erickson,  Rochester,  N.Y. ;  Perkins,  Thomas  L..  37  Wall  St. :  Pigeon,  Richard 
40  Wall  St. ;  Post,  Geo.  B.,  Jr.,  49  Broad  St. ;  Potter,  Clarkson,  25  Broad  St. ; 
Pressprich.  Reginald  W..  GS  William  St. ;  Prince,  Fred'k.  H..  Boston,  Mass. ; 
Putnam,  William  Hutchinson.  Hartford,  Conn. 

Raiss,  Carl,  San  Francisco,  Cal. ;  Reeves,  Edward  J.,  61  Broadway;  Richards, 
Ralph  S.,  Pittsburgh,  Pa.;  Robertson,  Charles  E.,  120  Broadway;  Rockefeller, 
J.  D..  30  Rockefeller  Plaza,  N.Y.C. ;  Rockefeller,  Percy  A..  25  Broadway; 
Rollins,  G.  p]dward,  52  Broadway ;  Roosevelt,  Nicholas  G.,  Philadelphia,  Pa. 
Rosenthal,  Paul,  M.,  25  Broad  St. 

Schiff,  John  M.,  52  William  St. ;  Sclimidt,  Oscar  C,  Philadelphia,  Pa. ;  Scott, 
Frederic  W.,  Riclimond,  Va. ;  Seligman,  Jefferson.  54  Wall  St.;  Sellers,  Rus- 
sell J.,  Philadelphia,  Pa. ;  Simpson,  George  S.,  1  Wall  St. ;  Sincere,  Charles 
Chicago,  111. ;  Sisto,  Joseph  A.,  68  Wall  St. ;  Stebbins,  Ernest  Vail,  42  Broad- 
way ;  Stetson,  John  B.,  Jr.,  Philadelphia,  Pa. ;  Stoddard.  Henry  D.,  Bridge- 
port, Conn. :  Streeter.  Robert  L.,  2  Wall  St. 

Tenney,  Rockwell  C,  Boston,  Mass.;  Thaw,  Lawrence  Copley,  20  Pine  St.; 
Thorne,  Francis  B.,  120  Broadwaj";  Trimble,  James  K.,  Philadelphia,  Pa.; 
Turnbull,  Arthur,  49  Broad  St.;  Turner,  C.  J.,  150  Broadwav;  Turnure,  George  E., 
64  Wall  St. 

Wadsworth,  W.  B.,  1  Wall  St.;  Westheimer,  Irvin  F.,  Cincinnati,  Ohio;  Wey- 
mouth, George  T.,  Wilmington,  Del.;  Wheeler,  Arthur  E.,  48  Wall  St.;  Whitney, 
C.  Handasvde,  Boston,  Mass.;  Wilson,  Herbert  R.,  Toledo,  Ohio;  Winsor,  James 
D.,  Jr.,  Philadelphia,  Pa.;  Winthrop,  Robert,  48  Wall  St.;  Wollman,  William  J., 
120  Broadwav;  Wood,  Alexander  C,  Jr.,  Philadelphia,  Pa.;  Wood,  Langdon  B., 
Buffalo,  N.Y.";  Wood,  Willis  D.,  63  Wall  St.;  Wortham,  Coleman,  Richmond,  Va.; 
Wright,  Albert  J.,  Buffalo,  N.Y. 

Yarnall,  Alexander  C,  Philadelphia,  Pa. 

Schedule  B 

K.3.  Give  names  of  all  Specialists  who, have  been  subjected  to  formal  warning, 
trial,  or  disciplinary  action  of  any  nature  or  character  whatsoever  by  any  com- 
mittee or  governing  body  of  the  Exchange  for  the  period  from  January  I,  1928  to 
September  1,  1933.  In  each  case  state  the  date,  the  nature  of  the  alleged  viola- 
tion and  the  disposition  thereof. 

Answer. — 

GOVERNIXa  COMMITTEE 


Date 

Name 

Nature  of  alleged  violation 

Disposition 

1/11/28 

Raymond  J.  Schweizer. 

See  answer  to  M-3 

See  M-3. 

6/2.V28 

E.  H.  Stern 

See  answer  to  M-3-. 

See  M-3. 

11/14/28 

A.  J.  Feuchtwanger... 

Alleged  undesirable  partnership 

At  hearing,  11/30/28,  partner- 
ship was  announced   dis- 
solved   and    Mr.    Feucht- 
wanger censured. 

9/10/30 

Howard  Boiilton 

Boulton  was  a  specialist  in  Manhattan 

Appeared  before  Governing 

Electrical  Supply  and  the  Committee 

Committee  on  9/17/30  and 

felt  that  he  was  negligent  in  not  mak- 

was censured. 

ing  sure  tliat  he  was  not  heing  "used" 

in  connection  with  allesed  imethical 

practices.    There  was  no  evidence, 

however,  that  Boulton  was  actually 

aware  of  the  nature  of  the  transactions 

or  that  he  participated  in  any  way 

therein. 

1/28/31 

Philip  L.  Smith 

Philip  AV.  Smith 

Henry  M.  Wreszin 

Charles  E.  Danforth... 
Ralph  Melson 

See  answer  to  M-3        _         .  .      - 

See  M-3. 

l/28/:U 

See  answer  to  M-3 

See  M-3. 

1/28/31 

See  answer  to  M-3 

See  M-3. 

2/4/28 

See  answer  to  M-3                         . 

See  M-3. 

2/4/28 

See  M-3. 

5/13/31 

Mortimer  W.  Loewi 

Failed  to  use  due  diligence  by  making 

Censured      by      Governing 

hasty  execution  of  an  order. 

Committee. 

1/23/32 

Franklin  V.  Brodil 

See  answer  to  M-3 - - 

See  M-3. 
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6/22/32 


5/24/33 


A.  J.  Feuehtwanger... 


Nature  of  alleged  violation 


Feuehtwanger  agreed  to  let  another 
member  know  if  500  or  more  shares  of 
Pan  American  B  stock  came  in  to 
sell  below  34,  and  subsequently 
bought  for  his  account  1,300  shares  at 
33,  later  selling  1,500  shares  to  the 
other  member  at  34  without  telling 
him  that  he  had  purchased  1,300 
shsrGs  Rt  "^^ 
Joseph  D.  Frankel I  See  answer  to  M-3 


Disposition 


There  being  a  dispute  as  to 
the  facts  and  as  to  whether, 
under  the  circumstances, 
he  was  responsible  and  as 
he  made  full  restitution, 
the  Committee  did  not  ob- 
ject to  his  request  that  he 
be  allowed  to  sell  his  mem- 
bership. 

See  M-3. 


COMMITTEE  OF  ARRANGEMENTS 


3/27/28 
4/3/28 

7/17/28 
2/5/29 

2/13/29 

3/19/29 


Charles  E.  Titus 

Milton  F.  Untermeyer, 

Cornelius  Hearn,  Jr... 
Malcolm  D.  B.  Hunter 

Ralph  Ranlet 

Leon  W.  Strauss 


9/10/29     Chauncey  &  Co 
11/1/29     Ralph  Ranlet.... 


11/1/29 
11/4/29 
11/4/29 

1/21/30 


Seymour  Johnson,  E 

C.  Anness. 
Chauncey  &  Co 

Arthur  Barnwell 

Morris  Joseph 


On  floor  in  an  unfit  condition  to  trans- 
act business. 

Leaving  his  post  without  turning  his 
books  over  to  another  member  au- 
thorized to  handle  them. 

Unjustified  remarks  regarding  another 
member's  trading. 

Leaving  his  post  without  turning  his 
books  over  to  another  member  au- 
thorized to  handle  them. 

Other  members  unable  to  obtain  split- 
ups. 

Obtaining  preference  in  purchasing 
stock  by  stating  that  he  had  a  buying 
order  when,  in  fact,  he  was  buying 
for  his  own  account. 

Misuse  of  post  telephone  wire 

Inadequacy  of  his  facilities  for  handling 
book  in  American  Telephone  &  Tele- 
graph stock. 

Inadequacy  of  their  facilities  for  hand- 
Img  book  in  Royal  Dutch  Co.  stock. 

Inadequacy  of  their  telephone  facilities 


6/24/30     Henry  Steele  Roberts. . 


9/2/30 

10/21/30 
1/27/31 

3/31/31 
9/22/31 
2/23/32 
3/15/32  I  Robert  J.  Goldman.... 


R.  C.  Myles,  Jr 

E.  L.  Norton 

Carl  Levis 

Alan  Harcourt  Black. 

Harris  &  Fuller 

Seymour  Johnson 


6/14/32 
6/28/32 


7/12/32 
10/25/32 

11/3/32 


11/7/32 
5/2/33 


Lew  Wallace  &  Co. 
Miller  &  Dodge 


Robert  L.  Cahill 
O.  V.  Hedberg... 

Miller  &  Dodge.. 


J.  D.  Frankel.... 
W.  W.  Vaughan. 


Refusal  to  accept  orders  from  Harris  & 
V  ose  because  a  customer  of  theirs  had 
used  abusive  language  to  him. 

Request  of  Pierce  Arrow  Motor  Car 
Co.  that  its  stock  be  assigned  to  a 
specialist  other  than  Mr.  Joseph. 

Leaving  post  without  turning  over 
book  to  a  member  authorized  to 
handle  it,  and  allowing  his  clerk  to 
confirm  trades. 

Manner  of  execution  of  certain  orders 
m  International  Telephone  &  Tele- 
graph stock. 

Profane  language  used  to  an  Exchange 
employee. 

Complaint  of  National  Surety  Co.  re- 
gardmg  the  manner  in  which  its 
stock  was  handled  by  Mr.  Levis. 

Improper  language  to  an  Exchange 
employee. 

Using  post  telephone  wire  for  receiving 
orders. 

Printing  sales  on  tape  without  proper 
authorization. 

Throwing  water  on  an  Exchange  em- 
ployee. 

No  one  in  ofljce  authorized  to  do  busi- 
ness for  firm. 

Making  a  ten  share  transaction  at  a 
wide  variation  from  preceding  price. 

Throwing  torpedoes  on  Exchange  floor 

Accepting  an  order  not  addressed  to 
him. 

Permitting  Exchange  employees  at 
their  post  to  deal  in  stocks  located 
thereat. 

Complaint  of  Loft,  Inc.,  regarding  cer- 
tain tran.sactions  of  Mr.  Frankel  in 
its  stock. 

Objectionable  language  to  another 
member. 


Warned. 
Written  to. 

Ordered  to  apologize. 
Written  to. 


Ordered  to  keep  suflScient 
personnel  in  office  to  han- 
dle business. 

Warned;  Informed  future  in- 
fringement would  be  sum- 
marily dealt  with. 

Written  to. 

Stock  transferred  to  another 
post. 

Stock  transferred  to  another 

post. 
Ordered  to  increase  telephone 

facilities. 
Ordered     to     accept     their 

orders. 

Meeting  arranged  between 
Company  officials  and  Mr. 
Joseph;  complaint  dropped 
by  Company. 

Warned. 


Referred  to  Committee  on 
Odd  Lots  and  Specialists. 

Reprimanded  and  ordered  to 

apologize. 
Stock  transferred  to  another 

post. 

Reprimanded. 

Wire   disconnected    for   one 
month  and  firm  fined  $250. 
Warned. 

Fined  $100  and  ordered   to 

apologize. 
Warned. 

Warned  to  consult  a  member 
of  the  Committee  in  future 
cases. 

Fined  $100  and  reprimanded. 

Warned. 

Censured. 


Referred   to   Committee  on 
Business  Conduct. 

Reprimanded  and  ordered  to 
apologize. 
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Date 

Name 

Nature  of  alleged  violation 

Disposition 

5/23/33 

Joel  G.  Cahn 

Inadequate  arrangements  for  handling 
his  stocks. 

Neither  he  nor  his  authorized  represen- 
tative present  on  floor. 

Bringing  liquids  on  to  Exchange  floor. . 

Repeated  lateness  of  his  telephone 
clerk. 

7/22/33 

8/8/33 
9/26/33 

Schuyler  Orvis 

Richard  Conried 

Written  to. 

Fined  $50. 
Finedi$50. 

COMMITTEE  ON  BUSINESS  CONDUCT 


4/25/29 


11/14/29 


11/25/29 


12/5/30 


Richard  P.  Worrall. 


n.  Randolph  Knowl- 
ton,  J.  D.  Frankel, 
Myron  Sohafer. 


Arthur  Corlies. 


Joseph  D.  Frankel 


J  Mr.  Richard  P.  Worrall  appeared  and 
I  the  committee,  in  discussing  with 
I  him  the  complaint  of  Mr.  W.  R. 
Fagan,  considered  at  the  previous 
meeting,  advised  him  that  when 
claim  was  made  on  him  on  April  1. 
1929,  for  the  delivery  of  500  shares  of 
Sinclair  Consolidated  Oil  Corporation 
stock  at  41K>,  delivery  of  it  should 
have  been  for  the  account  of  the 
houses  whose  orders  to  sell  at  that 
price  were  next  upon  his  book  and 
tliat  he  should  render  a  report  on 
tliese  500  shares  to  such  houses  at  this 
time.  Mr.  Worrall  stated  that  he 
would  act  accordingly  and  retired. 

The  following  memoranda  from  the 
Committee  on  Odd  Lots  and  Special- 
ists, bearing  in  part  upon  the  com- 
munication which  the  Committee  di- 
rected be  addressed  to  them  at  its 
meeting  of  October  31,  1929.  were  pre- 
sented and  acted  upon  as  indicated: 
(2,  3,  and  1)  Copies  were  submitted  of 
letters  addres.sed  by  that  committee 
to  Mr.  II.  Randolph  Knowlton,  Mr. 
J.  D.  Frankel.  and  Mr.  MjTon  Schaf- 
er,  with  reference  to  the  opening  in 
National  Biscuit  Companv  stock  on 
October  29,  1929,  in  Western  Pacific 
stock  on  October  .'^l,  1929,  and  in 
Underwood  Elliott-Fisher  Company 
stock  on  October  31,  1929  respectively, 
stating  that  a  member  of  this  Com- 
mittee should  be  sent  for  before  a 
stock  is  opened  at  a  price  which  shows 
a  marked  advance  or  decline  from  the 
previous  close,  especially  in  cases 
where  the  Specialists  contemplate 
taking  or  supplying  stock  at  such 
opening. 

Mr.  Arthur  Corlies,  of  Mes.srs.  Corlies 
&  Booker,  appeared  and  was  reproved 
for  having  elTected  an  opening  price 
of  2  in  White  Sewing  Machine  Cor- 
poration stock  on  October  29,  1929, 
representing  a  decline  of  93^  points 
from  the  previous  night's  closing 
price. 

Mr.  Joseph  D.  Frankel,  of  Messrs.  J. 
D.  Frankel  &  Company,  specialists 
in  Western  Pacific  common  stock, 
appeared  and  outlined  the  condition 
which  existed  in  this  security  on  the 
morning  of  October  31,  1929,  when  an 
opening  price  of  33  was  elTected  by 
him. 


In  which  matter,  the  Secre- 
tary was  directed  to  write 
Mr.  Fagan  that  his  order 
to  sell  500  shares  of  this 
stockat  41  yi  was  not  reached 
ed  after  effect  was  givenlto 
all  of  the  stock  sold  at  this 
price  on  the  day  stated  by 
Mr.  Worrall,  as  specialist 
in  the  stock. 


The  Committee  determined 
to  discuss  with  Mr.  Red- 
mond the  matter  of  issuing 
a  circular  on  this  subject. 


Mr.  Corlies  pleaded  as  his 
only  explanation  the  stress 
of  time  and  stated  that  he 
will  always  be  so  governed 
in  the  future,  after  which 
he  retired. 


He  was  severely  reproved  for 
having  made  an  opening  at 
so  wide  a  spread  from  the 
clo.se  on  the  previous  night 
of  16H,  without  having 
sent  for  a  member  of  this 
Committee,  cautioned  to 
follow  such  a  course  in  the 
future  and  warned  that  if 
he  did  not  do  so  or  partici- 
pated in  any  other  act 
warranting  criticism,  the 
conduct  complained  of 
would  be  reported  to  the 
Governing  Committee. 
Mr.  Frankel  retired. 
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2/9/28 

2J29/28 

5/9/28 


6/11/28 
6/20/28 


12/6/28 
12/17/28 

1/25/29 


Allison  L.  S.  Stern 
A.  V.  Filer 


WiUiam  Stackpole, 
Cornelius  A.  Simon- 
son. 


Edwin  H.  Stern.. 
William  T.  Starr. 


Seymour  N.  Sears,  Jr.. 
GeorgeA.  H.Churchill. 


3/22/29 


Richard  G.  Conried- 


6/28/29 

7/2/29 

7/5/29 
8/28/29     Arthur  Barnwell,  Jr 


11/1/29 
11/8/29 


11/8/29 


11/8/29 


11/8/29 


2/27/30 
2/27/30 


3/5/30 


Ralph  Ranlet 

Joseph  D.  Frankel. 


Arthur  Corlies. 


Myron  Schafer. 


H.  Randolph  Knowl- 
ton. 


R.  V.  Caulfield,  J.  E. 

McKenzie. 
Horace  W.  Goldsmith 


C.  S.  Weil. 


E.xecution  of  order  on  February  7, 1928, 
in  A.  M.  Byers  Co.  stock  for  Hart- 
shorne,  Fales  &  Co. 

Filer  offered  stock  in  competition  with 
Louchheim,  knowing  Louchheim 
had  additional  stock  for  sale. 

Referred  to  Committee  on  Odd  Lots 
and  Specialists  by  Committee  on 
Business  Conduct  for  examination. 
Sale  of  100  shares  of  International 
Nickel  stock  on  April  2,  1928,  to 
Campbell,  Starring  &  Co. 

Transactions  in  Manhattan  Shirt  Co. 
stock. 

Erroneous  report  on  sale  of  Interna- 
tional Telephone  &  Telegraph  stock 
on  May  19,  1928. 

Ten  shares  of  Hocking  Valley  on  No- 
vember 15,  1928. 


Harold    Spear,    Laur- 
rence  C.  Leeds. 


Execution  on  December  22,  1928,  of 
order  to  sell  100  shares  of  Commer- 
cial Credit  Co.  stock. 


Transactions  in  Interstate  Depart- 
ment Stores  stock  on  February  20, 
1929,  with  Harry  Content. 


Order  given  to  them  to  sell  1,000  shares 
United  Aircraft  preferred  stock  on 
June  27, 1929,  by  Lindley  &  Co. 

Refusal  of  Mr.  Barnwell  to  accept  orders 
in  General  American  Tank  Car  stock. 

1 .  J.  Knapp  complained  of  negligence 

Opening  in  Western  Pacific  Railroad 
Corporation  stock  12H  points  below 
previous  close  on  October  31, 1929 


Opening  in   White   Sewing   Machine 
Corporation  stock  on  October  29, 1929. 


Opening  in  Underwood  Elliott  Fisher 
on  October  31, 1929,  at  135. 


°P?'°L*°  National  Biscuit  on  Oc- 
tober 29, 1929,  at  1651^. 


Delay  in  reporting  split-ups  on  10,000 
Packard  to  Thomson  &  McKinnon. 

Order  to  sell  300  Lima  Locomotive  at 
nl^  w"  "?  J^ebruary  25,  1930,  and  100 
if  o ''o°»^f )  changed  to  market  order 
a977  1  iV  •  .Goldsmith  took  400  at 
i'-K  l^^,  P°"^^^  '3<^'o"'  'ast  sale  and  1 
point  below  opening  following  day. 

Purchase  for  his  own  account  of  200  En- 

JJh'^.fr.o  "H''°,^*""^'^'<'  c/(ls  on  March 
4th  at  52  which  was  exchangeable  for 
stock  which  opened  at  55M 


Allison  L.  S.  Stern  to  pay  $50 
to  complainant. 

Filer  to  pay  Louchheim 
$112.50. 

Committee  unable  to  fix 
time  of  arrival  of  buy  order 
and  so  informed  Commit- 
tee on  Business  Conduct. 

Reported  to  Governing  Com- 
mittee. 

Mr.  Starr  referred  to  Arbi- 
tration Committee. 


Informed    of    Rules.    Com- 
mittee on  Business  Con- 
duct informed  of  case. 
Informed      Committee     on 
Business     Conduct     that 
Committee  on   Odd  Lots 
and  Specialists  could  not 
determine  time  of  receipt 
of  order,    order   not   con- 
firmed, and  that  Commit- 
tee on  Odd  Lots  and  Spe- 
scialists  was  in  doubt  as  to 
rights  of  customer. 
Committee  on  Odd  Lots  and 
Specialists  informed  Com- 
mittee on   Business  Con- 
duct   that    there   was   no 
evidence   that   the   trades 
were  pre-arranged. 
Mr.  Spear  censured  by  Com- 
mittee on   Odd  Lots  and 
Specialists. 
Mr.  Barnwell  agreed  to  ac- 
cept orders. 
Mr.  Ranlet  warned. 
Committee  on  Odd  Lots  and 
Specialists    felt    that    Mr. 
Frankel  should  not  have 
opened  stock  without  the 
approval  of  a  member  of 
the  Committee  on  Business 
Conduct. 
Committee  on  Odd  Lots  and 
Specialists  felt  Mr.  Corlies 
should  have  obtained  the 
approval  of  a  member  of 
the  Committee  on  Business 
Conduct,  and  that  he  be 
censured  by  Business  Con- 
duct. 
Committee  on  Odd  Lots  and 
Specialists   wrote   to    Mr. 
Schafer  saying  he  should 
have  sent  for  a  member  of 
the    Committee   on    Busi- 
ness Conduct. 
Committee  on  Odd  Lots  and 
Specialists    informed    Mr. 
Knowlton  that  he  should 
have  obtained  the  approval 
of  a  member  of  the  Com- 
mittee  on   Business   Con- 
duct, and  should  have  de- 
layed opening. 
No  suggestion  made. 

He  was  told  to  endeavor  to 
communicate  with  the  firm 
having  the  stop  order  be- 
fore taking  stock  for  his 
own  account. 

Sale  cancelled  by  Committee 
on  Business  Conduct  and 
corrected  to  55}i. 
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Nature  of  alleged  violation 


Disposition 


Stern  &  Lowitz. 


Albert  Fried 

Harry  E.  R.  Hall. 


Howard  Boulton. 


R.  0.  Myles,  Jr. 


Philip  L.  Smith, 
PhiHp  W.  Smith, 
Henry  M.  Wreszin, 
Charles  E.  Danforth, 
Ralph  Melson. 


Juan     M.     Ceballos, 
Samuel  H.  Watts. 


Horace  W.  Ooldsmith 


John  V.  Rouvier. 


Mortimer  W.  Loewi, 
Henry  Morgan. 


Ferdinand  Mayer. 


Benjamin      Jacobson, 
John  P.  Cronin. 

Henry  Goldman,  Jr.... 


Transaction  in  A.  M.  Beyers  Co.  on 
February  5, 1930,  referred  to  Commit- 
tee on  Odd  Lots  and  Specialists  by 
Committee  on  Business  Conduct. 

Changing  an  order  to  buy  United  Car- 
bon from  200  to  1,200  shares  and  show- 
ing it  to  J.  D.  Frankel. 

Orders  in  Eastman  Kodak  from  West- 
home  Security  Corporation  alleged  to 
be  improperly  handled. 


Transactions  in  Manhattan  Electrical 
Supply  Co.  for  Sutro  &  Co. 


Complaints  of  various  firms  regarding 
execution  on  August  28th  of  orders  by 
Mr  Myles  in  International  Tele- 
phone &  Telegraph  referred  to  Com- 
mittee on  Odd  Lots  and  Specialists 
by  Committee  on  Business  Conduct. 


Alleged  improper  transactions  in  Mis- 
souri Pacific  common  and  preferred 
stocks  by  the  specialists  for  the  ac- 
count of  Paine,  Webber  &  Co. 


Purchase  by  Ceballos  of  100  Snider 
Packing  preferred  from  Watts  at  14, 
last  sale  8.  Referred  to  Committee 
on  Odd  Lots  and  Specialists  by  Com- 
mittee on  Business  Conduct. 

Sale  by  him  of  100  American  Car  & 
Foundry  preferred  at  65>6,  seller  4, 
on  December  30,  1930,  to  Fellowes 
Davis  &  Co.  on  their  order  to  buy 
300  at  70. 

March  3,  1931— Brooklyn  Manhattan 
Transit  Corporation.  William  J. 
Berg  alleged  Bouvier  asked  him  to 
make  out  reports  on  transactions 
which  Berg  had  not  made. 

Loewi  took  800  shares  of  Chicago  Great 
Western  Pfd.  stock,  which  he  had  to 
sell  at  the  market,  for  his  own  ac- 
count at  12,  the  last  sale  being  liU. 


E.xecution  of  stop  orders  in  Auburn  on 
June  9th,  error  of  judgment  in  han- 
dling book. 

Commissions  on  trades  made  by  Cron- 
in, acting  as  Specialist,  in  United  Air- 
craft, for  Benjamin  Jacobson. 

Had  order  to  sell  100  United  Piece  Dye 
Works  on  September  23,  1931,  at  12 
stop.  Hebought  lOOat  11  forhisown 
account  and  bought  the  100  on  the 
stop  order  at  lOyk  for  his  own  account. 


Committee  on  Business  Con- 
duct was  informed  that 
trade  was  satisfactory  in 
view  of  fluctuations  of  this 
stock. 

Mr.  Fried  censured  by  Com- 
mittee on  Odd  Lots  and 
Specialists. 

Committee  on  Odd  Lots  and 
Specialists  informed  West- 
home  Security  Corporation 
that  orders  were,  properly 
handled  by  specialist. 

Reported  to  Governing  Com- 
mittee and  Committee  on 
Odd  Lots  and  Specialists 
recommended  that  Boul- 
ton be  censured  by  Presi- 
dent. 

Committee  on  Odd  Lots  and 
Specialists  informed  Com- 
mittee on  Business  that  all 
buy  orders  stand  as  re- 
ported, sell  orders  on  stop 
from  Z9H  down  made  39H 
and  stop  orders  at  39?i, 
39)4  and  39!-^  reinstated,  if 
customer  desired.  Odd  lot 
orders  also  to  be  adjusted. 
Mr.  Myles  censured  by 
Committee  on  Odd  Lots 
and  Specialists. 

Reported  to  Governing  Com- 
mittee. 


Trade  canceled  by  Commit- 
tee on  Business  Conduct. 
Both  stated  they  would 
exercise  more  care  in  the 
future. 

Sale  apparently  not  justified. 
Mr.  Goldsmith  warned  if 
there  were  any  more  com- 
plaints the  Committee 
would  take  drastic  action. 

C.  O.  Mayer,  Jr.,  substan- 
tiated Bouvier's  statement 
that  Bouvier  traded  with 
Berg. 

Loewi  adjusted  trades  to  14. 
Committee  on  Odd  Lots 
and  Specialists  reported 
matter  to  Governing  Com- 
mittee, recommending  that 
Loewi  be  censured.  Mor- 
gan censured  by  Commit- 
tee on  Odd  Lots  and  Spec- 
iaUsts  5/13/31. 

Committee  on  Odd  Lots  and 
Specialists  suggested  reim- 
bursement to  customer  of 
$100. 

Referred  to  Committee  on 
Quotations  and  Commis- 
sions. 

Committee  on  Odd  Lots  and 
Specialists  was  of  the  opin- 
ion that  he  should  adjust 
customers  to  13  and  reim- 
burse customer  who  had 
stop  order  for  the  difference 
between  10^  and  13. 
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Date 


10/30/31 


11/12/31 


n/18/31 
1/12/32 

1/23/32 


3/9/32 
3/11/32 


4/21/32 


Name 


W.  W.  V^aughan. 


J.  Robert  Hewitt__. 
Franklin  V.  BrodiL 
Frank  J.  Connelly.. 
James  F.  Nick 


S.  B.  Blumenthal. 


6/6/32 
6/10/32 
6/13/32 
8/25/32 
8/31/32 

9/1/32 


1/26/33 

1/31/33 

2/3/33 

2/6/33 

2/8/33 

3/22/33 

4/20/33 

4/27/33 

5/3/33 

5/10/33 

4/6/33 

7/10/33 
7/11/33 
7/12/33 
8/2/33 
10/2/33 
10/4/33 
10/5/33 
10/9/33 
10/10/33 
7/10/33 
7/11/33 
7/12/33 
7/19/33 
8/2/33 
10/2/33 
10/4/33 
10/5/33 
10/9/33 
10/10/33 
8/30/33 


Leonard  Schafer. 


George  M.  L.  La- 
Branche,  Austin  L. 
Smithers 


George    M. 
Branche. 


L.     La- 


Edwin  D.  Blumenthal. 


Nature  of  alleged  violation 


Austin  J.  Feuchtwan- 
ger. 

James.Russell-Lowell . . 


Joseph  D.  FrankeL 


Execution  of  market  order  to  buy  100 
Pennsylvania  R.R.  on  September  21, 
1931,  at  36.  previous  sale  33^  and  suc- 
ceeding sale  33H,  referred  to  the  Com- 
mittee on  Odd  Lots  and  Specialists 
by  the  Committee  on  Business  Con- 
duct. 

Large  fluctuations  in  Worthington 
Pump  &  Machinery  stock  on  Sep- 
tember 29,  1931. 

Took  stock  for  his  own  account  at  prices 
at  which  other  orders  had  been  en- 
trusted to  him  for  execution. 

Sales  in  Stone  &  Webster  on  December 
2,  1931,  eit\3H~im—ny,. 

Clarence  Southwood  alleged  that  he 
had  been  prevented  from  executing 
an  order  in  Public  Service  Corp.  of 
N.J.  on  March  8,  1932. 

Opening  in  Brooklyn-Manhattan  Tran- 
sit on  April  20,  1932,  off  2  points,  to 
635^. 


Transaction  in  Pan  American  Petro- 
leum &  Transport  B  stock  on  June 
3rd. 

Transactions  in  Stewart  Warner  on  Au- 
gust 25th  in  which  Lowell  took  300 
shares  at  6  for  his  own  account  with- 
out crossing  the  same  in  the  open 
market. 

Transactions  in  Loft,  Inc 


Disposition 


Trade  at  36  approved  at  the 
time  by  Mr.  Wagstaff,  a 
Governor  of  the  Exchange. 


Hewitt  asked  to  prevent  such 
fluctuations  as  far  as  possi- 
ble. 

Referred  to  Governing  Com- 
mittee. 

He  was  told  to  try  to  prevent 
wide  fluctuations  between 
sales. 

Committee  on  Odd  Lots  and 
Specialists  criticized  Nick 
and  informed  him  of  the 
duties  of  a  specialist. 

Committee  on  Odd  Lots  and 
Specialists  felt  that  though 
he  might  have  asked  odd 
lot  dealers  for  bids,  the 
trade  was  not  open  to  criti- 
cism. In  the  matter  of  ad- 
justments he  was  told  to 
get  permission  from  the 
Committee  on  Business 
Conduct. 

Feuchtwanger  sold  his  seat. 

Lowell  censured  and  warned 
that  recurrence  would  be 
dealt  with  drastically;  Also, 
his  profits  on  the  trade 
were  to  be  refunded  to  Mr. 
Jacobson. 

Referred  to  Governing  Com- 
mittee. 


Opened  stock  up  point  from  close  and 
bought  for  his  own  account. 

Transactions  in  American-La  France 
&  Foamite  in  which  thev  bought 
stock  below  2,  having  knowledge  of  an 
order  to  buy  up  to  3^,  and  subse- 
quently sold  it  to  the  other  member 


He  bought  2,000  shares  of  Atlantic  Re- 
fining at  31,  of  3,500  shares  on  his  book, 
while  Edwin  Ehlert  had  bid  for  5,000 
and  received  only  1.500  of  the  3,500 


Bought  for  his  own  account  100  Colum- 
bia Carbon  Co.  on  July  22nd  at  49, 
then  sold  It  at  50?^  to  Boetteher,  New- 

stock  for  his  own  account  at  49. 


Schafer  told  to  consult  a  Gov- 
ernor in  such  cases. 

Referred  to  Governing  Com- 
mittee. 


Referred  to  Governing  Com 
mittee. 


Committee  on  Odd  Lots  and 
Specialists  told  him  to  con- 
firm such  trades  with  a 
representative  of  the  firm. 
He  agreed  to  adjust  sales  to 
mutual  satisfaction. 


March 
1933 


COMMITTEE  ON  QUOTATIONS  AND  COMMISSIONS 


Joseph  D.  FrankeL 


Commission  law. 


Referred  to  Governing  Com- 
mittee. 


^nTblenZ'^ltZTot'S^:^^^^^^^^ 
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Committee  on  publicity: 

Salaries  and  wages 

President's  speeches 

President's  annual  report 

Year-books,  miscellaneous  other  publica- 
tions, gallery  pamphlets,  motion-pic- 
ture expenses,  postage,  etc 

OflBce  of  the  economist: 

Salaries  and  wages 

Stationery  supplies,  books,  subscrip- 
tions, etc... 

Total 


$45, 951. 96 
16. 788. 44 
16, 084. 18 


55, 091.  21 

34. 510. 66 

6, 419. 66 


174,846.11 


$53, 020. 20 
36, 799. 74 
18, 422. 65 


84, 299. 96 

45, 941.  62 

5. 480. 74 


243, 964. 91 


1931 


$52, 893. 64 
64, 449. 00 
13, 988. 20 


107, 924. 56 

44,  203.  55 

1, 404. 99 


284, 863. 94 


1932 


S46,  514.  64 
12, 942. 50 
16,  597.  50 


89, 669. 84 

38. 879.  67 

1,835.10 


206, 439.  25 


1933 


$28,  750. 00 
1, 357. 00 


32, 628. 97 

28, 320. 90 

1,913.64 


92. 970.  51 


Note.— The  expense  of  publication  of  statistical  data  prepared  by  the  Department  of  the  Economist  is 
included  in  the  expenses  of  the  committee  on  publicity. 

Schedule  D 

M.  Give  the  following  data  for  each  of  tlie  vears  from  1928  to  September  1st, 
1933: 

3.  List  of  members  suspended  or  expelled  by  the  New  York  Stock  Exchange, 
giving  dates  of  such  suspension  or  expulsion,  reasons  therefor,  and  where  such 
members  were  in  partnership,  the  names  of  such  firms. 

Answer. — In  addition  to  the  members  suspended  for  insolvency,  as  men- 
tioned in  answer  to  M-2  above,  the  following  members  were  suspended  under 
other  provisions  of  the  Constitution,  or  expelled: 


Date 


1/11/28 


1/25/28 


6/25/28 


Name 


Raymond  J.  Schweizer. 


William  Brandriss. 


Edwin  H.  Stern 


Firm  name 


E.  H.  Stern'A  Co. 


Reason 


Under  Section  7  of  Article  XVII  for  conduct  or 
proceeding  inconsistent  with  just  and  equit- 
able principles  of  trade.  Made  an  opening 
trade  for  his  own  account  at  a  price  which 
was  not  justified  by  the  condition  of  the 
market,  thus  placing  in  elTect  a  stop  order, 
and  then  purchased  part  of  the  stop  order  for 
his  own  account.    Suspended  for  6  months. 

Under  Section  7  of  Article  XVII  for  conduct  or 
proceeding  inconsistent  with  just  and  equit- 
able principles  of  trade,  and  violation  of 
Section  9  of  Chapter  XIV  of  the  Rules. 
Prior  to  the  opening  of  the  market,  when  he 
was  long  for  his  own  account,  he,  acting  as 
seller,  stopped  1,500  shares  at  the  opening 
with  five  dilferent  members,  and  immedi- 
ately upon  the  opening  bid  and  purchased  for 
his  own  account  500  shares  at  a  price  higher 
than  the  closing  of  the  night  before,  thereby 
putting  into  execution  the  shares  of  stock 
which  he  had  stopped  with  the  buyers  as 
authorized.  Also,  that  on  the  same  day  and 
in  the  same  transactions,  instead  of  clearing 
the  stock  which  he  had  purchased  for  his 
own  account,  he  reopened  such  contracts  by 
giving  other  names  on  said  trades.    Expelled. 

Under  Section  7  of  Article  XVII  for  conduct  or 
proceeding  inconsistent  with  just  and  equit- 
able principles  of  trade.  While  acting  as  a 
specialist,  after  having  been  tendered  an  order 
to  buy  5,000  shares  of  stock  at  the  market 
which  he  did  not  accept  at  the  time,  he  sold 
to  the  member  tendering  him  the  order  400 
shares  of  the  stock  which  he  had  on  his  book 
at  40  and  at  the  same  time  purchased  for  his 
own  account  the  balance  of  the  said  stock 
which  he  had  for  sale  on  his  book  for  40,  which 
amounted  to  1,000  shares  and  without  having 
disclosed  that  fact  he  thereafter  sold  for  his 
own  account  1,000  shares  of  said  stock  at  41 
to  the  member  who  had  tendered  him  the 
order  originally.    Expelled. 
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Date 


10/24/28 


4/10/29 


Henry  R.  Monroe- 


Firm  name 


Monroe, 
Davis. 


Saffin     & 


Hubert  M.  Schott. 


Schott  <fe  Galliver... 


6/11/30 


7/9/30 


Alexander  B.  Johnson. 


James  H.  McGean. 


Throckmorton  &  Co. 


Sutro  &  Company. . 


10/29/30 


Q.  Lisle  Forman,  Mor- 
rison B.  Orr. 


Prince  &  Whitcly... 


Reason 


Under   Section   2  of  Article   XVII,   through 
arrangements  made  with  his  partners  and 
one  of  the  employees  of  his  firm,  and  through 
the  falsification  of  the  books  of  his  firm,  he 
wilfully  defrauded  and  planned  to  defraud 
the  United  States  of  America  and  the  State 
of  New  York  of  income  taxes  properly  due  to 
them.    E.xpelled. 
Under  Section  1  of  Article  XX,  for  violation  of 
Paragraph  4,    Section  1,  Article  XX.    The 
firm  of  Schott  &  Galliver,  with  the  knowledge 
and    acquiescence    of   Hubert    M.    Schott, 
durmg  1928  employed  11  persons  who  were 
paid,  in  addition  to  their  salaries,  sums  con- 
stitutmg  a  proportion  of  the  amount  of  the 
commissions  received  by  the  firm  of  business 
procured  by  said  persons  during  the  time  of 
their   employment,   which   payments   were 
made  without  the  written  approval  of  the 
Committee  on  Quotations  and  Commissions. 
Suspended  for  1  year. 
Under  Section  7  of  Article  XVII  for  conduct  or 
proceeding  inconsistent  with  just  and  equit- 
able principles  of  trade,  and  improper  busi- 
ness methods  used  by  his  firm  in  handling  the 
business  of  the  American   Trustee   Shares 
Corporation  and  Diversified  Trustee  Shares. 
Suspended  for  1  year. 
Under  Section  7  of  Article  XVII  for  conduct  or 
proceeding  inconsistent  with  just  and  equit- 
able  principles   of  trade,   and   violation  of 
bection   10  of  Chapter   XII  of  the   Rules. 
Through   the   manner   in   which   a   branch 
office  of  Sutro  &  Company  was  conducted, 
transactions  to  buy  and   to  sell  the  same 
securities  were  executed  at  the  same  time 
and  at  the  same  price,  and  in  the  opinion  of 
the  Governing  Committee  did  not  involve 
a  change  of  ownership.    Suspended  for  three 
years. 
Under  Section  7  of  Article  XVII  for  conduct 
or   proceeding   inconsistent   with   just   and 
equitable  principles  of  trade,  and  violation 
of  Section  2  of  the  Chapter  XII  of  the  Rules. 
Ihrough  the  device  of  borrowing  securities 
and  placing  them  in  accounts  which  were 
not  .sufliciently  margined  and  Ihrough  the 
device  of  putting  in  market  orders  to  buy  an 
unusual  quantity,  so  as  to  raise  the  closing 
prices,  of  the  .securities  in  which  the  firm  was 
interested,  the  answer  to  the  questionnaire 
as  of  June  30,  19.30,  of  said  firm  of  Prince  & 
Whitely  did  not  reflect  the  true  condition  of 
said  firm,  and  second,  that  the  partners  of 
'l?'^,ru™^  ■"■^'"'^  f^^  °"'y  directors  of  the  Prince 
&  V\  hitaly  Trading  Corporation,  a  corpora- 
tion whose  securities  said  firm  had  offered  to 
the  public  in  1929  and  as  such  directors  said 
partners  caused  the  Prince  &  Whitely  Trad- 
mg   Corporation  to  lend  .$1,500,000,  on  the 
unsecured  note  of  J.  M.  Hoyt  &  Companv. 
a  corporation  owned  or  controlled  by  one  "of 
the  partners  of  said  firm  and  the  proceeds  of 
said  note  were  deposited  to  the  account  of 
said  subsidiary  corporation  and  thereby  im- 
proved the  financial  condition  of  said  firm 
Also  the   Prince  &   Whitely  Trading   Cor- 
poration had  a  debit  balance  of  approximately 
$4,2<a,000,  and  was  long  securities  of  more 
tnan  $/, 350,000,  and  that  no  reasonable  pro- 
portion  of  these  securities   was  segregated 
f.'^K-?®,'  "^'^'^  '''*  'f^e  property  of  the  Prince  & 
Whitely  Trading  Corjioration  and  that  more 
than   a  reasonable   projiortion   of  these   se- 
curities had  been  pledged  as  collateral  for 
loans  of  the  firm  of  Prince  &  Whitely.    O 
Lisle   Forman   and    Morrison   B.    Orr  were 
each  expelled. 
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Date 


Name 


Firm  name 


Eeason 


1/28/31 


Philip  L.  Smith,  Philip 
W.  Smith,  Henry 
M.  Wreszin. 


Barbour  &  Co. 


2/4/31 


Charles  E.  Danforth, 
Ralph  Melson. 


1/27/32 


5/25/32 


12/14/32 


Franklin  V.  Brodil. 


Daniel  Manning  Mc- 
Keon. 


Charles  H.  Patton. 


Mark    C.    Steinberg 
&  Company. 


1/25/33 


Alexander  J.  Robert- 
son, Waller  F.  See- 
holzer. 

J.  R.  Schmeltzer,  H.  H, 
Wurzler,  William  S. 
Sagar. 

E.  V.  Goerz. 


Ludwig,    Robertson 
&  Co. 

Schmeltzer,   Clifford 
&  Co. 


Under  Section  7  of  Article  XVII  for  conduct 
or  proceeding  inconsistent  with  just  and 
equitable  principles  of  trade,  and  violation  of 
Chapter  XI,  Section  1,  of  the  Rules.  Sup- 
plied stock  which  they  or  their  partners 
owned  when  executing  orders  entrusted  to 
them  by  another  member  of  the  Exchange, 
and  did  not  disclose  the  ownership  of  said 
stock;  in  addition  they  charged  commission 
on  such  purchases.  Philip  L.  Smith  and 
Philip  W.  Smith  were  e:ich  expelled,  and 
Henry  M.  Wreszin  was  suspended  for  one 
year. 

Under  Section  7  of  Article  XVII  for  conduct 
or  proceeding  inconsistent  with  just  and 
equitable  principles  of  trade,  and  violation 
of  Chapter  XI,  Section  1.  Supplied  stock  on 
orders  entrusted  to  them  without  disclosing 
their  interest  in  the  ownership  of  said  stock 
to  their  actual  principal  and  concealed  their 
operations  by  having  other  members  of  the 
Exchange  who  were  jointly  interested  with 
them  in  the  account  which  supplied  the  stock 
accept  and  report  the  transactions.  Charles 
E.  Danforth  and  Ralph  Melson  were  each 
expelled. 

Under  Section  7  of  Article  XVII  for  conduct 
or  proceeding  inconsistent  with  just  and 
equitable  principles  of  trade.  While  acting 
as  a  specialist,  he  had  purchased  stock  for 
his  own  account  at  the  same  price  at  which 
he  had  unexecuted  orders  on  his  book  which 
had  previously  been  entrusted  to  him  for 
execution.    Expelled. 

Under  Section  7  of  Article  XVII  for  conduct  or 
proceeding  inconsistent  with  just  and  equi- 
table principles  of  trade,  and  for  violation  of 
Section  4  of  Article  XVII.  Made  offers  to 
sell  stock  for  (he  purpose  of  upsetting  the 
equilibrium  of  the  market,  whereby  prices 
would  not  fairly  reflect  market  values. 
Suspended  for  one  year. 

Under  Section  7  of  Article  XVII  for  conduct 
or  proceeding  inconsistent  with  just  and 
equitable  principles  of  trade.  By  various 
devices  the  answers  of  the  firm  to  the  ques- 
tionnaire did  not  reflect  the  true  condition 
of  the  firm.  Various  purchases  of  .securities 
were  made  by  the  liriu  from  the  family  of 
Mark  C.  Steinberg  and  other  transactions 
were  made  shortly  before  the  application  for 
receivership  to  the  detriment  of  customers 
and  creditors  of  the  firm.  The  membership 
of  Charles  U.  Patton  in  the  Exchange  was 
included  as  an  asset,  although  the  partnership 
papers  did  not  so  provide.  Although  Charles 
H.  Patton  had  no  personal  knowledge  of  the 
falsity  of  the  questionnaire  answers  or  of  the 
transactions  between  his  firm  and  the  family 
of  Mark  C.  Steinberg,  nevertheless,  as  a 
member  is  responsible  under  the  Constitution 
for  the  acts  of  his  partner,  Charles  U.  Patton 
was  expelled. 

Under  Section  7  of  Article  XVII  for  conduct  or 
proceeding  inconsistent  with  just  and  equi- 
table principles  of  trade,  and  for  violation  of 
Section  5  of  Chapter  XIV  of  the  Rules,  and, 
in  the  case  of  Alexander  J.  Robertson,  in  ad- 
dition for  violation  of  Sect  ion  1  of  Article  XIX. 
Messrs.  Robertson,  Seeholzer,  Schmeltzer, 
Wurzler.  Sagar  and  Goerz  paid,  or  caused 
to  be  paid,  without  the  approval  of  the 
Committee  of  Arrangements,  sums  of 
money  to  employees  of  the  Exchange.  In 
addition,  Mr.  Robertson,  and  other  partners 
of  his  firm,  paid  or  caused  to  be  paid,  without 
the  approval  of  the  Committee  of  Arrange- 
ments, a  gratuity  to  an  employee  of  another 
member  of  the  Exchange,  and  had  paid  or 
caused  to  be  paid  money  to  an  employee  of  a 
financial  institution  with  which  the  said  firm 
had  wire  connections  and  for  which  it  did  busi- 
ness in  listed  securities.  Messrs.  Seeholzer, 
Schmeltzer,  Wurzler,  Sagar,  suspended  6 
months;  Goerz  suspended  for  one  month, 
and  Mr.  Robertson  was  suspended  for  three 
years. 
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Name 


Joseph  D.  Frankel- 


Firm  name 


J.  D.  Frankel  &  Co. 


Reason 


Under  Section  7  of  Article  XVII  for  conduct  or 
proceedmg  inconsistent  with  just  and  equi- 
table prmciples  of  trade,  and  for  violation  of 
Section  5  of  Article  XVII  and  Section  1  of 
Article  XIX  of  the  Constitution,  and  for 
violation  of  Section  4  of  Chapter  VII  and 
Section  1  of  Chapter  XI  of  the  Rules.  While 
actmg  as  a  specialist  in  Atchison,  Topeka  & 
Santa  Fe  Railway  Company  common  stock, 
Joseph  D.  Frankel  purchased  for  his  own 
account  stock  which  he  had  on  his  book, 
without  bidding  for  and  offering  same  in  the 
open  market  in  accordance  with  the  Rules 
adopted  by  the  Governing  Committee;  also 
he  made  misstatements  to  the  Committee  on 
Odd  Lots  and  Specialists  in  connection  with 
its  investigation  into  the  foregoing  matter; 
also,  he  failed  to  charge  commissions  on  se- 
curities received  on  a  privilege  for  an  account 
in  which  a  nonmember  was  interested,  and 
had  also  rebated  commissions  to  a  non- 
member.    Mr.  Frankel  was  expelled 


Carter,  Ledyard  &  Milburn, 

Counsellors  at  Law, 
Ferdinand  Pecora,  Esq.,  ^'"^  ^''^'  ^^'^'^ber  5,  1933. 

285  Madison  Avenue,  New  York  City. 

M?i''orfhp'onSl°'''  herewith  the  tabulation  giving  the  answer  to  question 
Ml  ot  the  Quest  onnaire  submitted  to  the  New  York  Stock  Exchange  beinS 
the  names  of  bond  issues  listed  on  the  New  York  Stock  Exchange  wSha^e  bee? 

temberf  iSss''  KTl'"*  f  ^T^^^^^  °^  ^"^^^^^^  ^"""^  the  fears  1928  lo  Sep- 
Sds  as  follows:  ^"  "^'  "^  convenience,  we  have  divided  this  list  into  thr?e 

A.  Obligations  of  domestic  corporations. 

n    ^t^S^^ioiis  of  foreign  corporations. 

T^i'^.m nnb*'°"^  f  foreign  governments  and  municipalities. 

inasmuch  as  certain  bonds  were  in  default  on  Januarv  1    1928   wp  l-,n,.o  -.aa^a 

but  had  not  vit  retired  thpm     ^^e Jact  that  sinking  funds  had  purchased  bonds 
This  has  led  to  the  eSabHs hn.Pnrnf     !1     ^  ?• "  .^".'^"try  in  their  local  currencies. 
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been  either  collected  abroad  or  been  sold  by  bondholders  to  persons  in  need  of 
such  foreign  exchange.  Therefore,  while  such  issues  appear  in  this  tabulation  as 
being  in  entire  default  in  the  payment  of  interest,  as  a  practical  matter,  a  substan- 
tial part  of  this  interest  has  been  collected  by  bondholders. 

We  have  not  included  in  this  tabulation  as  defaulted  bonds  issues  of  American 
municipalities  or  corporations  which  by  the  terms  of  the  instrument  were  payable 
at  the  option  of  the  bondholder  in  American  dollars  or  in  foreign  currencies  and 
which  are  now  being  paid  only  in  doUars.  If  you  should  conclude  that  the  failure 
of  American  obligors  to  pay  coupons  on  such  issues  abroad  in  foreign  currencies, 
in  accordance  with  the  precise  terms  of  the  obligations,  such  a  default  as  to  re- 
quire inclusion  in  this  list,  we  can,  of  course,  secure  further  information  and  give 
you  the  names  of  the  issues  which  should  be  added.  We  omitted  such  issues  on 
the  assumption  that  you  would  feel  the  Joint  Resolution  of  Congress  in  regard  to 
gold  payments  was  a  sufficient  reason  for  the  refusal  of  American  obligors  to  pay 
in  foreign  currencies,  and  that  it  would  be  unfair  to  include  such  issues  in  this 
list  of  defaulted  bonds.  Logically,  of  course,  there  is  no  difference  between  such 
a  default  and  the  default  by  foreign  obligors  to  pay  coupons  in  American  dollars 
due  to  governmental  restrictions  on  foreign  exchange. 

We  have  not,  of  course,  included  as  defaulted  issues  obligations  which  by  their 
express  terms  were  payable  in  gold  coin  and  which  are  now  being  paid  only  in. 
legal  tender. 

Yours  very  truly, 

Roland  L.  Redmond, 
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List  Nov.  2. 

April  1  int.  not 
paid. 

Sept.  I,  int  not 
paid.  $435  par- 
tial  redemp- 
tion made  ap- 
prox. Oct.  27. 

Stricken     from 
List  Oct.  26. 
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Jan.  1,  1927  int. 
not  paid.  No 
subsequent 
int.  paid. 

Principal  and 
interest  due 
Apr.  1,  not 
pd.  Apr.  1  int. 
paid  approx. 
Apr.  11. 

Jan.  1,  1919,  int. 
not  paid.  No 
subsequent 
interest  paid. 

Apr.  1,  1919  int. 
not  paid.  No 
Subsequent 
interest   paid. 

July  1.  1919  int. 
not  paid.  No 
subsequent 
interest  paid. 
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I 


stricken     from 
List  Dec.  1. 

Stricken     from 
List    Novem- 
ber 18,  1932. 

Stricken     from 
List  Nov.  6. 

Stricken     from- 
List  July  24. 

1,    1924,    int. 
deferred;  Apr. 
1,1924,  int.  pd. 
approx.  Sept. 
24,  1924;  Oct. 

1.1924,  int.  pd. 
Approx.  Feb. 
13,  1925;  Apr. 

1.1925,  int.  pd. 
approx.  Oct.  6, 
1925;    Oct.    1, 
1925,  int.  pd. 
approx.    Oct. 
29, 1925;  Inter- 
est   paid    on 
dates  due  since 
April  1,  1926. 

Jan.  1,  1923,  int. 
not  paid.  No 
subsequent 
int.  pd. 

Jan.  1,  1927,  int. 
not  paid.  No 
subsequent 
payments 
made. 

Railway    in 
hands  of  Re- 
ceivers. Court 
order    pro- 
vided      pay- 
ment of  inter- 
est on  certain 
issues.  No  pro- 
vision    made 
to  pay  Apr.  1, 
1925,    int.    on 
this  issue.  No 
subsequent 
int.  paid. 

No      provision 
made  to  pay 
August     1925 
int.    No  sub- 
sequent    int. 
paid. 
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Stricken     from 
List  Nov.  2. 

June  1  int.  not 
paid. 

Stricken     from 
List  Nov.  2. 

Stricken     from 
List  Nov.  2. 

stricken     from 
List  Sept.  3. 

Stricken     from 
List  Sept.  3. 

May  1  int.  not 

paid. 
May  1  int.  not 

paid. 

Principal     and 
int.  due  Jan.  1 
not  paid.  Jan. 
1  int.  pd.  ap- 
prox. Apr.  9. 

Principal     and 
int.  due  Jan. 
1,    not    paid. 
Int.  due  Jan. 
1  pd.  approx. 
Apr.  9. 

Feb.  1,  int.  not 
IJaid   Feb.   1. 
Feb.  l.int.pd. 
approx.    Apr. 
4.      Int.    pd. 
regularly  since 
August  1, 1928. 

Mar.  1, 1920  int. 
not  paid.    No 
subsequent 
payments 
made. 
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Int.  due  April  1, 
on  Bonds  and 
Certificates  of 
Deposit     not 
pd. 

Stricken     from 
List  Nov.  2. 

No  payments... 

Oct.  1,  int.  not 

pd.     Oct.     1. 

Oct.  1  int.  pd. 

approx.  Dec.  1. 
Dec.  1,  int.  not 

paid,  Dec.  1. 

Dec.  l.int.pd. 

approx.    Dec. 

22. 
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Oct.  1,  1930,  int. 
paid    Jan.    2. 
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March   1,   1920, 
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No        subse- 
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en from  List 
Nov.  5. 

Dec.   12,1922 
Aug.  23,1928 

Vertientes  Sugar  Company:  7% 
First  Mtge.  S.  F.  Q.,  due  1942- 
$8,200,000. 

■Westphalia  United  Electric  Power 
Corporation:  6%  S.  F.  Q.,  Series 
A,    First    Mtge.,    due    1953 — 
$19,120,000. 

No  int.  paid. 

No  Int.  paid. 
No  int.  paid. 

No  int.  paid. 

No  int.  paid. 
No  int.  paid. 
No  int.  paid. 
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approx.  July 
18. 
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1;  payment  of 
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approx.  July 
18. 
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approx.  July 
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Interest  July 
1;  payment  of 
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approx.  July 
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April  1. 

$7  paid  on  a/c  of 
interest  due 
April  1,  on 
April  1. 

$7  paid  on  a/c  of 
interest  due 
April  1,  on 
AprU  1. 

Nov.  11, 1926 

Nov.  11, 1926 

July  28,1927 

Aug.    9,1928 

Aug.  25, 1927 
Dec.  30,1927 
July    12,1928 

Antioquia,  Dept.  of  (Republic  of 
Colombia): 
7%  20-Yr.  Ext.  Sec.  S.F.O., 
Series  A,  due  1945-$5672,500. 

7%  20-Yr.  Ext.  Sec.  S.  F.  O., 
Series  B,  due  1945— $5,604,300. 

7%20Yr.  Ext.  Sec.  S.  F.  Q., 
Series  C,due  1946— $2,334,900. 

7%  20-Yr.  Ext.  Sec.  S.  F.  O.. 
Series  D.due  1945— $5,550,000. 

7%  30V6-Year  Ext.  Sec.  S.  F. 
G.,  First  Series,  due  1957— 
.$3,925,000. 

7%30H-Yr.  Ext.Sec.S  F.  Q, 
Second   Series,   due   1957— 
$3,942,000. 

7%  30V^-Yr.  Ext.  Sec.  S.  F.  Q. 
Third    Series,    due    1957— 
$4,350,000. 

7382 


STOCK   EXCHANGE   PRACTICES 


•a  bf^-a 
■3.S     •''m 
ma        T? 


0    V 


STOCK   EXCHANGE   PRACTICES 


7383 


ta 


■g    '-''L  CO 


a 


a     a  "^  >• 

0       a  .  aj'T  oi  CO 

■"■•-'  73  3  ^  a  a 

^   ._   •  a-as^  • 

■P       "P  o     .^  e  ■? 


•5  CO 
2C 


:?: 


by      tao      M      to      ejo      M 


'^^     'Z     Z     'Z.     '7.     "Z,     'Z. 


a  §0'0'o 


L.9m. 


2  a 


>'^.'^'^-^=^'' 


a-o  p  a     -^  £  „    • 
;  o  r.;  e  ft    S 


!  S  3  a' 


b£      be      bA      bc 


o 


Z   "z 


a  ao 


^   ^;  ;? 


o  a^s  a 
'Z    o 


bi'5 1?  3  •>; '5  > '3    "o 
3a£-&ftoft  9 


^    O 


f5 

^ 

c$ 

o 

§ 

^ 

N 

s 

o 

S3 

^ 

?s 

f^ 

?s 

f5 

° 

* 

* 

^. 

a 

» 

Ol 

o 

OS 

05 

Ol 

05 

05 

". 

n. 

a  s 


•z   o 


•S     a     oj 


65a 


^  oT  M  '=- 

c;2'-§  St? 

■g'^n-a  «"— ' 
co!2    -t~-2  2; 

ao  a>2  tn 

<o     a     03: 
aa^ag=^ 

P5    n    w 


§2 

"go? 

00  .  o 

^2 


..  C3 


=  655 


bca" 


t§:i 


a?-p3 

•30M 


Q  •■2:3  j,o 

-~~      5  r:  S : 


5o^ 


>.«3 


Oc5 


•-  3    ®   (X  •  -  ' 

^oda  c- 

a—   •"  ^ 

03  oM ja>-): 


—  J3  J 
®  3,^ 
3  C- 


3      P 


&L4       .  W  ^  ^       ,^  IT^ 
,><  — .      •  "O  ,1  05  t<  S 


o   o 


03         S        =J 

t?  It?  I  § 


7384 


STOCK  EXCHANGE   PRACTICES 


:s.S 


.2-^- 

"J3.2* 
»^  tn  C 

^03  O 


a>  o  m-^  o-<  D.S 


3    O    W  i-«    O^    DirH 


t-   >"   m  „ 

o5""  a 


;°3 


2       "3 


!  §55  g£?si  J 1211  lillislsiifiisiliill  j:  ii-SI^J 


ffl     Or  - 


"305  a 


«3 

(0     ■■ 

"oOQ 


STOCK   EXCHANGE   PRACTICES 


7385 


S  ^  "^  •¥  .    6 


Z    Iz; 


-H  9  laO  r*"!  CO  C-)  CO  9  "SO  J>^  0!  e<)  ■■ 


P     .CO 

o  B-9*-^  a'ca  .2  'cs 

— —  ^  fl'-^  a      _^  o. 

1-3  I-,  <!  Z 


Nov.  15  int.  not 
pd.  on  Nov. 
15.  Nov.  15 
int.  pd.  ap- 
prox.  Nov.  21. 

Aug.  1  int.  not 
paid. 

No  int.  paid 

$19.72  paid  a/c 
May  1,  inter- 
est. 

Nov.  1,  int.  not 
paid  in  U.S. 

May  1,  int.  not 
paid. 

Aug.  1  int.  not 
paid. 

•                o    . 

!          ta 
!            "-o 

i           p 

1           >-> 

2q.S 

!      o           1 

1        "*i           1 

;    *9     1 
•     a' . 
1     °'^      1 
\    ■6>      1 

i  S«  i 

1    «©         1 

1 

a 
Q 

-=1   < 


-H  CI         M 


og 

OQ^ 

*j «— t 

■a  x^ 

°W  1 

■"  iJco 

Qt«2 

M-H  S 

•^f^-^ 

^t- 

5    «-^ 


I     651 


a>      <o  Ci 


oSS2 


03  03 


^=8 


o 

Wo 


O 


o 


a-i  g   .o 

«^  2t-5  £ 
O    O 


d«S 

cd"®  1 


..o-o      ,-o 


-8    «    &?  I 

XO         X      .?n4' 


cc2 


-^S 


"2  ^i-  a  o:  '^ 

»i^  3  Q. 

n    K 


CN   w  03  _^ 

«l;  "^  3  "^ 

o  3  3*^  O 

•■S   -      .o  a 

bZSsmco  >. 

N      •  »        CO  Z' 


7386 


STOCK   EXCHANGE   PRACTICES 


P 
Q 

K 

> 
o 
o 

(A 


.9  ■  ^  -.S   •  °   ■ 

■O       —  _  T3       ==' 


-ana   . v- 
go, 

49 


o  «     to  b 

«9- 


lO  to  "  ■*  P*>    .  In       ua  _o  '^.  •*?  ^  — 
<N  OS     g-g 


^rl  iBs.^  i;§gs  i^sl  g-t^s  J5^58 


M5 «  <; 


«!«  = 

OS§Z 


•  ■"oo 

3  «  I 
"S  oi  — "O 

3     o  $ 
^^<  'd 


6§^ 


2<: 


WO--. 


STOCK   EXCHANGE  PRACTICES 


7387 


o^  to  >4 

■c     G  £ 

*   M  «  ^ 


J3 ^^-Jt-S  ts  ®  A  u^2  ia  ®  A _r 


-;^>»T 


§^|';:^-g^'iSs-«  -S3 


o    _, 


■«1 

-!l 

§ 

<; 

s 

*- 

S 

O 

1 

SO    s 

•322I 

POgpM 


7388 


STOCK   EXCHANGE   PRACTICES 


P 

Q 

EH 

^; 

O 

o 

« 
o 


D  p. 


c3  Q, 


:?  ^ 


^  .  •       -w  --!  .•O 

.9  S     o&'S    axiS^- 

"^  o:  g'csw  <p  rj  C3  p  ■"  fto 


Ol  ft 

Q 


CO 


■'S 
""ft 


C3  — I  o  c3  — I  cq  -ii-.  ci 


■*  ft 


Ti         '^         ^ 


°      "-"ri  "^ 


ftP. 


d2 

•  3 

■ots 


«     . 
o     ■« 


...  « 


£fc^ 


3Kl 

Is 


6?T 


is|isS8 

Ph  Ph 


ofa 


5.3 


dg  do65  I 


Ism     :z;, 


■*.a  en 


o      ^  o> 


f/jo     '>    ro 


!o.2-:8o>^ 


•^       .w 

3  do 
CojO 

at- 


5    .^%^z^za^-^x 


^ra^^za^ 


_  CTCM 

00      .2  -Oco 

.a        .2 


STOCK  EXCHANGE  PEACTICES 


7389 


^  ^  ^  ^ 


>«* 

a 

o 

s 

_c 

o 

o 

ft 

"•^ 

H 

>, 

u 

o 

tt 

U 

u 

.9    5 

o      o 


$10.06   paid    on 
a/c    Aug.     1, 
1931,  int.  Jan. 
11. 

Apr.  1,  int.  not 

paid. 
No  int.  paid 

No  int.  paid 

No  int.  paid 

Jan.   1  int.  not 
paid  on  bonds. 

$19  paid  on  a/c. 

Nov.  1931  int. 

approx.   Aug. 

12. 
No  int.  paid 

July  1  int.  not 

paid. 
Mar.  1  int.  not 

paid  on  Mar. 

1.  $29  paid  on 

int.  Mar.  11. 
$32  paid  on  a/c. 

July     1     int. 

July  1. 
Jan.  1  int.  not 

paid. 

Sept.  1  int.  not 
paid. 

Aug.  1,  int.  not 
paid. 

Nov.  1,  int.  not 

paid. 
Dee.  1,  int.  not 

paid. 
Dec.  1,  int.  not 

paid. 

Nov.  1  int.  not 
paid. 

Nov.  15  int.  not 
paid. 

s  s  s 


<N        rt        (N        C^ 


-H  CO       to 


2  s 


iS  3 


o 

o^o 

{^ 

coo 

"lo.^ 

r^^^ 
"^M-^ 

■0^3 

6^  en 

.•iJ  O  J  Ott  i- 


Hot"   I 

r-^    I   'So 


•-■  ^  t/i     ' 


c    .     "^• 

■3_-  °  J 

a5o,HtIc 

O—    K- 


1  CO  ' 

'.^  a. 


;  5^- 6^-6^''^  6^  "•^  .5 


M  oj  -g  .-^  •-  S 


oo'l! 


2        do  '^^' 
°   .    ^S  .§ 

f.s  «--«^. 

^gc;C!id2 
g#S=^2&."o 

00        t^ 


^3  3 


o 


"^  S  'C  ^   I 

O   o'-'lN 


fe5- 


7390 


STOCK   EXCHANGE   PRACTICES 


*       -^ 


t:  a  82S2.S  2S  «t322  gr 


&.am^  &^  a  aass.s  2I  «t;s2  l.s« 


f/i 


3  O  9  aj 

o  2^  « 

Sa^o 


STOCK   EXCHANGE   PEACTICES 


7391 


=  •=  03        So        9  b£ 


T  ^  «  M    fl3  _       •    fcO 

—      lO  ot~-  o  aj  ?;  o  S 


0,00  cs 


c5  N 


Boo 


Co- 
O., 

•Yr. 

46— 

CO 

•ofe     ^2 

^§ 

ublic 
ec.  S. 

:8% 
due 

*i 

(Rep 
Yr.S 
,000. 
lie  ol 

W?3 

6§rC 

ept.  of 
7%20- 

,$2,112 
Repub 

xt.  Ln 

0. 

•3  J, 

o-ir    .-WS 

C->  ® 

olima 
lombi 
due- 
rugua 
S.  F. 
$7,500 

03-0 

0)0 

Eh        P 

> 

175541- 

-34— PT  15- 

-62 


7392 


STOCK  EXCHANGE  PEACTICES 


Schedule  E 
_    N.  Give  the  following  information  for  each  of  the  years  from  1928  to  1933' 

31^?rr&mme''  ""'"  "^^^^  '*°^^  ^-^'^^^^^^  ^-'  «-  —  of  the 
^^sM;er— The  standing  committees  of  the  Exchange  are  appointed  at  the  first 
meetmg  of  the  Goyernmg  Committee  following  the  Annual  Election  of  the  Ex- 
change wmch  IS  held  in  May  of  each  year.  A  list  of  the  Committees  so  annointd 
for  each  of  the  years  from  1928  to  1933,  inclusive,  is  given  below  In  adSn 
rom  time  to  time  the  Governing  Committee  has 'appointed  spedalcommitSs 
to  consider  particular  problems  such  as  the  increase  in  membership  of  the  Ex- 
change, etc.,  and  certain  other  special  committees  dealing  with  particular  nroh" 
lems,  such  as  the  Special  Committee  on  Wages,  the  Special  Comndttee  on  Su?vev" 
Requested.  '"'''^^'  ^  "  °^  """'^  ^^^''^^  Committees  will  be  furnished  § 

STANDING    COMMITTEES 


1928 


ADMISSIONS 

Oliver  C.  Billings 

Howard  Butcher,  Jr. 

Jay  F.  Carlisle 

Louis  C.  DeCoppet 

Emien  M.  Drayton 

Charles  R.  Gay 

Robert  Gibson,  Chairman 

W.  Eugene  Kimball 

Allen  L.  Lindley 

Peter  J.  Maloney 

Edward  Roesler,  Vice-Chairman 

William  V.  C.  Ruxton 

Charles  S.  Sargent 

Edwin  A.  Seasongood 

Chalmers  Wood 

ABBITKATION 

Winthrop  Burr,  Chairman 

Jay  F.  Carlisle 

Louis  C.  DeCoppet 

Howard  C.  Foster 

Charles  R.  Gay 

Walter  W.  Hess 

Allen  L.  Lindley,  Vice-Chairman 

Peter  J.  Maloney 

ARRANGEMENTS 

Oliver  C.  Billings,  Chairman 

George  U.  Harris 

Herbert  L.  Mills 

Charles  Morgan 

L.  Martin  Richmond 

Bertrand  L.  Taylor,  Jr. 

Richard  Whitney,  Vice-Chairman 

BUSINESS    CONDUCT 

Edgar  Boody 

Winthrop  Burr,  Chairman 

Allen  L.  Lindley 

H.  G.  S.  Noble,  Vice-Chairman 

Richard  Whitney 


CONSTITUTION 


Emlen  M.  Drayton 

George  U.  Harris 

Sherman  B.  Joost 

Charles  Morgan,  Vice-Chairman 

Edwin  A.  Seasongood 

FINANCE 

Edgar  Boody,  Vice-Chairman 

Emlen  M.  Drayton 

W.  Eugene  Kimball 

Joseph  H.  Seaman 

Arthur  Turnbull 

The  President  and  Treasurer 

LAW 

Winthrop  Burr 

Walter  L.  Johnson 

James  B.  Mabon,  Chairman 

H.  G.  S.  Noble,  Vice-Chairman 

Arthur  Turnbull 

ODD    LOTS    AND    SPECIALISTS 

Hamilton  F.  Benjamin 

Edgar  Boody 

Charles  R.  Gay 

Warren  B.  Nash,  Vice-Chairman 

L.  Martin  Richmond,  Chairman 

PUBLICITY 

James  C.  Auchincloss,  Chairman 

Walter  L.  Johnson 

William  B.  Potts 

L.  Martin  Richmond 

Blair  S.  Williams,  Vice-Chairman 

QUOTATIONS    AND    COMMISSIONS 

James  C.  Auchincloss 
Hamilton  F.  Benjamin 
Howard  Butcher,  Jr. 
Howard  C.  Foster 
Walter  W.  Hess 
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1928 


QUOTATIONS    AND    COMMISSIONS — COn. 

Edward  Roesler,  Vice-Chairman 
Joseph  H.  Seaman 
Bertrand  L.  Taylor,  Jr. 
Erastus  T.  Tefft,  Chairman 

SECURITIES 

Robert  Gibson 
Sherman  B.  Joost 
Herbert  L.  Mills 
Edwin  A.  Seasongood 
Chalmers  Wood,  Chairman 

STOCK    LIST 

Frank  Altschul 
Edwin  M.  Carter 
Robert  Gibson,  Chairman 


STOCK   LIST — con. 


Walter  L.  Johnson 
William  V.  C.  Ruxton 
Charles  S.  Sargent 

CONFERENCE    COMMITTEE 

E.  H.  H.  Simmons,  Chairman 

James  C.  Auchincloss 

Ohver  C.  Billings 

Winthrop  Burr 

Robert  Gibson 

Richard  Whitney,  Vice-Chairman 

James  B.  Mabon 

Warren  B.  Nash 

William  B.  Potts 

L.  Martin  Richmond 

Erastus  T.  Tefft 


1929 


ADMISSIONS 

Harold  O.  Barker 

Oliver  C.  Billings 

Jay  F.  Carlisle 

Louis  C.  DeCoppet 

Charles  R.  Gay 

Robert  Gibson,  Chairman 

George  U.  Harris 

Sherman  B.  Joost 

Robert  Lehman 

Peter  J.  Maloney 

Edward  Roesler,  Vice-Chairman 

Wm.  V.  C.  Ruxton 

Charles  S.  Sargent 

E.  T.  H.  Talmage,  Jr. 

ARBITRATION 

Jay  F.  Carlisle 

Louis  C.  DeCoppet 

H.  C.  Foster 

Charles  R.  Gay 

Allen  L.  Lindley,  Chairman 

Peter  J.  Maloney,  Vice-Chairman 

George  M.  Sidenberg 

George  P.  Smith 

ARRANGEMENTS 

Oliver  C.  Billings,  Chairman 

Arthur  F.  Broderick 

Emlen  M.  Drayton 

George  U.  Harris 

Herbert  L.  Mills 

L.  Martin  Richmond 

Bertrand  L.  Taylor,  Jr.,  V-Ch. 

BUSINESS    CONDUCT 

Edgar  Boody 

Allen  L.   Lindley,   V-Ch. 

H.  G.  S.  Noble 

E.  T.  H.  Talmage,  Jr. 

Richard  Whitney,  Chairman 


CONSTITUTION 


Harold  O.  Barker 

Emlen  M.  Drayton,  Chairman 

Sherman  B.  Joost,  Vice-Chairman 

George  M.  Sidenberg 

George  B.  Wagstaff 


Edgar  Boody,  Vice-Chairman 

Emlen  M.  Drayton 

Joseph  H.  Seaman 

Arthur  TurnbuU 

Blair  S.  Williams 

The  President  and  Treasurer 


Walter  L.  Johnson,  Vice-Chairman 

Warren  B.  Nash 

H.  G.  S.  Noble,  Chairman 

Arthur  TurnbuU 

Richard  Whitney 

ODD    LOTS    AND    SPECIALISTS 

Hamilton  F.  Benjamin 
Edgar  Boody,  Vice-Chairman 
Charles  R.  Gay 
L.  Martin  Richmond 
George  P.  Smith 

PUBLICITT 

James  C.  Auchincloss,  Chairman 

George  U.  Harris 

William  B.  Potts 

L.  Martin  Richmond 

Blair  S.  Williams,  Vice-Chairman 

QUOTATIONS    AND    COMMISSIONS 

James  C.  Auchincloss 
Hamilton  F.  Benjamin 
H.  L  Foster 
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1929 


QUOTATIONS    AND    COMMISSIONS COU. 

H.  C.  Foster      ' 

J.  Clark  Moore,  Jr. 

Edward  RoesJer,  Vice-Chairman 

Joseph  H.  Seaman 

Bertrand  L.  Taylor,  Jr. 

Erastus  T.  Tefft,  Chairman 

SECURITIES 

Robert  Gibson 

Walter  L.  Johnson 

Sherman  B.  Joost,  Vice-Chairman 

Herbert  L.  Mills,  Chairman 

Herbert  G.  Wellington 

STOCK    LIST 

Frank  Altschul 

Robert  Gibson,  Chairman 


STOCK    LIST — con. 


S[™-,^'-  Jp- I^"-^ton,  Vice-Chairman! 
Charles  S.  Sargent 
Joseph  H.  Seaman 
Herbert  G.  Wellington 

CONFERENCE    COMMITTEE 

E.  H.  H.  Simmons,  Chairman 

James  C.  Auchincloss 

Oliver  C.  Billings 

Robert  Gibson 

Allen  L.  Lindley 

Richard  Whitney,  Vice-Chairman. 

Warren  B.  Nash 

H.  G.  S.  Noble 

William  B.  Potts 

L.  Martin  Richmond 

Erastus  T.  Teflft 


1930 


ADMISSIONS 

Edward  Roesler,  Chairman 

OHver  C.  Billings,  Vice-Chairman 

Harold  O.  Barker 

Jay  F.  Carlisle 

Herbert  I.  Foster 

Charles  R.  Gay 

Sherman  B.  Joost 

Robert  W.  Keelips 

Robert  Lehman 

Peter  J.  Maloney 

William  V.  C.  Ruxton 

George  M.  Sidenberg 

Raymond  Sprague 

E.  T.  H.  Talmage,  Jr. 

George  B.  Wagstaff 

ARBITRATION 

Allen  L.  Lindley,  Chairman 

Peter  J.  Maloney,  Vice-Chairman 

Edward  E.  Bartlett,  Jr. 

Jay  F.  Carlisle 

Howard  C.  Foster 

Charles  R.  Gay 

Robert  W.  Keelips 

George  P.  Smith 

Blair  S.  Williams 

ARRANGEMENTS 

Oliver  C.  Billings,  Chairman 

Bertrand  L  Taylor,  Jr.,  Vice-Chairman 

Arthur  F.  Broderick 

Emlen  M.  Drayton 

George  U.  Harris 

Herbert  L.  Mills 

L.  Martin  Richmond 

BUSINESS    CONDUCT 

Allen  L.  Lindley,  Chairman! 

Ai  ,•  ^''l"""o»s.  Vice-Chairman 

Alexander  B.  Gale 


BUSINESS    CONDUCT COn. 


George  U.  Harris 

H.  G,  S.  Noble 

E.  T.  H.  Talmage,  Jr. 

CONSTITUTION 

Emlen  M.  Drayton,  Chairman 
Sherman  B.  Joost 
Harold  O.  Barker 
George  M.  Sidenberg 
George  B.  Wagstaflf 

FINANCE 

Arthur  Turnbull,  Chairman 

^li^'  9'^.'^^?^^^^'  J^'  Vice-Chairman 
Edward  C.  Fiedler 

Joseph  H.  Seaman 

Blair  S.  Williams 

The  President  and  Treasurer 

LAW 

H.G.S.  Noble,  Chairman 

E   H.  H.  Simmons,  Vice-Chairman 

Allen  L.  Lindley 

Warren  B.  Nash 

Arthur  Turnbull 

ODD    LOTS    AND    SPECIALISTS 

L   Martin  Richmond,  Chairman 
Charles  R.  Gay,  Vice-Chairman 
James  C.  Auchincloss 
Arthur  F.  Broderick 
George  P.  Smith 

PUBLICITY 

James  C.  Auchincloss,  Chairman 
Blair  S   Williams,  Vice-Chairman 
Emlen  M.  Dravton 
Edward  C.  Fiedler 
Raymond  Sprague 
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1930 


QUOTATIONS  AND  COMMISSIONS 

Erastus  T.  Tefft,  Chairman 
Edward  Roesler,  Vice-Chairman 
James  C.  Auchincloss 
Herl)ert  I.  Foster 
Howard  C.  Foster 
J.  Clark  Moore,  Jr. 
Joseph  H.  Seaman 
Bertfand  L.  Taylor,  Jr. 
Herbert  G.  Wellington 

SECURITIES 

Herbert  L.  Mills,  Chairman 
Sherman  B.  Joost,  Vice-Chairman 
Edward  E.  Bartlett,  Jr. 
Walter  L.  Johnson 
•^George  P.  Smith 


STOCK  LIST 


Frank  Altschul,  Chairman 
William  V.  C.  Ruxton,  Vice-Ch. 
Warren  B.  Nash 
Charles  S.  Sargent 
Joseph  H.  Seaman 
Herbert  G.  Wellington 

CONFERENCE  COMMITTEE 

Richard  Whitney,  Chairman 

Allen  L.  Lindley,  Vice-Ghairman 

Frank  Altschul 

James  C.  Auchincloss 

Oliver  C.  Billings 

Warren  B.  Nash 

H.  G.  S.  Noble 

L.  Martin  Richmond 

Edward  Roesler 

E.  H.  H.  Simmons 

Erastus  T.  Tefft 


1931 


ADMISSIONS 

Edward  Roesler,  Chairman 

Oliver  C.  Billings,  Vice-Chairman 

Paul  Adler 

Harold  O.  Barker 

Herbert  I.  Foster 

'Charles  R.  Gay 

George  U.  Harris 

Walter  L.  Johnson 

Robert  W.  Keelips 

Peter  J.  Maloney 

Wm.  V.  C.  Ruxton 

Raymond  Sprague 

Edward  T.  H.  Talmage,  Jr. 

'George  B.  Wagstaff 

Blair  S.  Williams 

ARBITRATION 

Peter  J.  Maloney,  Chairman 
Charles  R.  Gav,  Vice-Chairman 
Edward  E.  Bartlett,  Jr. 
Howard  C.  Foster 
Alexander  B.  Gale 
Herbert  L.  Mills 
George  M.  Sidenberg 
George  P.  Smith 
Blair  S.  Williams 

ARRANOEMENTS 

Oliver  C.  Billings,  Chairman 

Bertrand  L.  Taylor,  Jr.,  Vice-Ch. 

Arthur  F.  Broderick 

John  A.  Cissel 

Emlen  M.  Drayton 

Herbert  L.  Mills 

L.  Martin  Richmond 

Raymond  Sprague 

A.  Varick  Stout,  Jr. 


BUSINESS    CONDUCT 

Allen  L.  Lindley,  Chairman 

Alexander  B.  Gale,  Vice-Ch. 

George  U.  Harris 

H.  G.  S.  Noble 

L.  Martin  Richmond 

E.  T.  H.  Talmage,  Jr. 

SECURITIES 

Walter  L.  Johnson,  Chairman 
Edward  E.  Bartlett,  Jr.,  V-Ch. 
Douglas  R.  Hartshorne 
Robert  W.  Keelips 
George  P.  Smith 

CONSTITUTION 

Emlen  M.  Drayton,  Chairman 
Harold  O.  Barker,  Vice-Ch. 
John  A.  Cissel 
George  M.  Sidenberg 
George  B.  Wagstaff 

FINANCE 

Arthur  TurnbuU,  Chairman 

E.  T.  H.  Talmage,  Jr.,  V-Ch. 

Jav  F.  Carlisle 

Edward  C.  Fiedler 

Joseph  H.  Seaman 

The  President  and  Treasurer 


H.  G.  S.  Noble,  Chairman 
E.  H.  H.  Simmons,  V-Ch. 
AUen  L.  Lindley 
Warren  B.  Nash 
Arthur  Turnbull 
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1931 


ODD    LOTS   AND    SPECIALTIES 

L.  Martin  Richmond,  Chairman 
Charles  R.  Gay,  Vice-Ch. 
Paul  Adler 

James  C.  Auchincloss 
Douglas  R.  Hartshorne 

PUBLICITY 

James  C.  Auchincloss,  Ch, 
Jay  F.  Carlisle,  V-Ch. 
Edward  C.  Fiedler 
George  U.  Harris 
A.  Varick  Stout,  Jr. 

QUOTATIONS   AND    COMMISSIONS 

Erastus  T.  Tefft,  Chairman 
Edward  Roesler,  V-Ch. 
James  C.  Auchincloss 
Arthur  F.  Broderick 
Herbert  I.  Foster 
Howard  C.  Foster 
J.  Clark  Moore,  Jr. 


ADMISSIONS 

Edward  Roesler,  Chairman 
Oliver  C.  Billings,  V-Ch. 
Paul  Adler 
Harold  O.  Barker 
Herbert  I.  Foster 
Charles  R.  Gay 
George  U.  Harris 
Walter  L.  Johnson 
Robert  W.  Keelips 
Peter  J.  Maloney 
A.  Heyward  McAlpin 
Raymond  Sprague 
E.  T.  H.  Talmage,  Jr. 
Geroge  B.  Wagstaff 
Blair  S.  Williams 

ARBITRATION 

Peter  J.  Maloney,  Chairman 
Charles  R.  Gay,  V-Ch. 
Edward  E.  Bartlett,  Jr. 
Howard  C.  Foster 
Alexander  B.  Gale 
Robert  W.  Keelips 
George  M.  Sidenberg 
George  P.  Smith 
Blair  S.  Williams 

ARRANGEMENTS 

Oliver  C.  Billings,  Chairman 

Bertrand  L.  Taylor,  Jr.,  V-Ch 

Arthur  F.  Broderick 

John  A.  Cissel 

Herbert  L.  Mills 

L.  Martin  Richmond 


QUOTATIONS    AND     COMMISSIONS- 

Bertrand  L.  Taylor,  Jr. 
Herbert  G.  Wellington 

STOCK    LIST 

Frank  Altschul,  Chairman 
Wm.  V.  C.  Ruxton,  V-Ch. 
Joseph  H.  Seaman 
E.  H.  H.  Simmons 
Raymond  Sprague 
Herbert  G.  Wellington 

CONFERENCE  COMMITTEE 

Richard  Whitney,  Chairman 

Frank  Altschul 

James  C.  Auchincloss 

Oliver  C.  Billings 

Warren  B.  Nash 

Allen  L.  Lindlev,  Vice-Chairman 

H.  G.  S.  Noble 

L.  Martin  Richmond 

Edward  Roesler 

E.  H.  H.  Simmons 

Erastus  T.  Tefft 


1932 


ARRANGEMENTS — Continued 

Raymond  Sprague 
A.  Varick  Stout,  Jr. 
Lewis  A.  Williams 

BUSINESS  CONDUCT 

Allen  L.  Lindley,  Chairman 

Alexander  B.  Gale,  V-Ch. 

George  U.  Harris 

H.  G.  S.  Noble 

L.  Martin  Richmond 

Edward  T.  H.  Talmage 

SECURITIES 

Walter  L.  Johnson,  Chairman 
Herbert  L.  Mills,  Vice-Chairman 
Edward  E.  Bartlett,  Jr. 
Douglas  R.  Hartshorne 
George  P.  Smith 

CONSTITUTION 

George  M.  Sidenberg,  Chairman 

Harold  O.  Barker,  V-Ch. 

John  A.  Cissel 

A.  Heyward  McAlpin 

George  B.  Wagstaflf 

FINANCE 

Arthur  Turnbull,  Chairman 

E.  TH   Talmage,  Jr.,  V-Ch. 

Jay  F.  Carlise 

Edward  C.  Fiedler 

Joseph  H.  Seaman 

The  President  and  Treasurer 
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1932 


H.  G.  S.  Noble,  Chairman 
E.  H.  H.  Simmons,  V-Ch. 
Allen  L.  Lindley 
Warren  B.  Nash 
Arthur  Turn  bull 

ODD  LOTS  AND  SPECIALISTS 

L.  Martin  Richmond,  Chairman 
Charles  R.  Gay,  Vice-Chairman 
Paul  Alder 

James  C.  Auchincloss 
Douglas  R.  Hartshorne 

PUBLICITY 

James  C.  Auchincloss,  Chairman 
Jay  F.  Carlisle,  V-Ch. 
Edward  C.  Fiedler 
George  U.  Harris 
A.  Varick  Stout,  Jr. 

QUOTATIONS  AND  COMMISSIONS 

Erastus  T.  Teflft,  Chairman 
Edward  Roesler,  Vice-Chairman 
James  C.  Auchincloss 
Arthur  F.  Broderick 
Herbert  I.  Foster 


ADMISSIONS 

Edward  Roesler,  Chairman 

Oliver  C.  Billings,  Vice-Chairman 

Paul  Adler 

Edward  C.  Fielder 

Charles  R.  Gay 

George  U.  Harris 

Harold  Hartshorne 

Louis  E.  Hatzfeld 

Walter  L.  Johnson 

Peter  J.  Maloney 

A.  Heyward  McAlpin 

Charles  M.  Newcombe 

George  P.  Smith 

Raymond  Sprague 

E.  T.  H.  Talmage,  Jr. 

ARBITRATION 

Peter  J.  Malonev,  Chairman 
Charles  R.  Gav,"V-Ch. 
Edward  E.  Bartlett,  Jr. 
Howard  C.  Foster 
Louis  E.  Hatzfeld 
Robert  W.  Keelips 
George  M.  Sidenberg 
George  P.  Smith 
Blair  S.  Williams 

ARRANGEMENTS 

Oliver  C.  Billings,  Chairman 
Bertrand  L.  Taylor,  V-Ch. 
Arthur  F.  Broderick 
John  A.  Cissel 
Herbert  L.  Mills 


QUOTATIONS    AND    COMMISSIONS — COn. 

Howard  C.  Foster 
J.  Clark  Moore,  Jr. 
Bertrand  L.  Taylor,  Jr. 
Herbert  G.  Wellington 

STOCK  LIST 

Frank  Altschul,  Chairman 

Herbert  G.  Wellington,  Vice-Chairman 

Warren  B.  Nash 

Joseph  H.  Seaman 

E.  H.  H.  Simmons 

Raymond  Sprague 

CONFERENCE  COMMITTEE 

Richard  Whitney,  Chairman 

Allen  L.  Lindley,  Vice-Chairman 

Frank  Altschul 

James  C.  Auchincloss 

Oliver  C.  Billings 

Warren  B.  Nash 

H.  G.  S.  Noble 

L.  Martin  Richmond 

Edward  Roesler 

E.  H.  H.  Simmons 

Bertrand  L.  Tavlor,  Jr. 

Erastus  T.  Tefft 


1933 


ABRANGEMEH^TS — Continued 


Charles  M.  Newcombe 
L.  Martin  Richmond 
Raymond  Sprague 
Lewis  A.  Williams 

BUSINESS    CONDUCT 

Allen  L.  Lindley,  Chairman 

L.  Martin  Richmond,  V-Ch. 

George  U.  Harris 

H.  G.  S.  Noble 

E.  T.  H.  Talmage,  Jr. 

Blair  S.  Williams 

CONSTITUTION 

George  M.  Sidenberg,  Chairman 
Lewis  A.  Williams,  V-Ch. 
Harold  Hartshorne 
A.  Heyward  McAlpin 
Harry^H.  Moore 


Arthur  Turnbull,  Chairman 

E.  T.  H.  Talmage,  Jr.,  Vice-Chairman 

Jay  F.  Carlisle 

Edward  C.  Fiedler 

Joseph  H.  Seaman 

The  President  and  Treasurer 

LAW 

H.  G.  S.  Noble,  Chairman 

E.  H.  H.  Simmons,  Vice-Chairman 
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1933 


LAW — cou  tinued 

Allen  L.  Lindle}- 
Warren  B.  Nash 
Arthur  Turnbull 

ODD    LOTS   AND    SPECIALISTS 

L.  Martin  Richmond,  Chairman 
Charles  R.  Gaj-,  Vice-Chairman 
Paul  Adler 

James  C.  Auchincloss 
Douglas  R.  Hartshome 

PUBLICITY 

James  C.  Auchincloss,  Chairman 
Jay  F.  Carlisle,  V-Ch. 
Edward  C.  Fiedler 
George  U.  Harris 
A.  Varick  Stout,  Jr. 

QUOTATIONS    AND    COMMISSIONS 

Erastus  R.  Tefft,  Chairman 
James  C.  Auchincloss,  V-Ch 
Arthur  F.  Broderick 
John  A.  Cissel 
Howard  C.  Foster 
Robert  W.  Keelips 
Bertrand  L.  Taylor,  Jr. 
Herbert  G.  WeUington 
Alexander  C.  Yarnall 


SECriRlTIES 


Walter  L.  Johnson,  Chairman 
Herbert  L.  Mills,  V-Ch. 
Edward  E.  Bartlett,  Jr. 
Edward  C.  Fiedler 
Douglas  R.  Hartshorne 

STOCK    LIST 

Frank  Altschul,  Chairman 
Herbert  G.  Wellington,  "V-Ch 
Harry  H.  Moore 
Joseph  H.  Seaman 
E.  H.  H.  Simmons 
Raymond  Sprague 

CONFERENCE    COMMITTEE 

Richard  Whitney,  Chairman 

Allen  L.  Lindley,  Vice-Chairman 

J  rank  Altschul 

James  C.  Auchincloss 

Oliver  C.  Billings 

Warren  B.  Nash 

H.  G.  S.  Noble 

L.  Martin  Richmond 

Edward  Roesler 

E.  H.  H.  Simmons 

Bertrand  L.  Taylor,  Jr. 

Erastus  T.  Tefft 


1934 


Committee  Exhibit  No.   114,  February  26,    ^^a^ 
(This  exhibit  consists  of  a  letter  dated  Novembpr  97    iqqq    f^^»v,  nu     i       r> 

Secretary's  Office    San  Francisco  Mining  Exchange 
Mr.  Ferdinand  Pecora,  '  '^^''^^^'  '^""'^  Francico,  Nov.  27,  193S. 

Cotmsel,  Committee  on  Banking  and  Currency, 

285  Madison  Ave.,  New  York  City. 

qu?tltil^sSU?'SrSfvel^lhe^hT.  ''"Ti  ^'  ^'f  ^"^^^^"^^  ^^^^^^^^^  *«day's 
Exchange  toeetler  with  V^ff  ^^  ^"^  J"^^^^  ^"^  ^^^^^  ^^  stocks  listed  on  this 

In'So^^Stction!  I  w  h  to"r?^a^f  tlSur^Exch^^  members  of  the  Exchange' 
chip  trading  rendezvous  for  stookM.T  Exchange  may  be  termed  a  white 
speculative  chaSernmlw.H^  %  Minmg  and  oil  stocks  are  necessarily  of  a 
are  aiift  ling  Sse  A  hole  Tn  it  Slf  ^  TS^  *^  ^'^H^  *^^^  P^'^lic  think  that  they 
and  the  mini  ofTmnfense  develonS^  "'7  ^^V  "^^""  ^i/^^"^  tomorrow 

hole  in  the  ground  the  next  d^vOnr.^^^i  f  °i\*  ""I  '^^  "^^^  ^"^  ^^  ^  tremendous 
speculative  and  do  no  lave  the  ?mm..  '  ^°'  ^!-^^  '1^'°"'  ^'  ^  ^^^^  before,  are 
industrial  stocks  coitan      The  fJ^f^^^^^  ""^  i"^^*^'  *^^*  "'^"'^  ""^  *^^ 

area  while  the  iudSals  are  usSv  Arl  ^^':f  ^  ^^PPl^  ^^^r  from  the  desert 

^t;:^.^bri/&^^"^^- ^^^  ^"'  '''''"'"  ^''" 

Vrm-s^V^y 'truly     '"'"''  ''''  ""''  "'  ^^«'''-  «""^'--"d. 

Chas.  E.  Hudson, 
wirh^ll";;Jgl,n^e^"'^"'"^  ^'""'^'"^^   ^^^"'*  ^'^'P   ^'^   »^^«^^^'«^  our  activitiClnterfere 
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San  Francisco  Mining  Exchange 

(FOUNDED  1862) 
Public  sessions:   Daily,  9:30  to  1:30;  Saturday,  9:30  to  11:30 

327    BUSH    STREET,  SATURDAY,  NOVEMBER    25,   1933.       PHONE    GArFIELD  3206 

OFFICERS 

Chas.  E.  Hudson,  President;  W.  H.  Hannon,  Vice  President;  K.  Cohn, 
Secretary;  R.  A.  Broy,  Treasurer. 

MEMBERS 

Amigo,  H.  J.,  Russ  Bldg.  (H.  J.  Amigo  &  Co.). 

Bevis,  J.  E.,  Reno,  Nev.;  Brown,  R.  Fred,  327  Bush  St.;  Brov,  Geo.  L.  381 
Bush  St.;  and  Broy,  R.  a.,  381  Bush  St.  (Geo.  L.  Broy  &  Co.). 

Busby,  F.  M.,  155  Montgornerv;  Clemens,  G.  M.,  155  Montgomery  (R.  L. 
Colburn  Co.),  f)39  S.  Spring  St.,  L.  A. 

Coe,  E.  W.,  127  Montgomery  (E.  W.  Coe  &  Co.). 

Coffin,  A.  F.,  335  Bush  St.  (A.  F.  Coffin  &  Co.). 

Cohi),  K.,  Russ  Bldg.:    Elliot,  Emery  W.,  514  Mills  Bldg.  (Elliot  &  Co.). 

Epstine,  C.  B.,  329  Bush  St.;  Epstine,  H.  E.,  329  Bush  St.;  Eyre,  Perry, 
Merchants  Exchange. 

Flach,  Geo.  J.,  321  Bush  St.  (Hudson  Sons  Co.). 

Forsyth,  W.  D.,  321  Bush  St.;  Frankenthal,  A.,  New  York  City;  Goodman, 
Gerald  M.;  Hannon,  W.  H.,  Alexander  Bldg.;  Harris,  D.  D.,  335  Bush  St.  (A.  F. 
Coffin  &  Co.). 

Hayward,  F.,  155  Montgomery;  Hudson,  Chas.  E.,  321  Bush  St.  (Hudson 
Sons  Co.). 

Judge,  Jr.  Martin,  1  Montgomery  (Martin  Judge,  Jr.  &  Co.). 

Kendall,  Zeb,  Virginia  City,  Ney.;  Kinley,  W.,  Mills  Bldg.;  Kryer,  L.  H., 
Los  Angeles,  639  So.  Spring  St. 

Leary,  E.  R.,  321  Bush  St.;  Nowell,  A.  R.,  416  Montgomery  (Lohmann  & 
Nowell). 

Peters,  H.  Z.,  Russ  Bldg.;  Richardson,  J.  N.,  327  Bush  St.;  Schlanzer,  F.  A., 
Reno,  Ney.;  Shaw,  B.  F.,  127  Montgomery  St.  (Shaw  Bros.). 

Thomas,  Arthur,  Salt  Lake  City  (Arthiu-  Thomas,  Inc.). 

Walker,  F.  H.,  155  Montgomery  (Gartland  &  Walker). 

Wilson,  Boyd  L.,  Berkeley;  Wingfield,  Geo.,  Reno,  Nev.;  Wollberg,  A.  S., 
325  Bush  St.  (Zadig  &  Co.).  ' 

Zeitlin.  R.,  Los  Angeles  (E.  Graham  Elliott  Co.). 

Closing  quotations 


Bid 

Asked 

Bid 

Asked 

A 

Acme... 

01 
01 

02 
02 
02 
04 
02 

C 
Oaliimet 

13 

15 

Aladdin 

Carrie  ' 

02 

Alto 

Cen.  Eureka  Com.' 

60 
60 
06 
14 
09 
54 
2.35 
02 
04 
21 
04 

1.00 
10 
01 
02 
01 
01 

65 

Amador 

02 

Cen.  Eureka  Pfd 

70 

Apex 

Chollar  Extension      , 

08 

Arizona  Comstock  '   

19 

Arrowhead  Dev 

02 

03 
03 
07 
07 
03 
11 
01 
01 

03 

05 
05 
10 

04 

18 
03 
02 
02 
02 

02 

14 

Com.  Tun.  &  Drainage.. 

55 

B 

Cons.  Chollar  '... 

2.40 

Belmont  Metals  ... 

Concordia                   .    

04 

Belmont  Osborn 

Best  &  Belcher 

24 

Big  Jim  2 

07 

Black  Bear           

D 

Black  Mammoth 

Blue  Ridge  Midway 

Booth 

Divide 

11 

Broken  Hills 

02 

Brougher .  . 

01 
36 
01 

04 

Bun-Hill  &  Sullivan  '.   

02 

Butler  Gold 

Double  "0" 

03 

i  Producing  companies. 


7400 


Empress ' . 


Falcon, 


Genii  Con 

Giant  Mines 

Gipsy  Queen... 
Golconda '.. 
Goldfield  Con.i. 

Gold  Ledge 

Gold  Metals 

Gold  Reef....'.. 

Gold  Shares 

Gold  Zone 

Great  Bend 

Gruss... 

Halifax 

Hercules  Mines. 
HighDiv 


Idaho  Maryland  i. 
Indian 


Jack  Waite' 

Jumbo  Extension '. 


Kelsey '.. 
Keystone. 


Lucky  Strike- 


M 

Manhattan  Con  . 
Manhattan  Gold  i. 

Mexican  i_. 

Minesamerica 

Mirabel 

Myra 


New  Cal  Ton.. 
Newmont ' 


N 


'  Producing  companies. 
'  U.L. 
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Closing  quotations — Continued 


Bid 


60 


05 


3.15 


05 


Asked 


65 


30 
02 
02 
50 
21 
20 
02 
02 
12 
02 


02 


3.65 
02 


New  Southerland. 
North  Divide  Ex. 


Obra  Mines. 

Operator 

Ophir 


Pacific  Butte... 
Pony  Meadows. 


Red  Hill 

Rosetta 

Round  Mtn '. 


06 


03 


San  Rafael 

Searchlight  • 

Silver  King 

Simon 

Smuggler ' 

Sonora  Standard '. 

Standard  Gold 

Sunshine  ^ 


Thomson. 
Tom  Reed  » 
Ton.  North  Star.. 
Trinity  Gold  Bar «. 


Union  Con  i. 


U 


Vera  Mines  Corp 

Verdi 

Veta  Grande  Gold. 


West  End.. 
West  End  Ex.... 
Western  Merger  i 
West  Mines  L. 

White  Caps 

Wilson,  Reo 


W 


Yuba  Sierra 


Bid 


01 


2.90 
01 


01 


Asked 


02 


02 
02 


02 


40 


02 
'62 


15 


04 
02 
02 
18 
02 


28 


San  Francisco  Mining  Exchange 

(Saturday,  November  25,  1933) 

Sales 


FORMAL   SESSION 

Double  "O": 
4000 


INFORMAL   SESSION 

Best  &  Belch: 

800 

Black  Bear: 

2000 

B-Mammoth: 

3000 

Booth: 

1000 


02 

09 
03 
13 
01 


INFORMAL  SESSION — Continued 


Calumet: 

1000 

Cen-Eka-Com: 

200 

Chollar  Ex.: 

4000 __ 

3000 

Comstock  K.: 

1500 

Com.  Tun.  &  D.: 

200 

650 


14 

60 

07 
08 

13 

50 
52 


STOCK  EXCHANGE  PRACTICES 


7401 


INFORMAL  SESSION — Continued 


Con  Chollar: 

600 -- 

200 

500 

300 ._ 

400 

200 

300 

300 2.37^2 

Cory  Mines: 

1000 

Empress: 

100 

Genii  Con.: 

1200 

Golconda: 

800 

700 

Gold  Ledge: 

500 

1000 

1500 

Idaho  Mrvld: 

350.-' 

Jack  Waite: 

1000 

1000 

Jumbo  Ex.: 

200 

1000 

Kelsev: 

600 


2.30 
2.  321^ 
2.  32H 
2.  35 
2.  35 
2.  37H 
2.  37H 


06 

60 

15 

42 
43 

19 
20 
20 

3.  25 

24 
25 

03 
02 


45 


Bar  silver 43 

Gold 33.  76 


INFORMAL  SESSION — Continued 

Lucky  Strike: 

3000 

5000 

Man  Gold: 

1000 

Ophir: 

500 

Red  Hill: 

3000 

Sonora  Std.: 

400 

200 

100 

100 

300 

West  Mines: 

1000 

2500 

500 

Yuba  Sierra: 

500 

500 

1000 

300 

200 _ 

100 

300 

300 

150 

750 

1000 


Unlisted:  Bid 

Belmont 20 

Tonopah  mining- _         85 


05 
06 

01 

21 

03 

39 
39 
39 
39 
39 

27 

27 
26 

42 
42 
42 
43 
43 
43 
43 
43 
43 
43 
43 


Asked 


Facilities  for  investigating  securities  are  available  for  every  one.  Investigate 
before  investing.  ( 

Stocks  listed  on  a  recognized  exchange  are  safer  than  unlisted  issues.  Trade 
only  in  listed  stocks. 

The  data  on  these  sheets  are  collected  with  care,  but  neither  the  completeness 
nor  the  accuracy  of  the  information  is  guaranteed;  no  responsibility  is  assumed  for 
any  of  the  statements  herein  contained  nor  for  any  omissions  or  inaccuracies 
therein. 


Committee  Exhibit  No.  115,  February  26,  1934 

Mr.  Chairman,  as  I  stated  in  my  opening  remarks,  the  New  York  Stock  Ex- 
change has  constructive  suggestions  to  make  in  regard  to  the  pending  legislation 
for  the  regulation  of  stock  exchanges. 

The  purposes  to  be  accomplished  by  such  legislation  are:  First,  the  prevention 
of  fraudulent  practices  affecting  stock  exchange  transactions;  Second,  the  pre- 
vention of  the  use  of  an  excessive  amount  of  credit  for  security  speculation;  and. 
Third,  the  elimination  of  practices  which,  though  not  fraudulent,  permit  the 
manipulation  of  security  prices. 

The  most  important  question  in  regard  to  any  regulatory  legislation  is  the 
determination  of  what  bodj'  shall  exercise  the  regulatory  power.  Obviously  this 
body,  whether  it  be  called  a  commission  or  an  authority,  must  include  persons  who 
are  familiar  with  credit  conditions  throughout  the  United  States  and  also  persons 
who  are  fully  conversant  with  the  technical  problems  connected  with  the  operation 
of  stock  exchanges.  In  addition,  a  majority  of  the  members  of  such  a  body 
should  be  outstanding  individuals  who  would  represent  the  public.  Having  this 
in  mind,  we  suggest  the  creation  of  a  Stock  Exchange  Coordinating  Authority  to 
consist  of  seven  members. 
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We  suggest  that  this  Aiithorit}^  be  composed  of  two  members  appointed  bv  the 
President ;  two  Cabmet  officers,  who  might  well  be  the  Secretary  of  the  Treasury 
and  the  Secretary  of  Commerce;  one  person  appointed  bv  the  Open  Market 
L/Ommittee  of  the  Federal  Reserve  System;  and  two  persons  representing  stock 
exchanges,  one  to  be  designated  by  the  New  York  Stock  Exchange  and  the  other 
to  be  elected  bv  the  nienibers  of  those  exchanges  in  the  United  States,  other  than 
the  New  York  Stock  Exchange,  that  primarily  offer  a  market  place  for  securities 
buch  an  Authority  would  not  only  represent  the  interests  of  the  public  but  would 
have  the  benefit  of  the  opinions  and  advice  of  two  Cabinet  officers,  and  throueh 
Its  connection  with  the  Open  Market  Committee  of  the  Federal  Reserve  Svstem 
would  be  in  close  contact  with  credit  conditions  throughout  the  United  States 
It  would  also  include  men  who  had  detailed  technical  knowledge  of  exchange 
operations.  ^  ^-nau^t; 

We  suggest  tliat  this  Coordinating  Authority  be  given  plenary  power  to  control 
the  amount  of  margins  which  members  of  exchanges  must  require  and  maintain 
on  customers  accounts;  and  further,  that  it  should  have  plenarv  power  to  require 
stock  exchanges  to  adopt  rules  and  regulations  preventing  not  onlv  dishonest 
practices  but  also  all  practices  which  unfairly  influence  the  price  of  securities  or 
unduly  stimulate  speculation.  Without  attempting  to  define,  at  this  time  the 
scope  of  tliese  povyers,  we  believe  that  they  should  include  the  power  to  fix  the 
requirement^  for  the  isting  of  securities;  the  control  of  pools,  syndicate*  and  joint 
accounts  and  also  options  intended  or  used  to  influence  market  prices;  the  power 
to  control  the  circulation  of  rumors  or  statements  calculated  to  induce  speculative 
activity,  the  use  of  advertising  and  the  employment  of  customers'  men  or  othir 
employees  who  solicit  business;  to  the  end  that  all  practices  which  mav  tend  to 
create  unfair  prices  may  be  eliminated.  This  authority  should  also  have  power 
ilS  ■  V^.^"^'/^  necessary,  to  adopt  rules  in  regard  to  those  cases  wheJe  the 
exercise  of  the  function  of  broker  and  dealer  by  the  same  person  is  not  compatible 
with  fair  dealing  and  to  adopt  rules  in  regard  to  short  selling,  if  it  should  become 
convinced  that  regulation  of  this  practice  is  necessarv  "eeome 

Ihese  suggestions  represent  the  considered  view  of  the  New  York  Stock  Ex- 
change and  I  have  been  authorized  to  present  them  bv  the  Governing  Committee 
of  the  Exchange.     I  can  say  confidently  that  the  Exchange  will  coope™fullv 

;:^aStei;:^{S:^S*k=et"^  ^^^^^^^^^  -^-^^'^^  -^'  abiLs  t^S 

I  appreciate  the  courtesy  which  the  Committee  has  extended  to  me  in  affordin°^ 

me  this  oppor  unity  to  state  fully  the  position  of  the  Excha?ge"n  iJgaA  to       f 

bill.     I  trust  that    he  Committee  will  feel  free  to  ask  for  anv  information  wWcht 

Tecort^fllTJt'nf'T''^'  V''  "f^'^^"^!,-     I  ^^"  ^^'-'^  >-"  that  an  of  the 
records  of  t.he  Exchange  of  every  character  and  nature  will  be  made  fullv  available- 


Committee  Exhibit  No.  116,  February  26,  1934 
Mr.   Chairman,  as  I  stated  in  my  opening  remarks,  the    New    York    Sto^t 
Exchange  has  constructive  suggestions  to  make  in  regard  to  the  pending  lee  X 
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and  the  Secretary  of  Commerce;  one  person  appointed  by  the  Open  Market 
Committee  of  the  Federal  Reserve  System;  and  two  persons  representing  stock 
exchanges,  one  to  be  designated  by  the  New  York  Stock  Exchange  and  the  other 
to  be  elected  by  the  members  of  those  exchanges  in  the  United  States,  other 
than  the  New  York  Stock  Exchange,  that  primarily  offer  a  market  place  for 
securities.  Such  an  Authority  would  not  only  represent  the  interests  of  the 
public  but  would  have  the  benefit  of  the  opinions  and  advice  of  two  Cabinet 
officers,  and  through  its  connection  with  the  Open  Market  Committee  of  the 
Federal  Reserve  System  would  be  in  close  contact  with  credit  conditions  through- 
out the  United  States.  It  would  also  include  men  who  had  detailed  technical 
knowledge  of  exchange  operations. 

We  suggest  that  this  Coordinating  Authority  be  given  plenary  power  to  con- 
trol the  amount  of  margins  which  members  of  exchanges  must  require  and  main- 
tain on  customers'  accounts;  and  further,  that  it  should  have  plenary  power  to 
require  stock  exchanges  to  adopt  rules  and  regulations  preventing  not  only  dis- 
honest practices  but  also  all  practices  which  unfairly  influence  the  price  of 
securities  or  unduly  stimulate  speculation.  Without  attempting  to  define,  at 
this  time,  the  scope  of  these  powers,  we  believe  that  they  should  include  the 
power  to  fix  the  requirements  for  the  listing  of  securities;  the  control  of  pools, 
syndicates  and  joint  accounts  and  also  options  intended  or  used  to  influence 
market  prices;  the  power  to  control  the  circulation  of  rumors  or  statements 
calculated  to  induce  speculative  activity,  the  use  of  advertising  and  the  em- 
ployment of  customers'  men  or  other  employees  who  solicit  business;  to  the  end 
that  all  practices  which  may  tend  to  create  unfair  prices  may  be  eliminated. 
This  authority  should  also  have  power  to  stud}',  and,  if  necessar}-,  to  adopt  rules 
in  regard  to  those  cases  where  the  exercise  of  the  function  of  broker  and  dealer 
by  the  same  person  is  not  compatible  with  fair  dealing  and  to  adopt  rules  in 
regard  to  short  selling,  if  it  should  become  convinced  that  regulation  of  this 
practice  is  necessary. 

These  suggestions  represent  the  considered  view  of  the  New  York  Stock  Ex- 
change and  I  have  been  authorized  to  present  them  by  the  Governing  Committee 
of  the  Exchange.  I  can  say  confidently  that  the  Exchange  will  cooperate  fully 
in  attempting  to  prevent  unwise  or  excessive  speculation  and  abuses  or  bad 
practices  affecting  the  stock  market. 

I  appreciate  the  courtesy  which  the  Committee  has  extended  to  me  in  afford- 
ing me  this  opportunity  to  state  fully  the  position  of  the  Exchange  in  regard  to 
this  bill.  I  trust  that  the  Committee  will  feel  free  to  ask  for  any  information 
which  it  may  desire  from  the  Exchange  or  its  officials.  I  can  assure  you  that  all 
of  the  records  of  the  Exchange  of  every  character  and  nature  will  be  made  fully 
available  to  you  and,  in  addition,  not  only  the  officials  of  the  Exchange  but  all 
of  its  technical  experts  are  at  your  disposal. 


^    h. 
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FRIDAY,  MARCH  16,  1934 

United  States  Senate, 
Committee  on  Banking  and  Currency, 

Washington,  D.C. 

The  committee  met  at  11  a.m.,  pursuant  to  call  of  the  chairman 
following  adjournment  on  Monday,  March  12,  1934,  in  room  301 
of  the  Senate  Office  Building,  Senator  Duncan  U.  Fletcher  presiding^ 

Present:  Senators  Fletcher  (chairman),  Bulkley,  Bankhead, 
Adams,  Goldsborough,  Townsend,  Carey,  Couzens,  and  Kean. 

Present  also:  Roland  L.  Redmond,  counsel  to  the  New  York  Stock 
Exchange. 

The  Chairman.  The  committee  has  been  in  executive  session,  but 
we  will  now  hold  an  open  session  for  a  few  minutes  to  receive  some 
data  from  the  New  York  Stock  Exchange.  Mr.  Whitney,  do  you 
wish  to  make  a  statement  before  the  committee  with  reference  to 
some  of  these  records  requested  by  the  committee  ? 

Mr.  Whitney.  Yes,  Mr.  Chairman. 

STATEMENT  OF  RICHARD  WHITNEY,  PRESIDENT  OF  THE  NEW 
YORK  STOCK  EXCHANGE— Resumed 

The  Chairman.  You  may  proqeed,  Mr.  Wliitney. 

Mr.  Whitney.  I  will  be  very  brief,  Mr.  Chairman.  What  you 
see  before  you  on  the  committee  table  are  compilations  taken  off  the 
originals  now  in  your  hands,  of  the  remaining  aircraft  stocks.  As 
you  will  recall  we  turned  in  to  you  the  first  compilations  of  United 
Aircraft  «&  Transportation  Corporation  stock  on  INIonday  last.  Now 
we  turn  in  to  you  compilations  of  additional  stocks,  these  compila- 
tions, as  I  have  said,  having  been  taken  from  the  original  records  in 
your  hands:  Aviation  Corporation  of  Delaware  common  stock. 

The  Chairman.  The  compilation  will  be  received  and  marked  for 
identification. 

(The  compilation  covering  Aviation  Corporation  of  Delaware 
common  stock  was  received  and  marked  "  Whitney  Exhibit  No.  31 
for  identification,  Mar.  16,  1934  ",  and  the  same  will  be  kept  in  the 
files  of  the  committee.) 

Mr.  Whitney.  Next  is  the  compilation  of  Bendix  Aviation  Cor- 
poration. 

The  Chairman.  The  same  will  be  received  and  marked  for  iden- 
tification. 

(The  compilation  of  Bendix  Aviation  Corporation  stock  was 
marked  "  Whitney  Exhibit  No.  32  for  identification,  Mar.  16,  1934  ", 
and  the  same  will  be  placed  in  the  files  of  the  committee. ) 
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Mr.  Whitney.  Next  is  the  compilation  of  Curtiss-Wright  common 
stock. 

The  Chairman.  The  same  will  be  received  and  marked  for  identi- 
fication. 

(The  compilation  of  Cm-tiss-Wright  Corporation  common  stock 
was  marked  "  Whitney  Exhibit  No.  83  for  identification,  Mar.  16, 
1934  ",  and  the  same  will  be  retained  in  the  files  of  the  committee.) 

Mr.  Whitney.  Next  is  the  compilation  of  Curtiss-Wright  class  A 
stock. 

'i'he  Chaikman.  The  same  will  be  received  and  marked  for  identi- 
fication. 

(The  compilation  of  Curtiss-Wright  class  A  stock  was  marked 
"  Whitney  Exhibit  No.  34  for  identification.  Mar.  16,  1934 ",  and 
tlie  same  will  be  retained  in  the  files  of  the  committee.) 
Mr.  Whitney.  Next  is  the  com])ilation  of  Douglas  Aircraft  Co. 
The  Chairman.  The  same  will  be  received  and  marked  for  identi- 
fication. 

(The  compilation  of  Douglas  Aircraft  Co.  stock  was  marked 
"Whitney  Exhibit  No.  35  for  Identification,  Mar.  16,  1934"  and 
will  be  retained  in  the  files  of  the  committee.)  ' 

Mr.  Whitney.  Next  is  the  compilation  of  National  Aviation  Cor- 
poration stock. 

The  Chairman.  The  same  will  be  received  and  marked  for  identi- 
fication. 

(The  compilation  of  National  Aviation  Corporation  stock  was 
marked  "Whitney  Exhibit  No.  36  for  Identification,  Mar  16 
1934    ,  and  will  be  retained  in  the  files  of  the  committee.) 

Mr.  Whitney.  The  next  compilation  is  that  of  North  American 
Aviation,  Inc.,  capital  stock. 

The  Chairman.  The  same  will  be  received  and  marked  for  identi- 
fication. 

(The  compilation  of  North  American  Aviation,  Inc.,  capital  stock 
was  marked  "Whitney  Exhibit  No.  37  for  Identification,  Mar.  16, 

ij    \x  ^®  retained  in  the  files  of  the  committee.) 

A  •     '■  if  ^''^^^-  Next  aie  two  supplemental  compilations  of  United 
Aircraft  &  1  ransport  Corporation  stock. 
^  The  Chairman.  The  same  will  be  received  and  marked  for  identi- 

(The  first  supplemental  compilation  of  United  Aircraft  &  Trans- 
port Corporation  stock  was  marked  "Whitney  Exhibit  No.  38  for 
Identihcation,  Mar.  16,  1934",  and  the  san.e^vill  be  retained  in 
the  files  of  the  committee. 

(The  second  supplemental  compilation 
1  ransport  Corporation  stock  Avas  marked 
38-A  for  Identification,  Mar.  16,  1934" 
retained  in  the  files  of  the  committee  )         ' 

ro^nor!^,V.n''Tl  ^\^T^  is  a  compilation  of  Wright  Aeronautical 
Coipoiation  stock,  which  completes  the  compilations  to  be  filed. 

fication         ''^''''"  ^^"^^  "^'^  ^^  received  and  marked  for  identi- 

mirkpd  T±^f  ^^^  ^J  Wright  Aeronautical  Corporation  stock  was 
m4''  ,nW^  '^  ^"^n'u*  ^^•.  ^^  *°^  Identification,  Mar.  16, 
1934    ,  and  the  same  will  be  retained  in  the  files  of  the  committee.) 


of  United  Aircraft  & 
"Whitney  Exhibit  No. 
and    the   same   will    be 
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Senator  Goldsboeough.  Mr.  Whitney,  that  makes  a  total  oi  nine 
stocks  with  the  one  heretofore  filed,  does  it  not? 

Mr.  Whitney.  Yes,  sir;  nine  in  all. 

The  Chairman.  And  that  completes  what? 

Mr.  Whitney.  That  completes  all  the  compilations  taken  off  the 
originals  which  are  now  in  the  possession  of  the  committee,  these 
originals  having  been  given  to  you  on  ISIonday  Last  in  answer  to 
your  request  and  those  originals  being  in  answer  to  the  question- 
naire we  sent  out  as  of  March  3,  which  questionnaire  is  a  part  of 
your  record. 

Senator  Couzens.  Mr.  Whitney,  is  that  what  is  in  all  these  folders 
you  have  on  the  committee  table  here? 

Mr.  Whitney.  Yes,  sir.  There  are,  I  might  explain,  nine  copies 
of  each  compilation,  submitted  for  the  use  of  the  committee,  and 
we  have  reserved  two  copies  at  the  request  of  Mr.  Pecora  for  his 
use. 

Senator  Adams.  Mr.  Whitney,  have  you  had  any  occasion  to  study 
these  compilations  yourself? 

Mr.  Whitney.  No.  Senator  Adams.  I  haven't  even  looked  at 
them,  except  in  the  case  of  United  Aircraft  &  Transport  Corporation, 
I  went  over  them  because  I  wanted  to  see  what  the  corrections  con- 
sisted of. 

Senator  Adams.  The  reason  for  my  inquiry  is  this:  I  was  won- 
dering whether  or  not  to  your  mind  there  had  come  any  conclusion 
as  to  what  led  to  this  sudden  spurt  of  activity  in  the  aircraft  stocks? 
Whether  or  not  it  was  to  be  attributed  to  the  course  of  the  investiga- 
tion and  other  proceedings  that  have  been  going  on  for  some  time, 
or  should  be  attributed  to  the  rumor  of  cancelation  of  the  air-mail 
contracts. 

Mr.  Whitney.  I  have  come  to  no  conclusions  whatsoever. 

Senator  Goldsborough.  Senator  Adams,  do  you  mean  in  the  mat- 
ter of  the  jump  from  4,000  to  44,000  shares  dealt  in? 

Senator  Adams.  Yes. 

Mr.  Whitney.  I  have  reached  no  conclusions  whatsoever.  We 
have  not  studied  these  complications  at  all.  But  they  will  be  studied 
by  us.  They  were  only  finished  last  night  and  came  down  to  Wash- 
ington on  the  midnight  train. 

Senator  Couzens.  Mr.  Whitney,  I  take  it  that  you  know  about 
the  sale  by  J.  P.  Morgan  &  Co,  of  some  4,500  shares  of  these  stocks. 
Have  you  made  any  attempt  to  verify  that  matter,  or  would  you 
attempt  to  do  so  ? 

Mr.  Whitney.  We  would  not  attempt  to  verify  it,  because  it  was 
sent  in  over  their  signature  as  being  accurate. 

The  Chairman.  That  completes  the  record  now  so  far  as  we  have 
called  upon  you  for  records,  does  it,  Mr.  Whitney? 

Mr.  Whitney.  Yes,  Mr.  Chairman. 

The  Chairman.  Are  there  any  other  questions  by  members  of  the 
committee  ? 

Senator  Goldsborough.  I  have  none. 

Senator  Carey.  That  is  certainly  a  large  record,  and  it  is  remark- 
able what  a  little  resolution  can  bring  in. 

Mr.  Whitney,  It  was  quite  some  considerable  work,  Senator 
Carey. 

175541— 34— PT  15 63 
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The  Chairman.  All  right,  if  that  is  all. 

Mr.  Whitney.  I  thanl^  you  oentlemeii.  We  are  always  at  your 
disposal  at  any  time  3^011  want  us. 

The  Chairman.  Very  well.  Mr.  Whitney.  We  will  take  care  of 
these  records.  The  committee  will  give  Mr.  Pecora  access  to  these 
records. 

Senator  Couzens.  Mr.  Wliitney  has  already  stated  that  he  retained 
two  copies  to  be  delievered  to  Mr.  Pecora. 

The  Chairman.  All  right. 

Senator  Careei.  Is  each  one  of  these  folders  prepared  for  a  mem- 
ber of  the  committee  ? 

Mr.  Redmond.  I  will  make  these  compilations  up  into  nine  com- 
plete buridle.s,  so  that  Mr.  Sparkman  can  give  one  to  each  member 
of  the  committee  desiring  same. 

Senator  Adams.  Do  I  understand  that  they  are  not  in  that  form 
as  they  are  presented  here  ? 

Mr.  Redmond.  As  presented  here  there  are  nine  copies  of  each 
compilation.  But  I  will  be  glad  to  sort  them  out  right  here  or  at  a 
side  table,  for  you,  and  in  that  way  will  make  up  nine  complete 

Senator  Adams.  Very  well;  I  should  like  to  take  one  of  the  sets 
to  my  office. 

Mr.  Redmond.  I  will  do  that  right  away. 

The  Chairman.  Very  well.  I  believe  that  completes  the  open 
hearing  for  this  morning,  and  the  committee  will  adjourn  subject 
t/O  call. 

(Thereupon  at  11:15  a.m..  Friday,  March  16,  1934.  the  committee 
adjourned  subject  to  call.) 

Statement  of  Gene  McCann,  (;;.  McCann  Co.,  Brokhbs,  New  York  City 

Stock  exchanges  as  market  places  for  securities  are  generally  recognized 
as  essential  parts  of  our  economic  structure,  but,  under  the  present  svst^nf 
self-regulation,  they  provide  the  medium  whereby  a  smalt  ^oup  of  "^fnt^e^s 
manipulate  prices  to  the  disadvantage  of  the  millions  of  investors  ZS 
over  90  percent  of  the  securities  traded  thereon  investors   ownin^ 

be'^cmSSd'in  fhe1Sh?'f  A''-^'-  ^'^*'""^'  '"  ^PPO'^ition  to  this  bill,  should 
oe  cousicleied  m  the  light  of  his  position  as  official  spokesman  for  this  inside 
|roup  and  the  representative  on  the  New  York  Stock  Exchange  of  J.  P   Morgan 

Under  the  present  system,  the  governing  committee  of  the  New  York  Stock 

supSf  vlolYti^nrof^u?'"  *"'"^-  ^T^""*^'  ''^'''''-  '^^  reinstatrit  tomonw 
^!^  iff^  violations  of  its  own  rules  by  members  of  its  governing  committed 

SHORT   SELLING 
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and,  the  margin  requirements  on  all  short  sales  shall  be  the  same  as  the  margin 
requirements  on  all  long  sales,  as  set  forth  in  this  bill." 

By  compelling  the  short  seller  to  cover  his  position  within  7  days,  the  general 
public,  knowing  this,  will  not  sell  their  securities  on  the  market  on  the 
slightest  decline  in  market  quotations,  created  by  short  selling,  and  enable  the 
short  seller  to  cover  his  position  at  a  profit.  This  will  act  as  a  stabilizer  of 
the  general  market  and  make  short  selling  all  the  more  hazardous  because  the 
public  can  demand  higher  prices  of  the  short  seller  when  the  time  comes  for 
him  to  cover. 

Many  investors  pledge  their  securities  as  collateral  for  loans,  and  under  the 
present  system,  every  short  sale  deci'eases  the  value  of  that  collateral.  In  a 
great  many  cases,  these  loans  are  called  when  the  market  value  of  the  collateral 
is  depressed  by  excessive  short  selling,  thus  the  inside  group,  due  to  their  large 
financial  resources,  have,  by  short  selling,  compelled  the  small  investor  to  sell 
his  securities  on  slight  recessions  in  the  market,  resulting  in  the  ruination  of 
the  business  and  future  of  millions  of  our  citizens. 

Let  us  try  to  find  the  real  reason  why  Mr.  Whitney  favors  short  selling.  He 
has  said  nothing  about  the  profits  in  short  selling,  but  has  chosen  td*  defend 
it  as  the  medium  to  stabilize  prices.  The  real  reason  for  his  defense  of  short 
.selling  might  be  said  to  be  that  more  money  is  made  quickly  on  the  short  side 
than  on  the  long  side,  and  short  selling  makes  an  active  speculative  market, 
thus  increasing  brokerage  commissions,  specialist's  profits  from  advance  knowl- 
edge of  the  outside  trader's  position,  and  greater  possibilities  for  profit  from 
pool  operations. 

Respectfully  submitted. 

Gene  McCann. 
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